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INTRODUCTION

On March 6™, Speaker Paul Ryan of the U.S. House of Representatives introduced the American Health Care Act
(AHCA), which repeals key provisions of the Affordable Care Act (ACA) and replaces them with reforms to both the
individual health insurance market and Medicaid’s financing structure. TennCare, Tennessee’'s Medicaid program,
provides health insurance coverage to over 20% of all Tennesseans and accounts for 55% of the state’s federal
revenues. As shown in our January 2017 series Medicaid Reform 101, any major reforms to Medicaid could significantly
alter TennCare. This paper uses 2 approaches to consider how recent proposals might impact federal contributions to

TennCare.

BOTTOM LINE

The American Health Care Act (AHCA) sets annual spending targets for state Medicaid programs based on each state’s
federal FY 2016 per enrollee spending, medical inflation, and enrollment. The bill also proposes automatic federal
funding reductions for states that fail to meet these targets. We conducted an analysis of the AHCA and learned:

e State FY 2016 was a low-cost year for TennCare spending per enrollee.

e The average annual growth in TennCare spending per enrollee has been slightly less than average medical
inflation over the past decade, but the two measures have not tracked closely on a yearly basis.

e Unlike proposals examined in our Medicaid Reform 101 series, Tennessee could not receive a windfall of
federal revenue if TennCare per enrollee spending grows slower than the annual targets.

e The AHCA is a reconciliation bill, which is a narrow legislative mechanism that restricts what can be included.
Likely for this reason, the bill does not include broad state program design flexibilities for eligibility, benefits,
or enrollee requirements. If these provisions cannot be included in the bill, these flexibilities would have to be
granted in separate legislation that would require 60 votes to pass the U.S. Senate.

e Tennessee could potentially receive approximately $115 million per year for 4 years from temporary safety
net funding provided in the bill for non-expansion states.

The AHCA is likely to undergo significant changes, so we also analyzed how See

federal savings targets and estimates associated with various U.S. House *MEDICAID REFORM 101"
proposals - including the AHCA and others - may affect federal for additional background about
contributions to TennCare if they were distributed proportionally to all Medicaid reform’s potential impact on
states. In this hypothetical scenario, federal funding for TennCare could be Tennessee.

$1 billion to $2 billion lower over the next decade under the AHCA relative
to amounts expected under currentlaw and $11 billion to $17 billion lower under the FY 2017 House Budget Resolution.

Although TennCare funding and enrollment data at the level of detail prescribed in the AHCA were not available, our
analysis reiterates the conclusion from our Medicaid Reform 101 series: Medicaid reforms are complicated and the
details will matter immensely.
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The AHCA includes

$10 BILLION

over 5 years for
increased payments to
Medicaid providers in
NON-EXPANSION
STATES.

Tennessee is 1 of 19
states that have not
expanded Medicaid to
all individuals under
138% of the federal
poverty level, as
allowed under the
ACA.

RECENT PROPOSALS FROM THE U.S. HOUSE OF REPRESENTATIVES

The Medicaid reforms in the American Health Care Act (AHCA) represent the most complete
and detailed such proposal released in recent years.

The bill would create aggregate Medicaid spending targets for each state based on federal
FY 2016 spending. These state-specific targets that would vary based on enrollment in
5 enrollee categories. Beginning in federal FY 2020, state spending would be compared to the
aggregate spending target for that year. If TennCare spending exceeds the target, federal
contributions to TennCare in the following year would be reduced by an amount equal to
the prior year's overage. The first reductions could take place in federal FY 2021.

The legislation would also create a temporary pool of funds for states (like Tennessee) that
have not expanded Medicaid eligibility under the Affordable Care Act (ACA). The appendix
on page 9 summarizes our interpretation of the bill based on the key design elements identified
in Part 1 of our Medicaid Reform 101 series. V2

At the time of our analysis, the Congressional Budget Office (CBO) has not yet released a cost
estimate for the legislation. However, one outside analysis of the AHCA estimated that the
changes would generate $370 billion in federal Medicaid savings over 10 years - including
$116 billion in savings from the financing reform pieces not associated with changes to the
ACA's eligibility expansion. )

