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Amy Baker, Coordinator, Office of Economic and Demographic Research

After spending two years in the Florida House Appropriations Committee as both the deputy and
actual staff director, Ms. Baker became the Coordinator of the Florida Legislature’s Office of
Economic & Demographic Research in 2004. In this role, she serves as the Legislature’s Chief
Economist.

She has worked in or for state government since 1986, serving in both the executive and
legislative branches of government. Some of her past jobs include Legislative Affairs Director
for Governor Bob Martinez, Chief of Staff for former Senator Ander Crenshaw when he was
President of the Florida Senate, and Chief Financial Officer for the Department of Children and
Families. Living in Florida since 1980, she did her graduate work in Economics at Florida State
University.
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Background

* The Office of Economic and Demographic Research was asked by the
Senate and House to conduct an in-depth analysis of the Affordable
Care Act and the potential effects it will have on the Florida economy.

* The analysis covers the mandatory provisions of the Act, as well as the
optional Medicaid Expansion decision.

The mandatory provisions will be in effect regardless of future legislative
actions.

The optional decision regarding Medicaid Expansion is under the control
of the Legislature and the Governor.

* The current National and Florida Economic Outlooks have not fully taken
Into account the changes that will result from the mandatory provisions of
the Act, so adjustments had to be made to the economic baseline.

* Due to the national nature of the legislation and the ultimate interplay
among states, as well as the incomplete nature of the federal rules and
regulations that will implement the Act, the Statewide Model results
should be viewed not as specifics, but as suggestive of likely outcomes.
Even the adjusted economic baseline should be regarded as a
simulation.
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Primary Data Source for Analysis

* The American Community Survey (ACS) Public Use Microdata
Sample (PUMS) data show the full range of population and
housing unit responses collected on individual ACS
guestionnaires.

°* The data is detailed and shows how respondents answered
guestions regarding issues such as income, disabilities,
household relationships, health coverage, and income.

* These responses are then weighted (using ACS weights) to
produce estimates for the entire Florida population.

* The PUMS data provides the base for all Social Services
Estimating Conference (SSEC) and EDR estimates related to the
Act.

* For this analysis, the 2009-11 ACS 3-year PUMS data was used.
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American Community Survey

Public Use Microdata Sample

2009-2011 Population Base

Number Percent
Total Population 18,849,600 100.00%
Insured 14,808,869 78.6%
Uninsured 4,040,731 21.4%
Insured 14,808,869
Ages 0-18 3,664,365 24.7%
Ages 19+ 11,144,504 75.3%
Uninsured 4,040,731
Ages 0-18 594,935 14.7%
Ages 19+ 3,445,796 85.3%




Medicaid Effects to Baseline

* Increased state budgetary costs and federal dollars associated with the
mandatory Medicaid portions of the Act.
Primary Care Practitioners Fee Increase to Medicare Rate (100% federally funded during
the authorized period).
$349.4 million in FY 2012-13
$698.8 million in FY 2013-14
$349.4 million in FY 2014-15
Health Insurance Tax Impact on Medicaid Managed Care (the cost will be split between

increased federal reimbursements and a realignment within the state budget to provide
the required match).

The total costs range from $31.6 million in FY 2013-14 to $471.0 million in FY 2022-23, the last year
of the SSEC estimates.

Of this amount, the state costs range from $13.1 million in FY 2013-14 to $192.5 million in FY 2022-
23, the last year of the SSEC estimates.

Woodworking (participation by currently eligible but not enrolled individuals) is
indeterminate as adopted by the SSEC. Therefore, no additional Medicaid or
CHIP entrants are assumed in the adjusted baseline.
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General Uninsured Population Effects to Baseline

Increased insurance coverage associated with
the mandatory portions of the Affordable Care
Act resulting in a greater number of traditional
insurance policies, self-insured programs and

richer benefits.

* The analysis has discrete assumptions based on
age, employment status, size and type of
employer, income, population growth, and ramp-
up periods.

These assumptions were then used to
develop the levels of insurance coverage,
penalties, individual subsidies, tax credits, and
the associated state Insurance Premium Tax
collections for both the newly and existing
insured.

In the PUMs data, 1,442,014 will receive
policy coverage and 727,972 will fall under a
self-insured program, for a total of 2,169,986
uninsured persons becoming insured. On an
annual basis, these numbers are affected by
assumptions regarding the ramp-up period.

General Uninsured Population
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General Uninsured Population Numbers

e Increased federal dollars and costs associated with the mandatory
portions of the Act for the general uninsured population:

Healthcare premium volume for new policies ranges from $5.9 billion in
FY 2013-14 to $12.1 billion in FY 2021-22 for businesses and
individuals.

Offsetting the new policy premium volume, federal business tax credits range
from $21.6 million to $70.2 million over the same period.

Offsetting the new policy premium volume, federal individual subsidies range
from $970.7 million to $2.7 billion over the same period.

In addition, individual penalties range from $71.7 million to a high of $294.4
million before declining to $189.4 million at the end of the period.

Additional healthcare premium volume associated with existing policies

ranges from $5.2 billion in FY 2013-14 to $6.8 billion in FY 2021-22 for
businesses and individuals.

Offsetting the existing policy premium volume, federal business tax credits
range from $209.3 million to $270.4 million over the same period.

Offsetting the existing policy premium volume, federal individual subsidies

range from $5.4 to $6.1 billion over the same period.
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Statewide Model

* The Statewide Model contains large amounts of data specific to the Florida
economy to perform calculations that account for the responses of
businesses and households to policy changes or “shocks” over a 10 year
timespan.

* The key economic variables analyzed by the Statewide Model are:
Florida Gross Domestic Product
Personal income
Gross output
Household consumption
State government revenues and expenditures
Investment / Savings
Jobs
Population

* All differences in economic variables that account for policy change are
shown relative to the baseline.
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Economic Effects Definitions

Direct Economic Effects: A change in expenditures by the industry
directly impacted by the change in policy — for example, changes in the
healthcare industry in response to the increased demand for healthcare
services.

Indirect Economic Effects: A change in expenditures by industries that
supply goods or services to the directly impacted industry — for example,
the increased demand for healthcare services results in increased
manufacturing of medical devices.

Induced Economic Effects: A change in expenditures by households
for which income is changed by the direct and indirect activity — for
example, the rippling effect of new healthcare workers spending their
paychecks on other goods and services.
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Key Assumptions

* Policy premiums:
Initially increase by 25% to reflect the richer benefit package.

Grow at a slower rate than they otherwise would as a result of the
downward pressure from better health outcomes.

* Out-of-pocket healthcare spending today by the uninsured will
generally convert to spending on copayments, deductibles,
and incidentals.

* Today’s uncompensated care will be reduced but not
eliminated as a result of the newly insured.

* All large businesses will comply immediately with the new
provisions to avoid negative effects on brand image,
recruitment, and the like, that would put them at a competitive
disadvantage.
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Indeterminate Effects

* The business value associated with increased utility /
productivity from better healthcare (reduced sick days, average
workweek hours increased, and overall improved health).

* Effects from employers altering their practices regarding the
provision of insurance (moving to self-funded pools to a greater
extent than the historic trend, eliminating coverage altogether or
reducing the scope of health benefits), as well as the extent to
which businesses scale back or eliminate coverage but increase
wages.

* The cost of implementing an exchange and its effect on
eligibility determinations.

* The collection of excise taxes on “Cadillac Plans,” and the
response by the providers of those plans.
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Baseline vs. Adjusted Baseline

Consumption by Households and Government
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Baseline vs. Adjusted Baseline
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8,800,000
8,600,000 —
8,400,000
8,200,000 /
8,000,000 /
7,800,000 /
7,600,000 /
7,400,000 : : . . . ,
I O R o
4’19@ 4‘19@ 4‘19\‘% 4‘9\6 4‘9\6 4"9« 4“9& (v '

—e—Base —#—AdjBase

Part of the typical solution to the
need for additional employees is
increased migration.

