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Summary

The recently passed federal health reform legislation, the Patient
Protection and Affordable Care Act (PPACA), mandates significant
activities on the state and federal levels aimed at increasing access

to health insurance coverage for low income individuals and for
Americans previously shut out of the health insurance market. PPACA
includes significant changes to Medicaid—the largest source of federal
dollars provided to the states—expanding eligibility and benefit
requirements nationwide and radically increasing federal funding
provided to states. Changes are scheduled to take effect on a staggered
schedule, and the federal government has implemented interim
measures to bridge the gap between the current financial difficulties
at the state level and dates in 2013 and 2014 when new funding
provisions come into effect. In addition to the coming changes to
Medicaid, PPACA creates new state and federal partnerships in the
creation of high-risk insurance pools and the implementation of new
protections for consumers with private health insurance. These efforts
will eventually segue into the creation of health insurance exchanges,
a national mandate to purchase health insurance, and a host of new
consumer protections banning abusive practices such as rescission
and denial of coverage for pre-existing conditions. Success will require
new levels of coordination and support between state agencies and
their federal counterparts—and new opportunities at every level of

Genesis of this Brief

government to ensure access to affordable and appropriate health care
for all Americans.

Introduction

The unique relationship between the federal government and the
states presents challenges and opportunities in the context of health
care reform. The Patient Protection and Affordable Care Act (PPACA),
the comprehensive health reform package signed into law March 23,
2010, contains a variety of provisions that impose requirements on
states to implement reform, but attempts to preserve state-control
over the details of design and implementation. Justice Brandeis
famously observed “it is one of the happy incidents of the federal
system that a single courageous state may, if its citizens choose, serve as
a laboratory; and try novel social and economic experiments without
risk to the rest of the country”" State governments hold fast to their
status as independent sovereigns with special knowledge concerning
local needs and localized attitudes concerning the role of federal,

state and local government in creating policy. On the state level, the
disparity in health coverage and infrastructure is vast, so despite
federal legislation imposing a measure of uniformity on how health
reform efforts will proceed, individual states will retain substantial
policy control and continue to face difficult financial burdens.

This brief is based, in part, on a panel discussion on “Reimagining Federal and State Roles in Health Care Reform” held at the National
Health Policy Conference in Washington, D.C. on February 3, 2010. Ideas drawn directly from commments made at the conference are

so referenced in the text.
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In the context of the new health care reform legislation—and all of the
policy elements included under that heading—states are required to
take a range of specific actions based on a basic framework provided
and paid for by the federal government, yet retain control over many
details as long as they actively participate in implementation efforts.
Some examples include:

¢ Changes to reimbursement structures and incentives under
Medicaid;

e Design of localized insurance exchanges for the individual and small
group health insurance markets; and,

e Creation or expansion of temporary high-risk insurance pools for
uninsured people with pre-existing conditions.

Under PPACA and other federal initiatives, the states will receive a
massive influx of funds to aid in the expansion of insurance coverage
and engage in other reform efforts. Regardless of how much control
states are able to retain over specific policy provisions in the health
reform legislation, this influx of federal dollars will provide cash-poor
states the opportunity to stabilize and the freedom to redirect state
funds to local priorities.

Medicaid

Although PPACA greatly expands the relationship between the federal
government and the states through new incentives and mandated
programs, Medicaid remains the primary link between the states

and the federal government in the area of health care and policy.
Medicaid is a partnership between the federal government and the
states that provides health coverage to certain low-income populations.
The federal government imposes broad guidelines concerning what
populations are eligible for Medicaid and what services will be

covered, leaving states with significant discretion to determine their
own eligibility requirements and to what extent services will be made
available.” For example, once states decide to participate in the program,
certain segments of the low-income population—such as pregnant
women, people who are blind, and disabled persons—must have

access to some rudimentary medical services. The federal government
provides matching funds for every dollar spent under Medicaid, and
states and localities cover the balance. The federal government regularly
uses this reimbursement model to create financial incentives for states
to provide additional services by making matching funds available for
a wide range of services and a broader population than provided for by
the baseline requirements. *

Although states are not required to participate, all 50 states and
DC do—but at radically different levels. This model has resulted in
dramatic discrepancies in services available to low-income populations

across the states. The percentage of state budgets allocated to Medicaid
costs, already on a precipitous rise prior to the economic downturn, has
grown even faster in the last two years,> and states that have provided
better care for more people under their Medicaid programs are now
experiencing more severe budget shortfalls as a result.