In addition to the AHCA, the U.S. House has passed several budget resolutions over the last
several years that presume changes to Medicaid financing. The most recent budget resolutions
include the following 10-year targets for federal Medicaid savings:

e The federal FY 2017 House budget resolution assumed $3 trillion in savings over
10 years from both repealing the ACA and reforming Medicaid. ) One analysis of the
budget resolution found Medicaid financing reforms would have accounted for
$1 trillion of those savings. ®

e The federal FY 2016 resolution assumed that Medicaid reforms would reduce the
federal government’s Medicaid liability by $904 billion over 10 years. )

e The federal FY 2015 resolution assumed $732 billion in federal spending reductions
over 10 years from Medicaid reforms. )

FMAP

KEY TERMS

WAIVER PER CAPITA CAPPED

The federal medical assistance
percentage (FMAP) determines
the percentage of each state’s
Medicaid costs that will be
covered by the federal
government.

Tennessee's FMAP is about
65%.

A mechanism for states to
operate unique or innovative
Medicaid programs that waive
certain federal Medicaid rules.

TennCare is operated under a
waiver.

CAP

A Medicaid reform concept
that would provide a capped
payment to state Medicaid
programs for each Medicaid
enrollee. Per capita caps would
allow federal contributions to
vary with actual enrollment.

ALLOTMENT

A Medicaid reform concept
that would cap federal
Medicaid contributions to
states on a lump-sum basis that
does not vary with enrollment.
Actual contributions, however,
could be less than the lump
sum cap based on actual
spending, enrollment, or other
factors.

See our Glossary of Medicaid Terms to better understand these and other key Medicaid concepts and terms.
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A BOTTOM-UP ANALYSIS OF RECENT HOUSE PROPOSALS

One way to analyze these recent U.S. House proposals is to use the design element details to
see how they might impact federal contributions to TennCare. We considered the following
3 questions for assessing how the details in the American Health Care Act might impact
Tennessee:

1. On a year-to-year basis, how has annual growth in TennCare spending per enrollee
compared with the bill's target growth factor?

2. Overa 10-year period, how has cumulative growth in TennCare spending per enrollee
compared with the cumulative impact of the bill's target growth?

3. Was federal FY 2016 a relatively low-cost year for TennCare or a relatively high-cost
year?

4. How much could Tennessee receive under the temporary safety net funding for non-
expansion states?

The answers to these questions (see pages 4-5) provide insights into how TennCare's annual
cost increases compare with the AHCA's annual growth factors and how the differences stack
up over time. They also assess whether the bill's base year would be an advantageous one for
maximizing future federal contributions to TennCare.

LIMITATIONS OF OUR BOTTOM-UP ANALYSIS

The bottom-up analysis on the following pages relies on total TennCare expenditures per
enrollee. TennCare spending and enrollment data at the level on which Speaker Ryan’s
legislation is based (i.e. medical assistance costs by distinct enrollee categories) were not
available. This means that the funding metric in our analysis includes:

e Costs explicitly excluded from the House bill methodology like delivery system reform
costs, uncompensated care pools, cost-sharing for Medicaid-Medicare dual enrollees,
children, limited Disproportionate Share Hospital (DSH) payments, and administrative
costs.

o Costs treated differently in the House bill methodology like non-DSH supplemental
payments.

The funding data used in this analysis are also only available on a state fiscal year basis, which
begins on July 15t of each year. The draft bill's methodology uses expenditures on a federal
fiscal year basis, which begins on October 1%,

The extent to which these limitations impact the outcome of the analysis is unclear.

Finally, the legislation will likely undergo significant changes that may alter some of the details
key to this analysis.

THE SYCAMORE INSTITUTE
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FIGURE 1. ANNUAL GROWTH IN PER ENROLLEE TENNCARE COSTS HAVE NOT TRACKED CLOSELY WITH
ANNUAL MEDICAL INFLATION.

Annual Growth in Total TennCare Expenditures per Enrollee
vs the Medical Care Component of CPI-U
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FIGURE 2. USING FY 2005-2006 AS AN ILLUSTRATIVE BASE YEAR, GROWTH IN TOTAL TENNCARE
EXPENDITURES PER ENROLLEE EXCEEDED TARGET GROWTH IN 3 OF 10 YEARS.