22,000,000

21,500,000

21,000,000

20,500,000

20,000,000

19,500,000

19,000,000

The increased demand for healthcare
services also generates more
employment than expected in its
absence.

Population
/
> X \o) ) ) S N N v
¥ AR AN NN A LA A
& N N X N X N &N S &
v v v v v v v v v v

—o—Base —#—AdjBase Page 12



Risk Simulations

e The adjusted baseline can be considered the standard approach to
modeling the Affordable Care Act “shock”, assuming everything
works as designed without introducing atypical labor shortages,
wage constraints or capacity issues.

e Alternative scenarios (#1 through #7) are provided to assess areas
of potential risk or change and the impact they would have on the
results.

The risk simulations are an attempt to quantify the adjusted baseline’s
sensitivity to a worst case development, not necessarily a likely result.

Some of these simulations layer on the effects of the optional Medicaid
Expansion decision.

No attempt is made to gauge the likelihood of the alternative
outcomes.
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Risk Simulation 1

Differs from adjusted
baseline by incorporating
a barrier on additional
healthcare workers
moving into the state to
fill new job openings.

Key features: potentially
constrained infusion of
federal dollars; no job-
related migration.

A change in the
underlying assumption
for the adjusted baseline
of this magnitude will
adversely affect results in
all years and across all
variables.
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Risk Simulation 1 Results
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By the end of the forecast period:

Population is 202,470 lower than
the adjusted baseline.

Total Employment is 93,154 lower
than the adjusted baseline with the
greatest impact in non-healthcare
industries.

Real Output is $5 billion lower than
the adjusted baseline.

Personal Income is $2 billion lower
than the adjusted baseline.

State revenues experience a

cumulative loss of nearly $1.3
billion over the entire forecast
period.
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Risk Simulation 2

Differs from adjusted baseline
by assuming the uninsured
today remain uninsured.
Businesses and individuals
originally buying policies for
the uninsured instead pay
penalties.

Also assumes a complete
erosion of insurance among
existing small employers (1-
50 employees, excluding self-
employed). These previously
covered employees obtain
insurance through the
Exchange and employers
lose tax credits.

Key features: increased
penalties, reduced Insurance
Premium Tax collections, and
reduced federal tax credits.
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Risk Simulation 2 Results

Real Gross Domestic Product
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A change in the underlying assumption for the adjusted baseline of this
magnitude will negatively affect results—and increasingly so over time
as the penalties get larger. Page 17



Risk Simulation 3

Differs from adjusted
baseline by assuming
25% Woodworking
effect in Medicaid and
CHIP Programs.

Key features: infusion
of federal dollars and
redirected state
dollars.
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Risk Simulation 3 Results

Total Net State Revenues
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A change in the underlying assumption for the adjusted baseline of this magnitude will
negatively affect results—and more so over time, but to a lesser extent than Risk
Simulation #2 due to the increased federal dollars.
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Risk Simulation 4

Employment
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Risk Simulation 4 Results

Consumption by Households and
Government
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change.
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Percent of Federal Poverty Level
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2,546

Medicaid Expansion Scenario: Initial Population Base

Infants Children
(Age 1-5)

Bars:

Blue: Medicaid enrolled
Red: Newly eligible
Yellow: CHIP

Children Children Pregnant Women SSl Parents Childless Adults
(Age 6-18) (Age 19-20) Age 21+
Labels:
Green: Medicaid eligible, but not enrolled White: CHIP "Woodworking Shift"
Purple: Crowd Qut related to expansion Orange: CHIP eligible, but not enrolled

Sources: U.S. Census Bureau, 2009-11 3-year American Community Survey Public Use Microdata Sample and Florida Healthy Kids Corporation

138%
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Medicaid Expansion Assumptions

CHIP Transfer
69,127

6.4%

CHIP "Woodworking
Shift"
58,800
5.4%
Crowd Out

131,791
12.2%

Universe: 1,079,337

Newly Eligible Population under Medicaid Expansion Option

* The SSEC assumed that only 79.7% of the Newly Eligible population will present
for services.

* The eligible population will increase each year proportional to population growth.

* By fiscal year, the phase-in translates as follows:

° FY 2013-14: 60%
°  FY 2014-15: 90%
* FY 2015-16 and beyond: 100%
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Assumptions (Continued)

Crowd Out Population under Medicaid Expansion Option

* Persons under 138% FPL who purchase insurance directly from an
insurance company.

* By fiscal year, this phase-in translates as follows:

FY 2013-14: 40%
FY 2014-15: 80%
FY 2015-16 and beyond: 100%

Impact to CHIP Population under Medicaid Expansion Option

* Assumed that 69,127 children under 138% FPL will move from CHIP to
Medicaid. This number was based on income status in the existing program.

100% of the population will move to Medicaid upon implementation.
Net cost is zero as CHIP funding also transfers.

CHIP Woodworking Shift

* The 138% FPL threshold splits the current CHIP Woodworking into two
components—one that remains in CHIP and one that moves to Medicaid. The
latter is the CHIP Woodworking shift.
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Medicaid Expansion Costs

Healthcare costs for Medicaid Expansion recipients range from a grand total of
$1.16 billion in FY 2013-14 to $4.87 billion in FY 2022-23.

The state portion of this cost starts in FY 2016-17 and ranges from $97.9 million to
$487.2 million in FY 2022-23.

The federal portion of this cost ranges from $1.16 billion in FY 2013-14 to $4.39 billion in
FY 2022-23.

In addition, the Medicaid Woodworking costs range from a grand total of
$101.4 million in FY 2013-14 to $284.8 million in FY 2022-23.

The state portion of this cost ranges from $41.9 million in FY 2013-14 to $115.9 million in
FY 2022-23.

The federal portion of this cost ranges from $59.5 million in FY 2013-14 to $168.9 million
in FY 2022-23.

In addition, the remaining CHIP Woodworking costs range from a grand total of
$24.0 million in FY 2013-14 to $67.3 million in FY 2022-23.

The state portion of this cost ranges from $6.9 million in FY 2013-14 to $3.6 million in FY
2022-23. The reduction in cost is the result of the introduction of an enhanced federal
matching rate.

The federal portion of this cost ranges from $17.0 million in FY 2013-14 to $63.7 million
in FY 2022-23.
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Risk Simulation 5 Employment
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Risk Simulation 5 Results

Personal Income
(in Millions)
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Personal income, like real output and
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Expansion.
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Risk Simulation 6

*  Differs from adjusted baseline by Employment
incorporating a barrier on additional g gy gog
healthcare workers moving into the
state to fill new job openings, in
addition to including Medicaid 8,600,000 s
Expansion and a 25%
Woodworking effect.

8,400,000
* Key features: infusion of federal
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lower Insurance Premium Tax 8,200,000
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: 7,400,000 : : : : : : : : :
was negative. The federal dollars ) S K K3 QA ]S ) ® o o
associated with Medicaid D U U O U O
Expansion effectively mitigate the
negative risk in the early years.

7,600,000

—e+—Base -—&—AdjBase Scenario

Page 28



Risk Simulation 7

Differs from adjusted baseline
by including a 60% increase in
annual payment rates for all
Medicaid Expansion and
Woodworking entrants.

Key features: infusion of
federal dollars, redirected
state dollars, and lower
Insurance Premium Tax
dollars due to the removal of
the Medicaid Expansion and
Crowd Out population from the
general uninsured population.

A change in the underlying
assumption for the adjusted
baseline of this magnitude will
have marginal positive effects
overall, but the positive effects
generally diminish over time.
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Risk Simulation 7 Results

Consumption by Households and

Government
(in Millions)
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Personal income goes slightly above the
adjusted baseline throughout the forecast
period, as does real output.