Medicaid Changes under Health Reform

The health reform legislation shifts the Medicaid power sharing
significantly in favor of the federal government, and includes
targeted provisions staggered to come into effect over four years.
These include near-term increases to reimbursement rates for
prescription drugs, pilot programs for creating “health homes”

for Medicaid recipients with multiple health conditions, increased
payments rates for long term care innovation, and limited-scope
demonstration projects for bundling payments as a way to create
incentives for delivering care efficiently.® Most significantly, PPACA
includes a sweeping federal expansion of Medicaid eligibility
effective January 1, 2014, permitting all individuals under age 65
with incomes up to 133 percent of the federal poverty level to
enroll.” Under this expansion, the federal government will pay

100 percent of the anticipated cost through 2016, with funding
gradually declining to 90 percent by 2020 and beyond. In every
state, this expansion represents a radical increase in reimbursement
levels and also a massive increase in the number of people who will
be “newly eligible” for Medicaid.® The increase in federal dollars

is accompanied by a uniform set of eligibility requirements and
benefits that will replace a highly variable set of provisions crafted

by individual state governments.’

Unfortunately, the uniform expansion is complicated by a provision
that limits the more generous reimbursement rates to “newly eligible”
Medicaid beneficiaries. In other words, the higher reimbursement
rates will only apply to individuals with income levels that fall between
Medicaid eligibility levels in place as of March 23, 2010 (the date the
new legislation took effect) and 133 percent of the federal poverty
level (the new eligibility cut-off set by the health reform legislation)."
States will require systems to track the individuals eligible for the
higher reimbursements, and states with stricter Medicaid eligibility
requirements in place prior to passage of the new law—and, as a
direct result, with a larger population of uninsured—stand to receive
significantly greater financial assistance than states providing more
comprehensive Medicaid coverage at the time the legislation was passed.
In addition, it remains to be seen whether more generous benefits
mandated under the Medicaid expansion will apply to all Medicaid
beneficiaries or just the newly eligible population.

Critics contend the new law fails to address the existing state budget
crises, caused in part by rising Medicaid costs, and does not address
how states are meant to manage costs for both existing Medicaid



recipients and for the growing number that will become eligible for
Medicaid under existing state guidelines. Across the states, the average
allocation to Medicaid is 20 percent of the entire budget, with some
states dipping as low as 13 percent and other states cresting as high

as 30 percent of expenditures allocated to Medicaid." As people have
lost their jobs and homes, state tax revenues have decreased, creating
state budget shortfalls and increasing the number of people turning
to Medicaid for health coverage. These budget gaps, widespread and
severe, led to many states cutting Medicaid spending by tightening
eligibility requirements, decreasing provider reimbursement rates, and
reducing services."

Federal Efforts to Stabilize Medicaid

The federal government, in an attempt to financially stabilize state
budgets and prevent further cuts to Medicaid services, allocated close
to 90 billion dollars in Medicaid reimbursement subsidies as part

of the American Recovery and Reinvestment Act (ARRA) passed

in February of 2009." The legislative intent of the ARRA subsidy
was to “protect and maintain State Medicaid programs during a
period of economic downturn,” and create a disincentive for states

to cut reimbursement rates to providers and tighten eligibility
requirements for beneficiaries." The ARRA provisions included a
“maintenance of effort” or “MOE” provision, that tied the short-
term Medicaid reimbursement increases to a requirement that states
freeze Medicaid eligibility requirements in effect as of July 2008, and
also placed restrictions on any further reductions states could make
to Medicaid services while receiving the additional federal funds."
The consequence for states disregarding the freeze on Medicaid cuts
is the loss of the ARRA subsidy, and thus far every state has honored
the restriction and received enhanced funds for both the 2009 and
2010 fiscal years.'" ARRA subsidies are currently scheduled to end
December 2010, and state officials have warned of dire consequences
to Medicaid services if the ARRA funding subsidies are not extended,
although congressional attempts to do so have failed thus far.””

Further complicating matters, the new health law contains a similar
“maintenance of effort” provision. States are required to maintain
current Medicaid eligibility levels, services and programs, as well as
current enrollment procedures, until specific provisions of the new
health law come into effect.'® The consequence for states disregarding
this requirement is the complete loss of federal Medicaid funds—a
far more draconian measure than the requirements imposed on
states under ARRA. It is generally understood that this “maintenance
of effort” provision includes a prohibition not only on eliminating
eligibility categories or imposing stricter income eligibility
requirements, but also prohibits states from reducing or eliminating
CHIP benefits, and forbids states from imposing new barriers to
enrollment, such as increasing required paperwork or requiring more
frequent program renewals."