Cumulative Growth Since FY 2005-2006 in Total TennCare Expenditures per Enrollee
vs the Medical Care Component of CPI-U
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FIGURE 3. PER ENROLLEE TENNCARE COSTS WERE LOWER-THAN-AVERAGE IN STATE FY 2015-2016.

Total TennCare Expenditures per Enrollee (in 2016 dollars)
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Sources: The Sycamore Institute’s analysis using TennCare funding data from the FY 2008-2009 - FY 2017-2018 Tennessee State Budgets, annual
enrollment data from the Bureau of TennCare, and CPI-U data from the U.S. Bureau of Labor Statistics.
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WHAT WE LEARNED FROM OUR BOTTOM-UP ANALYSIS
Question 1: On a year-to-year basis, how has annual growth in TennCare spending per
enrollee compared with the bill’s target growth factor? (Figure 1)

e On a year-to-year basis, annual growth in total TennCare costs per enrollee has not
tracked closely with annual inflation for medical care. TennCare growth exceeded
medical inflation in 4 of the last 10 fiscal years.

e Over the 10-year period, TennCare's average annual growth in per enrollee
expenditures was lower than the medical care component of CPI-U.

Question 2: Over a 10-year period, how has cumulative growth in TennCare spending per
enrollee compared with the cumulative impact of the bill's target growth? (Figure 2)

e Over the most recent 10-year period, the cumulative growth in total TennCare costs
per enrollee has been less than the cumulative target growth applied to this period.

e The structure proposed in the House bill would not allow the federal government to
pick up more than 65% of state spending on TennCare - even when TennCare's
spending is less than the federal target. This differs from other block grant and per
capita cap proposals that might allow a federal windfall if TennCare spending is less
than the target or cap.

e In 3 of the 10 years, TennCare expenditure growth was higher than the cumulative
target growth for those years.

Question 3: Was federal FY 2016 a relatively low-cost year for TennCare or a relatively high-
cost year? (Figure 3)

e In the context of the most recent 10-year window, state FY 2016 was a relatively low-
cost year for TennCare spending per enrollee when adjusted for inflation.

Question 4: How much could Tennessee receive under the temporary safety net funding for
non-expansion states?

e According to the data source identified in the bill, an estimated 1.4 million children and
adult individuals in Tennessee had incomes below 138% of the federal poverty level
(FPL) in 2015. This represents about 6% of the relevant population across all 19 states
that have not expanded Medicaid. ®

e The House bill creates a $2 billion/year pool of safety net funds for 4 years. The funds
would be distributed based on each non-expansion state’s share of individuals with
incomes under 138% of FPL in 2015. The funds could only be used to increase
payments made to Medicaid providers.

o 6% of the safety net pool is approximately $115 million per year - or $460 million
over 4 years - that Tennessee would potentially be eligible to receive to increase
payments made to Medicaid providers during calendar years 2018-2021.

OTHER CONSIDERATIONS

The introduced version of the American Health Care Act is likely to undergo significant
changes through the legislative process. In fact, a number of reports indicated that some
Republicans in both the House and Senate have concerns with the approaches included in the
introduced legislation. 9 (10)
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The rules of the
reconciliation process
may limit Congress’
ability to provide
state flexibility for
program design
without needing

60 votes in the Senate.

If Medicaid reform moves as a reconciliation bill, it may be prohibited from including
broad provisions related to state program design flexibility. It is possible that the program
design flexibilities that many states are expecting to see as part of Medicaid reform were
excluded because the bill it is a reconciliation bill. The reconciliation process is a narrow
legislative mechanism that comes with restrictions on what can and cannot be changed (see
our summary and analysis of the federal reconciliation process). If provisions allowing state's
greater flexibility with program design cannot be included in the bill, these flexibilities would
have to be granted in separate legislation that would require 60 votes to pass the U.S. Senate.

A TOP-DOWN ANALYSIS OF RECENT HOUSE PROPOSALS

Another way to look at the recent House proposals - including the AHCA and recent years'
budget resolutions - is to use the overall estimate of federal savings to analyze the potential
impact on federal contributions to TennCare. In recent days, these 10-year federal savings
estimates have ranged from a high of $1 trillion to a low of $116 billion.®®

WHAT WE LEARNED FROM OUR TOP-DOWN ANALYSIS

Figure 4 shows backward and forward looking illustrations of how these savings estimates
might impact TennCare revenues if they were applied proportionally to all states.