Consumption by households and
government goes slightly above the
adjusted baseline throughout the forecast
period as additional federal dollars come
into the state, but drops below in the final

year.
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Break-Even Expansion

Analysis Consumption by Households and
Government
* This analysis makes (in Millions)

incremental federal funding 650,000

adjustments to Simulation
#5 which incorporates the

Medicaid Expansion and a 800,000
25% Woodworking effect.

* The loss in federal funds is 750,000 e
offset with an equal infusion ///
of state funds with overall 700,000

budget reductions
elsewhere. ‘
650,000

* At the current FMAP
percentage, the gains from coon |

78

expansion above the B A R
adjusted base are only < <&
marginally impacted

downward as the state

budget is redirected to this

purpose. Page 31
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Summary Statistics

Adjusted Baseline with
Adjusted Baseline with | Woodworking and Medicaid
Adjusted Baseline Woodworking Expansion
Number Percent Number Percent Number Percent
Total Population 18,849,600 18,849,600 18,849,600
Population Uninsured 4,040,731 21.4% 4,040,731 21.4% 4,040,731 21.4%
Newly Insured 2,169,986 2,264,318 2,567,318
General Population 2,169,986 2,169,986 1,819,750
Woodworking 94,332 79,632
Medicaid Expansion 667,936
Remain Uninsured 1,870,745 9.9% 1,776,413 9.4% 1,473,413 7.8%

In total, Medicaid Expansion would include 868,854 participants, which includes CHIP Transfer and Crowd Ouit.

Difference in Newly Insured

To Adjusted Baseline

To Adjusted Baseline with Woodworking

Adjusted Baseline with
Woodworking

94,332
0

Adjusted Baseline with
Woodworking and Medicaid
Expansion

397,332
303,000

Numbers are only tied to the base population for 2011 and the ultimate levels will be higher due to population
growth. Similarly, statistics are also drawn from the base population and the percentages would not be achieved
until the conclusion of all ramp-up and phase-in periods.
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Affordable Care Act Analysis: Assumptions

Background:

Premise:

Leadership in the Florida Senate and House of Representatives requested that the
Legislative Office of Economic and Demographic Research (EDR) conduct an in-
depth analysis of the Affordable Care Act (Act) and the potential effects it will have
on the Florida Economy. The analysis covers the mandatory provisions of the Act, as
well as the optional Medicaid Expansion decision. The mandatory provisions will be
in effect regardless of future legislative actions. The optional decision regarding
Medicaid Expansion is under the direct control of the Legislature and Governor.

The evaluation was performed by using static estimates developed by EDR as inputs
for the recently-deployed Statewide Model. The Statewide Model was used to
generate the direct, indirect and induced economic effects for Florida suggested by the
static inputs. Since all 50 states will be simultaneously undergoing major
transformations caused by the Act, some of the Florida-specific results will be further
altered by the national nature of the legislation and the ultimate interplay among states,
as well as by feedback results that are beyond the scope of this analysis.

The analysis has been further hampered by the incomplete nature of the federal rules
and regulations that will implement the Act. While EDR has made decisions and
assumptions based on the information now available, some of the underlying premises
are still in flux and could change the outcomes generated by the Statewide Model. For
example, it is still not clear whether individual subsidies will be available in exchanges
set up and run by the federal government; however, this analysis assumes they will be.

For these reasons, the Statewide Model results should be viewed not as specifics, but
as suggestive of likely outcomes. Even the adjusted baseline described below should
be regarded as a simulation.

The current National and Florida Economic Outlooks have not fully taken account of
the economic changes that will result from the implementation of the Act. This means
that the baseline for the Statewide Model had to be adjusted to address the provisions
that will be in effect regardless of future legislative actions prior to looking at policy
changes that are dependent on state legislative action. All discrete adjustments to the
baseline are documented and discussed, with the results compared to the starting or
prior baseline. [Note: EDR has reviewed the assumptions made by IHS Global Insight
for the control national forecast; largely their adjustments were directed at the new
federally required taxes and fees.]

Among the more significant adjustments to the baseline were:

(1) Increased state budgetary costs and federal dollars associated with the
mandatory portions of the Affordable Care Act.
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a. Primary Care Practitioners Fee Increase to Medicare Rate—an
increase in the state budget by the amount of anticipated federal
dollars; the increase in state budget is then directed to providers in the
ambulatory area without a commensurate increase in services.

i. Level pulled from the AHCA 12/12 Response (with state costs
converted to federal: $349.4 million in FY 2012-13; $698.8
million in 2013-14; and $349.4 million in FY 2014-15.

b. Health Insurance Tax Impact on Medicaid Managed Care—as the new
tax effectively increases managed care rates within the existing
Medicaid Program, the cost will be split between increased federal
reimbursements and realignment within the state budget to provide the
required match. The increased federal reimbursements will effectively
offset a portion of the dollars leaving the state to pay the initial tax.

i. Level pulled from the AHCA 12/12 Response (state costs
range from $13.1 million in FY 2013-14 to $192.5 million in
FY 2022-23.

c. The cost of implementing the Exchange and its effect on eligibility
determinations are indeterminate.

(2) Increased insurance coverage associated with the mandatory portions of the
Act resulting in a greater number of traditional insurance policies, self-insured
programs and richer benefits, as well as the knock-on effects from overall
increased demand for healthcare from the entire population of uninsured.

a. Increased demand for healthcare services resulting from uninsured
becoming insured: Increased Demand = # of Uninsured x Policy Cost

i. Inthe PUMS data, 1,442,014 persons will receive policy
coverage and 727,972 persons will fall under a self-insured
program for a total of 2,169,986 uninsured persons becoming
insured. These numbers are translated into percentages of the
population and then allowed to grow over time as part the
overall population growth within those shares.

1. Applied four-year ramp-up period: 40%, 60%, 80% and
100%.

2. Included aliens and the potential Medicaid Expansion
population.

3. Made a 10% adjustment for the non-compliant portion
of the tax base (referred to generally as “non-filers”) in
any given year.

4. Made discrete assumptions based on age, employment
status, size and type of employer, and income.

ii. For policy coverage, assumed new premium of $6,157 in base
year (preliminary data from OIR). This assumption was
developed by taking into account the following: 70% actuarial
value of the silver plan; trend growth; reinsurance subsidy;
guaranteed issue feature of the contract; new fees related to the
Act; area factor average reduction; and essential health benefits
requirement. In essence, the policy premiums initially increase
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by 25% to comply with the new law and then grow at one-half
the rate they otherwise would have in the baseline. This result
reflects the dual effects from the upward pressure on policy
premiums associated with the “richer” benefit package and the
downward effects from better health outcomes.

iii. Applied a scalar to the premium cost to reflect non-direct
healthcare expenditures retained by insurance companies
(based on EDR research: 18% non-health; 82% health). This
non-health portion does not increase final demand for health
services.

iv. Recognized the out-of-pocket healthcare spending today by the
uninsured that will convert to spending on copayments,
deductibles and incidentals: $583 per uninsured person that
becomes covered (Health Affairs spending table).

v. Downwardly adjusted increased demand by the amount of
today’s uncompensated care that will shift to the newly insured
(whether through self-insurance programs or private coverage).
Assumed $536 per newly insured person = $1.16 billion
(Health Affairs spending table).

1. Assumed Disproportionate Share reductions will be
largely offset by the shift from uncompensated care to
newly insured care, resulting in no overall loss in
spending.

2. Used “Estimated Total Uncompensated Care” as
reported in the 2011 Florida Hospital Uniform
Reporting System (FHURS): $2.6 billion. Insured care
will reduce this amount by $1.2 billion, leaving a
remaining level of uncompensated care of $1.4 billion
and freeing the resources previously directed to the $1.2
billion.

3. Florida’s federal Disproportionate Share allocation has
ranged from $188.3 million to $206.6 million.

vi. Developed separate estimates related to the treatment of federal
“subsidies” for individuals and tax credits for small businesses.

1. Assumed individual subsidies will be limited to the
non-working population with incomes greater than
100% and less than 400%.

2. Assumed business tax credits will be limited to entities
with less than 25 employees—and that they will be
further constrained by the amount of liability present
within any given year.

vii. Inregard to incidence, assumed that:

1. Premium policy costs for non-working individuals are
entirely absorbed by households.
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2. Premium policy costs for employees initially hit
businesses, but households absorb 100% of the cost in
the long-run.

3. Self-insurance programs are a complete cost-shift from
today’s spending by households to businesses due to the
lower requirements for self-insurance programs.

viii. There is also an increased demand for health services
associated with the richer benefit packages required for
existing policy-holders. Based on OIR preliminary data, a 25%
mark-up is expected on the average policy premium costs
today (from $5,177 to $6,465).

1. Some existing policy-holders are non-employed and
pay for insurance out-of-pocket. A portion of this
group is eligible for individual subsidies.

2. Some of the small firms providing insurance today are
eligible for the tax credits.

iX. Woodworking (the entry of individuals who are currently
eligible for the Medicaid or CHIP programs but not enrolled) is
indeterminate as adopted by Social Services Estimating
Conference (SSEC).

b. Insurance Premium Tax value is added to state revenues, which
increases the size of the overall budget expenditure on the generic
market basket of goods.

c. The business value associated with increased utility / productivity
from better healthcare (reduced sick days, average workweek hours
increased, and improved health) is indeterminate.

d. Effects from employers altering their practices regarding the provision
of insurance (moving to self-funded pools to a greater extent than the
historic trend, eliminating coverage altogether or reducing the scope of
health benefits) are indeterminate and excluded from the baseline
analysis. Similarly, the extent to which businesses scale back or
eliminate coverage but increase wages is deemed indeterminate.

(3) The loss of Florida discretionary income and/or increases to business costs to
pay increased federal taxes and fees required by the Affordable Care Act, as
well as the dead-weight loss of penalties and the excise taxes on “Cadillac”
insurance plans:

a. Individual penalties assumptions:

I. Medicaid Expansion population is exempt from penalties due
to the blanket “hardship” exemption provided by HHS. In
addition, the general threshold for the requirement to pay
federal income taxes is within the Medicaid Expansion
population group.

ii. The permanent penalties will be incurred only by the
following:

1. Non-working adults—all of those 25 and younger, and
10% of those 26 and older (essentially the non-filers).
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2. 10% of the self-employed (essentially the non-filers).
3. The children associated with the above groups (10% of
all children).
Moreover, only 50% of the non-filers will be identified within
any given year and have to pay the penalty (including any back
penalties).

iii. Temporary or time-limited penalties are assigned to certain
individuals during the ramp-up period (1 minus the ramp-up
period percentages). They will become compliant over time.

b. Business penalties assumption—Indeterminate
i. Large firms will have total compliance due to competitive
pressures related to their brand images and recruitment needs.
ii. Small firms are not subject to business penalties.
c. Existing policy-holders are assumed to have 100% compliance,
meaning no penalties will apply.
d. Increased federal taxes and fees were adequately treated in the
underlying National and Florida Economic Outlooks.
e. Changes associated with some plans being deemed “Cadillac” are
indeterminate.
(4) The model endogenously handles the shifting between industry sectors from
“all else” into healthcare, including the knock-on effects, to meet the new
demand.

Scenarios (compared to adjusted baseline described above):

The adjusted baseline can be considered the standard approach to modeling the Affordable Care
Act “shock”, assuming everything works as designed without introducing atypical labor
shortages, wage constraints or capacity issues. The alternative scenarios (#1 through #7) are
provided to assess areas of potential risk or change and the impact they would have on the
results; however, no attempt is made to gauge the likelihood of the alternative outcomes. [Note:
In the presentation PowerPoint, the various scenarios are referred to as “risk simulations™.]

1. ADJUSTED BASELINE SCENARIO #1: Difference from the adjusted baseline after
incorporating a barrier on additional healthcare workers moving into the state to fill jobs.
[key features: potentially constrained infusion of federal dollars; no job-related
migration]

2. ADJUSTED BASELINE SCENARIO #2: Difference from the adjusted baseline after
assuming the uninsured today from the small business, self-employed, and non-working
populations remain uninsured—meaning that those individuals originally buying policies
instead pay penalties, as well as a complete erosion of existing insurance provision
among small employers (1-50 employees, excluding self-employed)—meaning those
employees move to individual coverage and the employers lose their tax credits. [key
features: increased penalties; reduced Insurance Premium Tax collections; reduced
federal tax credits]
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. ADJUSTED BASELINE SCENARIO #3: Difference from the adjusted baseline after
assuming 25% entry rate for Woodworking. Woodworking values came from EDR.
[key features: infusion of federal dollars; redirected state dollars]

. ADJUSTED BASELINE SCENARIO #4: Difference from the adjusted baseline after
assuming that premium policy costs increase 50% from the existing blended level instead
of the 25% assumed in the adjusted baseline, and that this higher level becomes the
standard for all new policies. [key features: increased subsidies; increased Insurance
Premium Tax]

. ADJUSTED BASELINE SCENARIO #5 WITH MEDICAID EXPANSION: Difference

from the adjusted baseline after incorporating the Medicaid Expansion coupled with an
adjustment to assume 25% entry rate for Woodworking. Woodworking values came
from EDR. The Medicaid Expansion values from the Social Services Estimating
Conference have been updated to reflect new PUMS data and more recent “per member,
per month” (PMPM) data. [key features: infusion of federal dollars; redirected state
dollars; lower Insurance Premium Tax dollars due to the removal of the Medicaid
Expansion and Crowd Out populations]

. ADJUSTED BASELINE SCENARIO #6 WITH MEDICAID EXPANSION: Difference

from the adjusted baseline after incorporating the Medicaid Expansion coupled with an
adjustment to assume 25% entry rate for Woodworking and a barrier on additional
healthcare workers moving into the state to fill jobs. Woodworking values came from
EDR. The Medicaid Expansion values from the Social Services Estimating Conference
have been updated to reflect new PUMS data and more recent PMPM data. [key
features: infusion of federal dollars; redirected state dollars; lower Insurance Premium
Tax dollars due to the removal of the Medicaid Expansion and Crowd Out populations;
no job-related migration]

. ADJUSTED BASELINE SCENARIO #7 WITH MEDICAID EXPANSION: Difference

from the adjusted baseline after incorporating the Medicaid Expansion coupled with an
adjustment to assume 25% entry rate for Woodworking and a 60% increase in the annual
costs implied by the PMPM rates for the Medicaid Expansion and Woodworking
entrants. Woodworking and increased Medicaid Expansion values came from EDR.
[key features: infusion of federal dollars; redirected state dollars; lower Insurance
Premium Tax dollars due to the removal of the Medicaid Expansion and Crowd Out
populations]

BREAK-EVEN FUNDING ANALYSIS FOR MEDICAID EXPANSION: Incremental
federal funding adjustments to the scenario which incorporates the Medicaid Expansion
with no other alterations (Scenario #5) to determine at what point the additional
economic benefits are driven to zero. Loss of federal funds are offset through an equal
infusion of state funds with overall budget reductions elsewhere. The selected welfare
variable to measure the economic benefits is Domestic Consumption by Households and
Government.
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Percent of Federal Poverty Level
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No Medicaid Expansion Scenario: Initial Population Base
689
25,893
129,527
9,671 46,926 92,869 12,762 21,234 571 37,185
Infants Children Children Children Pregnant Women SSI Parents Childless Adults
(Age 1-5) (Age 6-18) (Age 19-20) Age 21+
Bars: Labels:
Blue: Medicaid enrolled Green: Mediciaid eligible, but not enrolled
Yellow: CHIP Orange: CHIP eligible, but not enrolled

Source: US Census Bureau, 2009-11 3-year American Community Survey Public Use Microdata Sample

138%
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Eligible, but not Enrolled: No Expansion, Initial Population Base