FIGURE 4. A PROPORTIONAL DISTRIBUTION OF FEDERAL MEDICAID SAVINGS COULD REDUCE FEDERAL
CONTRIBUTIONS TO TENNCARE BY $1 BILLION TO $17 BILLION OVER 10 YEARS.

HIGH LOW
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Sources: The Sycamore Institute’s analysis using The Congressional Budget Office’s January 2017 Medicaid baseline estimate and TennCare funding
data from the FY 2008-2009 - FY 2017-2018 Tennessee State Budgets. (1

LIMITATIONS OF OUR TOP-DOWN ANALYSIS

This top-down analysis is intended for illustrative purposes only due to its simplistic approach
to estimating the impact on federal contributions to TennCare. The approach includes a
number of assumptions and limitations:

THE SYCAMORE INSTITUTE
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ASSUMPTIONS

e The federal savings estimates used in the analysis would apply only to the reforms to the
financing structure. Any changes to the Medicaid expansion would be a separate savings
estimate. If either savings estimate includes any savings associated with the Medicaid
expansion, the savings would disproportionately impact expansion states and the impact
on Tennessee would be smaller.

e The federal savings would affect all states' federal funding uniformly.

e The final details of federal reforms could shift these estimates up or down.

LIMITATIONS

e Other details that would affect the actual impact include the basic structure (e.g. block
grant, per capita cap) and how the base is determined, including whether this
determination tries to account for differences between states or is based only on some
current level of spending.

HOW MIGHT REFORMS ADDRESS STATE DIFFERENCES?

One example is the 2013 House Energy & Commerce proposal. That proposal would attempt

to smooth out "differences" between state Medicaid spending by allowing smaller reductions
for low-cost states and bigger reductions for high-cost states. ¥ Under a proposal like this,
Tennessee would see fewer federal reductions to the extent that it is a "low-cost" state and
greater reductions to the extent it is a "high-cost" state. According to 2011 data, Tennessee's
per capita costs were low compared to other states for aged and disabled enrollees, high for
adults, and average for children. (13

e CBO's estimates of the impact of various options to cap Medicaid spending show that
annual federal spending reductions grow each year - producing very little savings in the
first few years and very large savings in the latter part of the estimate window. This means
that reductions to federal funding would not have a uniform annual impact but would
instead grow each year relative to estimated federal spending under current law.
Furthermore, these reductions would likely continue to grow larger outside the 10-year
window. 12

e Inregardtothe "look-back," the actual federal TennCare revenues reflect the decisions that
were made by state policymakers within the context of current law. In the face of a different
federal financing structure and additional administrative flexibilities, these decisions would
likely have been different.

e Inregardto the "projection," making projections is difficult. Medicaid costs are volatile. For
example, CBO projects annual federal Medicaid costs to grow by 5-6% each year over the
next 10 years. While average annual growth in total TennCare costs over the last 10 years
has been 5%, the actual annual growth during that period ranged from 0% to 10%.
Furthermore, these reductions do not take into account any changes in FMAP that might
occur under current law.

PARTING WORDS

The stakes for Medicaid reform are high. Federal contributions to TennCare represent over half
of all the federal dollars flowing to the state budget. Reductions to these dollars may provide
incentives to find ways to operate TennCare more efficiently. Federal reductions may also put
pressure on state lawmakers to constrain enrollment, reduce benefits, or find more state
funding for the program through higher taxes or reduced spending in other areas.
Understanding how the details of federal reform proposals impact these incentives and
pressures will clarify how state policymakers will need to plan and respond in the coming years.
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APPENDIX: SUMMARY OF THE AMERICAN HEALTH CARE ACT

Summary of the Medicaid financing reform provisions of the American Health Care Act, as introduced on March 6, 2017.

AMERICAN HEALTH CARE ACT
(March 6, 2017)

FEDERAL FINANC

actual enrollment.

For any given year, a
state’s federal funding
could be subject to an
automatic reduction if
it spent more than its
target in the prior fiscal
year. The amount of
that automatic
reduction would be
equal to the federal
government's share of
the amount by which
the state exceeded its
target. The first
reductions would
begin in FFY 2021.

certain special payments made under Medicaid
waivers for delivery system reform, uncompensated
care pools, designated state health programs, or
other similar expenditures to be defined by the
Secretary of HHS.