CHIP
156,109
41.4%

Total: 377,327

Source: U.S. Census Bureau, 2009-11 3-year American Community Survey Public Use Microdata Sample
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Eligible for Medicaid, but not Enrolled: Initial Population Base

Adults Aged 19 and Over
71,752
32.4%

Total: 221,218

Source: U.S. Census Bureau, 2009-11 3-year American Community Survey Public Use Microdata Sample
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Percent of Federal Poverty Level
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Medicaid Expansion Scenario: Initial Population Base

2,546

Infants

Bars:

Blue: Medicaid enrolled
Red: Newly eligible
Yellow: CHIP

Children Children Children Pregnant Women SSI Parents Childless Adults
(Age 1-5) (Age 6-18) (Age 19-20) Age 21+
Labels:
Green: Medicaid eligible, but not enrolled White: CHIP "Woodworking Shift"
Purple: Crowd Out related to expansion Orange: CHIP eligible, but not enrolled

Sources: U.S. Census Bureau, 2009-11 3-year American Community Survey Public Use Microdata Sample and Florida Healthy Kids Corporation
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Medicaid Expansion Components: Initial Population Base

CHIP Transfer
69,127
6.4%

CHIP "Woodworking Shift"
58,800
5.4%

Crowd Out
131,791
12.2%

Total: 1,079,337

Sources: U.S. Census Bureau, 2009-11 3-year American Community Survey Public Use Microdata Sample and Florida Healthy Kids Corporation
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Medicaid Expansion Impact: Initial Population Base

Children Aged 0 to 18
138,328
12.8%

Total: 1,079,337

Note: 92.5% of Children Aged 0 to 18
are from CHIP (includes enrolled and
those eligible, but not enrolled)

Sources: U.S. Census Bureau, 2009-11 3-year American Community Survey Public Use Microdata Sample and Florida Healthy Kids Corporation
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Newly Insured and Uninsured

Percent of Current Uninsured*

Adjusted Baseline with Woodworking**
Adjusted Baseline with Woodworking** and Medicaid Expansion

Newly Insured by Origin

B Small & Large Business
Employees, excluding Self-

Newly Insured by Origin

M Small & Large Business Employees,
excluding Self-Funded
M Self-Funded Small & Large

Business Employees

Funded
M Self-Funded Small & Large
Business Employees

m Self-Employed
m Self-Employed

H Non-Working M Non-Working

B CHIP Woodworking M Remaining CHIP Woodworking

¥ Medicaid Woodworking 16.2% M CHIP "Woodworking Shift"

Medicaid, Newly Enrolled
v M Medicaid Woodworking

1.4% 1.0%

1.4%

= Remain Uninsured
Medicaid, Newly Enrolled

= Remain Uninsured

*4,040,731
** Woodworking are individuals that are currently eligible but not enrolled
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Introduction

Proponents of the Patient Protection and Affordable Care Act of 2010 (ACA) initially
expected the new health care law to provide coverage for 32 million uninsured individuals and
families when fully implemented. About half of the newly covered individuals were expected to
obtain private coverage, while the remaining 16 million would enroll in an expanded Medicaid
program. However, in June 2012, the U.S. Supreme Court ruled that provisions of the ACA
rescinding federal Medicaid matching funds for states that refused to extend Medicaid eligibility
to 138 percent of the federal poverty level (FPL) were unconstitutional. The ruling gives Florida
the opportunity to compare the costs and benefits of expanding Medicaid eligibility.

Some individuals who otherwise would have qualified for a newly expanded Medicaid
program could benefit from other provisions in the ACA. These provisions provide generous,
sliding-scale subsidies to low-to-middle income individuals for the purchase of private health

coverage in a Health Insurance Exchange that will be set up by the federal government.

Advocates for the poor and the Obama Administration have touted the benefits: the
federal government promises to pay most costs for the newly eligible. What is missing from the
debate is a discussion of the costs, obstacles and potential pitfalls that make Medicaid expansion

a bad deal for Florida residents.
Background: How Medicaid Currently Works

Medicaid is a complex system of federal funds matched with state funds, with special

pools of money limited to specific uses. At present, Medicaid is a 50-state patchwork of different



regulations. Under the current program, the federal government pays 58.62 percent of Florida’s
Medicaid benefits."

Who Is Eligible for Medicaid? Prior to the ACA, Medicaid eligibility primarily
covered expectant mothers, babies, young children, seniors and the disabled. States can elect to
expand Medicaid eligibility to cover “optional” populations, including older children and adults
above 100 percent of the poverty level, pregnant women and young children above 133 percent
of the federal poverty level, and parents just above the Temporary Assistance for Needy Families
income cut-off level. The income thresholds for individuals and families are shown in Table I.

Table |
Federal Poverty Level (2013)
Individual Family of Two  Family of Four
100% $11,490 $15,510 $23,550
138% $15,856 $21,404 $32,499
200% $22,980 $31,020 $47,100
300% $34,470 $46,530 $70,650
400% $45,960 $62,040 $94,200

Medicaid under the Affordable Care Act

The ACA contains provisions designed to strongly encourage states to expand Medicaid
eligibility to individuals earning up to 138 percent of the federal poverty level (FPL).? The
federal government would initially pay 100 percent of the cost of benefits for adults who are
newly eligible enrollees through 2016. The enhanced federal match drops to 95 percent in 2017,
94 percent in 2018, 93 percent in 2019, and 90 percent of cost in 2020 and thereafter.’

The federal government will also pay 100 percent of the cost of boosting low Medicaid
reimbursement rates for primary care providers (not specialists) on par with Medicare physician
fees — but only for a two-year period (2013 - 2014).* The cost of increasing primary care
provider rates after 2014 falls to the states, as does the cost of boosting fees to encourage more

specialists to treat Medicaid enrollees.



Florida Medicaid Under the Affordable Care Act

About 3.3 million people receive services from Florida Medicaid program — over half of
those are children, adolescents and young adults.® Florida will spend about $21 billion on this
population in the current fiscal year.® Figure I illustrates Medicaid and Children’s Health

Insurance Program eligibility in Florida before and after the ACA. [See Figure 1.]
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Florida has about 5.5 million residents living on less than 138 percent of the federal
poverty level. Approximately 2 million of these individuals are uninsured, many of whom (at
least theoretically) would be eligible to enroll in an expanded Medicaid program.” About
257,000 of these are adults thought to be eligible under prior regulations but unenrolled in
Medicaid. The Urban Institute estimates Florida can expect possibly 357,000 more enrollees due
to the ACA — even if the state does not expand Medicaid eligibility.® Indeed, there are no
reliable estimates of how many Florida residents currently eligible would enroll — with or
without expansion.” Estimated take-up rates vary, but some of these will enroll when the
individual mandate requiring all legal U.S. residents to have health coverage takes effect in 2014.
If Florida does expand Medicaid, it eventually could have 1.6 million more enrollees. This
equals about 1.3 million newly-eligible enrollees. Of those newly-eligible under an expanded



Medicaid program, slightly more than 1 million (83 percent) are thought to be healthy adults

without dependent children.™

Medicaid Under the ACA Will Be Costly

The cost of the current Medicaid program in Florida is likely to rise whether or not
Florida expands Medicaid eligibility. In addition, the costs for the Medicaid expansion
population could be higher than anticipated for many of the reasons described below. Over the
past two decades, the Medicaid caseload tripled, while the state population grew about 50

percent. During this same period, expenditures increased about 450 percent.! [See Figure 11]

National estimates suggest that up to a third of the uninsured are already eligible for
Medicaid but not enrolled. Florida would have to pay for more than 40 percent of the cost of the
additional enrollees because the enhanced federal matching rate does not apply to those eligible

for Medicaid before the ACA was passed.