According to the Social Security Act, medical
assistance includes all traditional health care
services, nursing facility services, pharmaceutical
costs, mental health services, home and community-
based care, and long-term services and supports.

DSH payments are based on state-specific
allotments laid out in law. They support
supplemental payments to hospitals that serve a
large share of Medicaid and uninsured patients.
DSH payments and cost-sharing payments for
enrollees eligible for both Medicare and Medicaid
are explicitly excluded from the methodology.
Federal funding for excluded spending would
presumably remain unchanged from current law.

expansion adults.

Explicitly excluded
eligibility categories
include children covered
by the Children’s Health
Insurance Program
(CHIP), individuals
covered by the Indian
Health Service, partial
benefit enrollees, and
women receiving limited
benefits through the
Breast and Cervical
Cancer Program. Federal
funding for excluded
categories would
presumably remain
unchanged from current
law.

share under
the FMAP. For
Tennessee,
the state share
is
approximately
35%. If a state
were subject
to a penalty, it
would have to
cover both its
FMAP share
and the costs
associated
with the
federal
reduction.

Basic Structure Spending Categories Eligibility Criteria Base Year | Cap Growth Diffset :::ces Conf:iabt:tion ACA Expansions
Blends a per capita  |Applies to all medical assistance costs. The per Each state's spending Spending The spending [The bill does |The legislation|As of 12/31/2019, the
cap and a capped enrollee medical assistance amounts would also be |target would be based |[targets would |target would |not include |preserves the |bill would repeal the
allotment concept.  |adjusted to include support for non-DSH on 5 broad Medicaid be based on [grow each an approach |current state |state option to
Makes each state's supplemental payments baséd on the ratiO‘Of _ eligibility categories: average year by the to state contribution |expand Medicaid
federal Medicaid those payments to medical assistance spending in  |aged, blind and spending per |medical care |differences. |requirements |eligibility and would
dollars subject to FFY 2016. Non-DSH supplemental payments refer | gisabled, children, enrolleein  |component as defined by |end the enhanced
annual lump-sum to payments mafde to providers that are neither adults receiving FFY 2016, of the the FMAP. At |[FMAP for any
reductions for dD"reCt payrr;pentt o;?edl':al C?:el nS;H . coverage under the which ended |consumer aminimum, |existing expansion
exceeding aggregate |— ' “Proportionate share Hospita (DSH) payments. | AcA's Medicaid on 9/20/2016. |price index. states would |enrollees continuously

. These supplemental payments are often for things .
spending targets . o . . expansion, and other have to enrolled before that
based i like the costs of training resident physicians. non-elderly. non- . -
asedon state-specific Specifically excluded from the calculation would be |, y: contrlbu’Fe at |time.
per capita targets and disabled, non- least their

The bill includes
language which
appears to provide an
opportunity for states
that had not expanded
eligibility by FFY 2016
to do so prior to
12/31/2019 and
receive the traditional
FMAP for any spending
on these individuals in
the same way as
described above for
existing expansion
enrollees. The bill also
includes 4 years of
safety net funding for
non-expansion states
(see below).

State Flexibility

Federal Accountability

The bill includes a total of $8 billion for safety net grants to non-expansion states to be distributed over 4 years (CYs 2018-2021). The funds would be used to increase payments to
Medicaid providers. The funds would be distributed based on each non-expansion states' share of individuals below 138% of FPL in 2015 among all non-expansion states.

STATE BENEFIT DESIGN

The bill does not include broad new program design flexibilities
related to Medicaid eligibility and benefits requirements. Includes
targeted flexibilities that repeal essential health benefits requirements for
certain Medicaid coverage, changes to requirements for retroactive
benefits, and attestation of citizenship by applicants.

The bill would require federal auditing of the data that would be used to calculate each state’s target. The
federal government would, for a short period, pick up all or a greater share of any state costs associated with
complying with these audits and any new data reporting requirements. Any state that fail to submit the
necessary data spending and enrollment data necessary to calculate the target would have its growth factor for
that year's target reduced by 1 percentage point.
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