Figure 11

Medicaid Caseload w/o Expansion vs. Population
Growth

Medicaid Caseloads tripled,
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Despite generous federal payments, Jagadeesh Gokhale, a Cato Institute senior fellow,
estimated the ACA would raise the amount of Florida’s general revenues required to fund state

Medicaid programs. According to Gokhale, Medicaid spending from general revenue in Florida



would rise from just over $6 billion in 2008 (prior to the ACA), to nearly $24 billion in 2030

under an expanded program.*?

Texas is a good illustration of the costs Florida could expect. The Texas Health and

Human Services Commission has predicted that 10 years after the ACA is implemented, Texas

Medicaid rolls will rise by 2.4 million people.*® Of these, only 1.5 million enrollees will be

newly eligible. About 824,000 individuals will be those previously eligible but not enrolled.**

The cost of covering those already eligible and boosting provider rates was a significant portion

of Texas’ cost. [See Figure I1I]
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Medicaid Expansion: Challenges to Overcome

Florida’s Physician Shortage. Many aspects of the ACA affect the physician
workforce.™® Arguably, the main effect is that 27 million uninsured Americans are expected to
gain health coverage — nearly half of them through Medicaid.*® If economic studies are correct,
the newly insured will try to nearly double their consumption of medical care.*’ In addition, over
the next decade, 78 million Baby Boomers will need more medical care as they reach late
middle-age and many retire. During this period, nearly one-third of physicians are expected to
retire; however, the supply of new medical graduates is not expected to keep pace with the

increasing demand.*® [See Figure 1V]

The United States graduates about 16,000 medical students annually, and they compete
with foreign medical graduates to fill the 23,000 available first-year residency slots.*® This isn’t
nearly enough to keep up with the growing demand. The Association of American Medical
Colleges (AAMC) estimates the current shortage of 20,000 doctors will swell to 91,500
physicians in 2020 — increasing to 130,600 by 2025.%

Figure IV
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Florida’s impending physician shortage is arguably more severe than in other states.”* By
2030, Florida’s population is projected to grow to 23.6 million — nearly five times the number
of Florida residents in 1960. During this period, the number of seniors will increase to nearly
one-quarter of Florida’s population.”” Indeed, by 2030, Florida’s senior population (age 65+) is

expected to rise about 74 percent compared to the 2010 Census.?

Florida has about 45,000 actively practicing physicians. Many of Florida’s physicians are
aging and plan to retire in the next few years. According to the Florida Board of Governors, less
than 14 percent of Florida’s physicians are under 40 years of age; 86 percent are older. More
than one-quarter (27 percent) are approaching (or past) retirement age — about half of whom

report they plan to retire in the next five years.?

Florida physicians have little if any excess capacity to expand the number of patients they
treat. The physician supply is relatively inelastic and cannot increase quickly to accommodate
rising demand for medical services. Two-thirds of Florida physicians are working full-time; only
22 percent of doctors spend less than 30 hours per week on patient care. Half (49.9 percent) of
Florida’s doctors already see more than 75 patients per week. Nearly one-third (30.1) see more
than 100 patients each week. Other health care workers are also in short supply, including nurses,
physical therapists, occupational therapists and speech pathologists.?® The Florida Center for
Nursing is predicting a shortage of more than 50,000 nurses by 2025 — partly due to the higher
demand created by the ACA.%

Low Provider Fees Under Medicaid. Nationally, Medicaid provider reimbursements
average only about 53 percent of what a private insurer would pay for the same service, but the
actual amount varies from state to state.?’ On average, Florida Fee-for-Service Medicaid pays
physicians only about 57 percent of what Medicare would pay for the same service. For primary
care, Medicaid only pays about half (49 percent) of what Medicare would pay.?® Compared to
commercial insurers, Florida’s Medicaid program pays less than half (46 percent) what a private
insurer would pay for the same service.?® It is even less for primary care, for which it pays about

$0.40 cents on the dollar compared to private insurers.*

Poor Access to Care Under Medicaid. Nationally, slightly less than one-third of
physicians accept new patients enrolled in Medicaid. This is nearly double the rate of doctors

whose practice is closed to new Medicare patients (17 percent) and to new privately insured



patients (18 percent). Physicians are four times more likely to turn away new Medicaid patients

than those with no insurance (31 percent versus 8 percent).

Medicaid patients have more problems finding doctors who will see them. In Florida, the
proportion of physicians whose practices are closed to new Medicaid patients is even higher than
the national average. Only about 41 percent of Florida physicians will accept new Medicaid
patients into their practices.*! Studies show that even the uninsured have an easier time making

doctors’ appointments than Medicaid enrollees.** For instance, one survey finds that in Miami:*
e More than one-third (36 percent) of cardiologists won’t accept Medicaid patients.

o Nearly three-quarters (72 percent) of OB/GYN specialists will not accept new

Medicaid patients.

e Nearly two-thirds (64 percent) of orthopedic surgeons will not accept new Medicaid

patients.
e About60 percent of family practitioners are not accepting new Medicaid patients.

Medicaid and Emergency Room Use. Americans see their doctors more than a billion
times each year. They make another 136 million visits to hospital emergency rooms. Some of
that care would be better performed elsewhere in a non-emergent setting.** Patients covered by
Medicaid seek care in the ER more frequently than both the uninsured and those covered by

private insurance. [See Figure V]
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For instance, nearly one-third (32 percent) of Medicaid enrollees used the ER at least
once during a 12-month. Individuals with private health coverage were only about half as likely
(17 percent) to visit an ER, and a similar proportion—one in five—of individuals without health
coverage did so. Medicaid enrollees were three times as likely (15 percent vs. 5 percent) as the
privately insured, and twice as likely as the uninsured (15 percent vs. 7 percent), to have visited

an ER twice in the previous year.*

An article published in The Annals of Emergency Medicine, looked at so-called frequent
fliers, those who use the ER multiple times each year. It found only 15 percent of frequent ER
users were uninsured. Nearly two-thirds (60 percent) of frequent visitors to the ER were covered
by Medicaid or Medicare. Patients who frequent the ER may constitute only about 5-8 percent

of ER patients, but they account for approximately one-quarter of all ER visits.*

Medicaid Displaces Private Insurance.Many of the newly insured under Medicaid will
likely be those who previously had private coverage. Crowd-out is a condition where people
who are already covered by employer or individual policy drop coverage to take advantage of the

public option.>” Analysis of past Medicaid expansions, dating back to the 1990s, by economists



and Obama Administration advisers David Cutler (Harvard) and Jonathan Gruber (MIT), found
that when Medicaid eligibility is expanded, 50 percent to 75 percent of the newly enrolled were
those who had dropped private coverage.*® More recently, a 2007 analysis by Gruber found, on
average, about 60 percent of newly enrolled children in State Children’s Health Insurance
Program (CHIP) were previously covered privately.* Thus, it is reasonable to conclude that
some of the increase in Medicaid rolls will be individuals who were previously privately insured,
suggesting the number of uninsured will not fall as expected. A reasonable assumption is that
Medicaid rolls may have to rise by 1.4 people in order to reduce the uninsured by 1 person. Some

of these undoubtedly have to come from those with private coverage.

Health Outcomes and Medicaid. On paper, Medicaid is a health plan far better than
most Americans enjoy — with lower cost-sharing and nearly unlimited benefits. But by almost
all measures, Medicaid coverage is inferior to private health insurance. If Medicaid coverage had
to compete for enrollees in the marketplace with other forms insurance, it is doubtful that most

Floridians would choose it over private coverage.

Various academic papers have illustrated that Medicaid enrollees sometimes fare worse
than patients with private insurance.*® A University of Virginia study, a study in the Journal of
the National Cancer Institute, astudy in the journal Cancer and a study in the Journal of
Vascular Surgery found Medicaid enrollees often had worse outcomes than the privately insured

— and even those without coverage — even after adjusting for prior health status.

Alternatives to Medicaid Expansion under the Affordable Care Act

For moderate-income people ineligible for Medicaid, the ACA establishes health
insurance exchanges where qualifying individuals and small businesses can purchase subsidized,
individual health insurance starting in 2014. Those who have access to affordable health plans
through their employer will not be eligible for exchange subsidies. However, qualifying
individuals who do not have access to an employer-provided health plan or Medicaid will be
eligible.*! In states that do not expand their Medicaid programs under the ACA, individuals
whose incomes are 100 percent to 133 percent of the federal poverty level will be eligible for

subsidized coverage in the exchange at very little cost.*?
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Tailor Medicaid to Meet Florida’s Needs.For moderate-income individuals earning
more than 100 percent of poverty, subsidized private coverage in the health insurance exchange
is a much better deal for Florida, doctors, hospitals and enrollees. This option is not available for

those earning less than 100 percent of the poverty level.

The U.S. Department of Health and Human Service recently indicated so-called partial
expansion will not be considered prior to 2017.*® States attempting to selectively expand
Medicaid eligibility cannot expect to receive 100 percent reimbursement from the federal
government. Yet, the standard federal match would be available for targeted expansions.
Florida’s federal match provides that state spending of about 42 cents is matched by nearly 58

cents of federal money

Subsidies for private health insurance in the Exchange. Though people of any income
level may purchase coverage in the exchange, subsidies will be available only to individuals and
families with incomes below 400 percent of the federal poverty level — just over $94,200 for a
family of four.** Families with incomes below 100 percent; and from 100 percent to 133 percent
of poverty will be required to enroll in Medicaid if it is available.® For enrollees in the exchange
who earn between 100 percent and 138 percent of the poverty level, their share of the premiums
cannot exceed 2 percent of their income. Thus, their cost will often average less than $200 per
covered individual. [See Table 11] The remaining cost of premiums — potentially worth $15,000
for a family of four — will be paid for by the federal government.® Certainly, 2 percent of
family income represents a significant amount of money for families making ends meet on a
modest income. The maximum cost share for a family of four in two different income categories

is shown below:

Table 11
Annual Income Percent of Poverty Maximum Cost Share = 2%
$23,550 100% $471per family or $118 per person
$32,499 138% $650 per family or $162 per person

If Florida wanted to encourage enrollment for this moderate-income population, it could

pay this portion of costs for about $750 million over a decade.
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Currently, the Medicaid program in Florida covers children (and some parents) in
families up to the poverty level. However, more than one-quarter of a million currently eligible
individuals are not enrolled. Nearly 500,000 uninsured Florida residents are estimated to have
incomes between 100 percent and 138 percent of the federal poverty level in 2014. If Medicaid is
not available to them, federal law will give them another option: subsidized private insurance in

a health insurance exchange.

Florida hospitals would benefit from policies that maximize the number of people with
commercial insurance, because commercial reimbursements are higher. Medicaid expansion
produces the opposite effect because an estimated 30 percent of adults in the 100 to 138 percent
of federal poverty income range who have private insurance will drop it in favor of Medicaid.*’
In contrast, the fraction of that group with commercial insurance will increase significantly if
Medicaid is not expanded, allowing them to receive generous federal subsidies through the

exchange.

Other considerations include the fact that hospitals may need the increased commercial
cushion in order to contend with coming cuts in Medicare reimbursements and federal

disproportionate share payments.

If Florida does not expand Medicaid to those earning between 100 percent to 138 percent
of poverty, the state will forgo about $12 billion in federal Medicaid money over the next 10
years. However, if Florida families take advantage of generous federal subsidies for private
insurance that additional coverage will result in approximately $28 billion in additional health
care spending by private insurers.*® After accounting for Florida’s share of new spending, the
$15 billion difference represents an additional infusion of nearly $1.5 billion per year —
including extra money for the state’s doctors and hospitals. As mentioned earlier, Florida
Medicaid pays provider fees that are less than half what private insurers pay for the same service.
Thus, the federal money Florida would forgo by not expanding Medicaid could be replaced by

private spending.*’
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Exchanging Medicaid for Private Coverage

In an expanded Medicaid program, federal spending on newly eligible individuals
earning 100 percent to 133 percent of poverty would exceed $12 billion over the 10-year period
(from 2014 to 2023), based on historic Medicaid spending patterns. Florida would bear an
additional $1 billion in costs. Although the federal government will provide most of the funds
for states to cover this newly eligible population, it will increase the state’s fiscal burden.”
Although some new enrollees may have health problems or chronic conditions, many of those

newly eligible for Medicaid will be relatively healthy adults.*

If projected federal Medicaid spending was replaced by private insurers paying market
rates for medical care, patients would enjoy better access to care and providers would receive an
additional $15 billion in medical spending. An initiative to entice this low-income population to
sign up for coverage would cost the state about $750 million to a possible $1 billion over a

decade.

How Would Private Coverage Affect Providers? Medicaid payments to doctors and
hospitals vary from state to state, and with only two exceptions (Alaska and Wyoming), private
insurers pay much higher physician fees than Medicaid. If these individuals were privately
insured, they would have easier access to doctors willing to treat them. Local doctors and
hospitals could expect reimbursements far more generous than under Medicaid. How much
more? A rule of thumb is that private insurers generally pay fees at least 50 percent higher —
and often double — what Medicaid pays.

The comparison of Medicaid expansion and expanded private coverage must consider the
combination of crowd-out and lower Medicaid payments. With Medicaid expansion, 30 percent
of enrollees pay providers approximately half of what they would have received from those same
individuals had they kept their private coverage. On the other hand, by supporting people who
qualify for subsidized private insurance through the exchange, Florida may see as many as
350,000 uninsured (assuming a 70% take up rate among the 500,000 in this category) gain
private coverage. Payments for these newly insured individuals will be twice the rate that would
have been paid if the same people received coverage through Medicaid.
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Does Medicaid Boost the Economy?

Many tout the benefits of “economic activity” that additional federal Medicaid funds
might create within states.>® The federal stimulus from 2008 is cited as an example of how
federal spending on Medicaid can have a stimulus effect; for three years — from 2008 to 2010
— the federal government paid a larger share of Medicaid spending. Yet, it is difficult to
calculate the actual value of any change in economic activity. One study of the Medicaid
stimulus found each new dollar of Medicaid spending resulting in $2 dollars of economic
activity.> The lead author of the study cautioned that his research should not be construed to
mean Medicaid expansion would have the same effect. A primary reason is the economy
nationwide is in far better shape than it was in 2008. As the economy approaches full

employment, stimulus spending tends to reallocate resources from one sector to another.

Some economic impact studies overlook the fact that additional federal spending crowds
out private activity and depends on additional government revenues extracted from the private
sector. They assess the impact of an additional $1.00 of federal spending to Florida as if it is
financed by equal tax liabilities on all states. Estimates of multipliers in this highly artificial case
generally lie in the range of $0.50 to $2.00, meaning that the total effect of the new spending
would range from $1.50 to $3.00 if the new $1.00 is included in the overall effect. °** One study
found that the multiplier actually might be negative because increases in federal spending cause
individuals to think that they are wealthier, and wealthier people choose to work less and enjoy

more leisure time.>®

Macroeconomic studies of increased government spending for the nation as a whole
suggest that since 1950 “balanced-budget multiplier” calculations (when expenditures are offset
with the negative multipliers associated with increasing marginal tax rates) find a negative effect
on national economic output of about -1.1.%° If correct, these results suggest that the net effect of
the health law is to reduce GDP as the federal government pulls more revenues from the citizens
in each state to fund its programs. According to the RAND Corporation, most states can expect
to see a net transfer of state resources to the federal government under the PPACA. Only poor

states will experience more benefits than costs.”’
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Is Federal Spending Sustainable?>®

Federal and state governments spent $389 billion on Medicaid in 2010.>*Medicaid is the
largest expense item in most state budgets — and it is growing at unsustainable rates. [See

Figure V1.] For instance:
e State Medicaid spending was only $84 billion in 2000.
e |tis projected to quadruple to $357 billion by 2020 — less than a decade from now.
o Federal spending on Medicaid was about one-quarter of a trillion dollars in 2009.

e Federal spending is projected to more than double by 2020 to $574 billion.

Figure VI
Medicaid Spending Growth $931 billion
(Selected Years)
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* Projected
Source: National Health Statistics Group, Office of the Actuary, Centers for Medicare and Medicaid

Medicaid isn’t the only commitment the federal government has to fund into the distant
future. At the federal level, health care is our most serious domestic policy problem. Medicare is
the most important component. Every year for decades, Medicare spending has increased an
average of 2 percentage points more than gross domestic product (GDP).®° If this country
continues consuming products whose cost is growing faster than national income, it will

eventually crowd out every other thing we are consuming.

The combined deficits of Medicare and Social Security now require about 15 percent of
general income tax revenues. As baby boomers begin to retire, however, that number will soar,

and it will be increasingly difficult for the government to continue spending on other activities.
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[See Figure VI1.] In the absence of a tax increase, if the federal government keeps its promises to

seniors and balances its budget:

e By 2020, in addition to payroll taxes and premiums, Social Security and Medicare will
require more than one in four federal income tax dollars.

e By 2030, about the midpoint of the baby boomer retirement years, the programs will
require nearly half of all income tax dollars.

e By 2060, they will require nearly three out of four income tax dollars.

According to the Congressional Budget Office (CBO), if Medicare and Medicaid
spending continues growing at this rate, by 2050, Social Security, Medicare and Medicaid
(health care for the poor) will consume nearly the entire federal budget. By 2082, Medicare

spending alone will consume nearly the entire federal budget.

The CBO also found that if federal income tax rates are adjusted to allow the government

to continue its current level of activity and balance its budget:**

e The lowest marginal income tax rate of 10 percent would have to rise to 26 percent.
e The 25 percent marginal tax rate would increase to 66 percent.

e The current highest marginal tax rate (35 percent) would rise to 92 percent.

Figure VI
General Revenue Transfers to Social Security and Medicare
(percent of income tax revenues)
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Conclusion

Medicaid comprises more than one of every five dollars spent by states — and is growing

at unsustainable rates. Any decision to expand Florida’s Medicaid program should consider

economic and fiscal impacts as well as the potential costs and benefits for both patients and

providers. The following points from this analysis should be considered:

Medicaid is an inefficient way to reduce the number of uninsured.

As much as 30 percent of new Medicaid enrollees will come from individuals who
previously had private insurance.

Although seemingly a broader benefit package, Medicaid coverage does not
guarantee access to needed services.

Limited provider participation in Medicaid due to low payments and labor
shortages is the most significant barrier to access to care.

As a result of limited access to providers in other settings, Medicaid patients are
more likely to rely on hospital emergency departments to obtain the care they
need.

Without access to appropriate primary and specialty care, Medicaid patients often
experience worse health outcomes compared to people with private insurance.
Providers shift costs to private payers when public programs such as Medicare and
Medicaid limit payment rates; such cost shifts increase the price of insurance.
Expanding Medicaid may exacerbate the cost shift by limiting payment levels for
a larger share of patients and limiting the number of private payers due to crowd

out.

Florida can better serve those earning above 100 percent of the federal poverty level by

encouraging them to seek subsidized coverage in the health insurance exchanges. To increase

coverage among families earning less than 100 percent of poverty, Florida target certain optional

populations and consider providing limited benefits to other groups. The amount of benefits and

the populations covered should depend on preferences and priorities held by Florida taxpayers.

To the extent possible Florida could structure this spending to still qualify for federal matching

funds — albeit at a rate of about 60 percent rather than 90 percent. Helping more people obtain

or retain private coverage will be better for Florida taxpayers, providers, and patients.
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THE FLORIDA
SENATE

Tallahassee, Florida 32399-1100

SENATOR DARREN SOTO
Deputy Democratic Whip
14th District

February 26, 2013

The Honorable Joe Negron

Select Committee on Patient Protection and Affordable Care Act

320 Knott Building
404 South Monroe Street
Tallahassee, FL 32399-1100

RE: Requested Excuse for Absence

Dear Chairman Negron,

COMMITTEES:
Judiciary, Vice Chair
Appropnations Subcommittee on Criminal
and
Civil Justice
Appropriations Subcommittee on General
Govemment
Community Affairs
Environmental Preservation and
Conservation
Ethics and Elections

SELECT COMMITTEE:
Select Committee on Patient Protection
and Affordable Care Act

I respectfully request to be excused from the Select Committee on Patient Protection and
Affordable Care Act meeting scheduled to meet March 4™ at 8:30 am. I have a previously

scheduled hearing I must attend. I can assure you that this will not become a regular practice for

me. I fully intend to be present at all future meetings of this committee.

If you have any questions, please contact me directly at 321-332-5308.

Sincerely,

Dovin MM

Darren M. Soto
State Senator, District 14

REPLY TO:

1 220 Senate Office Building, 404 South Monroe Street, Tallahassee, Florida 32399-1100 (850) 487-5014

Senate’s Website: www.flsenate.gov

DON GAETZ
President of the Senate

GARRETT RICHTER
President Pro Tempore
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Senator Negron

Roll Call

Roll Call (House)

Opening Remarks by Senator Negron
Senator Soto excused absence
Amy Baker, Coordinator, Office of Economic and Demographic Research
Senator Negron

Senator Simmons w question
Amy Baker to answer
Senator Simmons w follow-up
Amy Baker to answer
Senator Simmons

Amy Baker

Senator Simmons

Amy Baker

Senator Simmons w comments and question
Amy Baker to answer
Senator Simmons

Amy Baker

Senator Simmons

Amy Baker

Senator Simmons

Amy Baker to answer
Senator Simmons

Amy Baker

Senator Negron w comments
Rep. Schwartz w question
Amy Baker to answer

Rep. Swartz w follow-up
Amy Baker to answer

Rep. Schwartz w follow-up
Rep. Dudley w questions
Amy Baker to answer

Rep. Dudley w follow-up
Amy Baker to answer

Rep. Dudley w follow-up
Amy Baker to answer
Senator Negron

Senator Brandes w question
Amy Baker

Senator Brandes w followup
Amy Baker to answer
Senator Brandes

Amy Baker

Senator Brandes

Amy Baker

Senator Brandes

Senator Negron

Senator Flores w questions
Amy Baker to answer
Senator Flores
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9:53:57 AM Senator Flores

9:54:29 AM Amy Baker

9:54:55 AM Senator Flores

9:55:12 AM Senator Negron

9:55:19 AM Senator Sobel w questions

9:56:12 AM Amy Baker to answer

9:56:26 AM Senator Sobel w follow-up

9:57:26 AM Amy Baker to answer

9:59:15 AM Rep. Stark w questions

10:00:10 AM  Amy Bakerto answer

10:01:00 AM  Senator Negron

10:01:11 AM  Dr. Devon Herrick, Senior Fellow, National Center for Policy Analysis
10:07:54 AM  Senator Negron w question

10:08:00 AM  Dr. Herrick

10:15:55 AM Amy Datz, Retired State Employee

10:16:59 AM  Heather Wildermuth, American Cancer Society Cancer Action Network, Director of Government Relations
10:18:22 AM  Michael Sheedy, Florida Conference of Catholic Biships, Director of Public Policy
10:19:33 AM  Siater Balliss, Associated Industries of Florida

10:21:26 AM  Senator Negron

10:21:30 AM  Senator Simmons w question

10:21:50 AM  Mr. Bailiss to answer

10:22:18 AM  Senator Flores

10:22:33 AM  Senator Negron

10:23:04 AM  Senator Flores

10:23:09 AM  Senator Negron

10:24:11 AM  Senator Negron

10:24:33 AM  Rep. Corcoran w closing remarks

10:24:41 AM  Senator Negron w closing remarks

10:28:00 AM  Meeting Adjourned
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