If the federal government is unable to extend the ARRA increases into
the 2011 fiscal year, states will experience a sudden reduction in dollars
available for Medicaid. In lieu of risking the loss of federal Medicaid
funds entirely, states will likely make the strategic decision to close any
gaps by making additional cuts to areas considered outside the scope
of “maintenance of effort” requirements, including reductions in

provider reimbursement rates under Medicaid.

For example, Maryland, the wealthiest state in the country, cut

their state budget by 10 percent this year due to recession-based
shortfalls. Maryland allocates 25 percent of the state budget to

health care expenditures and was forced to close facilities, furlough
state workers, cut provider rates and implement other reductions

in services in order to balance the budget. Maryland previously
expanded Medicaid eligibility to certain populations up to 116 percent
of the federal poverty level, but for the last year has relied on the
increased federal funds provided through ARRA. The state budget

for 2011 has assumed continued ARRA funding that has not yet

been legislated.” Although it is unlikely Maryland will make cuts to
Medicaid that could jeopardize access to federal funding, state officials
will have to find other ways to address the shortfall should the ARRA

reauthorization not come to fruition.

In the wake of the economic downturn, before maintenance of

effort requirements were imposed on the states, budget shortfalls
forced cuts to Medicaid across the country, including a reduction

in the administrative infrastructure required to enroll and manage
benefits for existing and newly eligible individuals. Rebuilding
administrative capacity on the state level will be necessary to effectively
implement health reform, and states will also need to address basic
governance issues concerning which state agencies and officials will

be responsible for reform implementation, and how these activities
will be coordinated, monitored, and funded ** Historically, the federal
government has provided 50 percent of Medicaid administrative
matching funds, but administrative burdens on states will increase as
enrollment grows, and although there will likely be federal financial
and technical assistance made available to the states for some of

these costs, covering costs for ancillary capacity building efforts, such
as expanding availability of primary care services and increasing
Medicaid provider reimbursements, remain a serious concern and will
fall to the states.”

Despite short term budget concerns, experts on a panel discussion
on “Reimaginging Federal and State Roles in Health Care Reform”
held at the National Health Policy Conference in Washington,
D.C. on February 3, 2010 generally believed that “increases in

state spending” under PPACA Medicaid expansion will be “small
compared to increases in coverage and federal revenues and
relative to what states would have spent if reform had not been

enacted”and will have a long term positive effect on the health of
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state economies.?* Under PPACA, Medicaid will be transformed
into a program that serves as a “national floor” for low-income
adults and children to access health coverage, and for the first time
allows Medicaid to serve as a major vehicle for providing health
coverage for populations historically excluded from coverage, most
significantly low-income childless adults under the age of 65.

When the new Medicaid expansion takes full effect in January 2014,
the result will be the near elimination of “the troubling amount

of variation” between the states in their levels of generosity for
Medicaid.* Historically, states have had control over eligibility and
reimbursements, and the federal government has used financial
incentives to “help cajole state generosity.” Under health reform, states
have far less control of Medicaid—and far less of a financial burden
to cover associated costs. Critics contend this federal consolidation
reduces the opportunity for states to act as Justice Brandeis’ famous
“laboratories” and also reduces the role of political will—as expressed
through state-level elections and governance—in determining the
amount of tax dollars that should be spent on health care access

for the poor.” Despite these concerns, eliminating the variation in
eligibility and benefits in Medicaid programs has the potential to
remedy “an uneven and unstable foundation” that could impede the
success of national reform.”

Health Insurance Exchanges

Under PPACA individual states are required to create health insurance
exchanges by 2014. Exchanges are regulated marketplaces where
individuals and businesses can purchase insurance. Insurance plans
must provide a minimum set of benefits and meet other basic
solvency requirements in order to gain access to an exchange. The
legislation requires two forms of exchanges—one for individuals
(referred to as American Health Benefit Exchanges) and one for small
businesses (called Small Business Health Options Program Exchanges
or “SHOP” Exchanges.) Similar to many of the reform provisions
included in PPACA, states are mandated to implement exchanges or
their functional equivalents, but have latitude as to their structure.
States may establish exchanges directly or contract with a non-profit
organization to create them, and also may choose to partner with
other states to create regional exchanges. In addition, states are allowed
to apply for a waiver to take allocated funds for creating exchanges
and design an alternative solution that would provide the same access
to comprehensive benefits and cost sharing parameters otherwise
provided for in an exchange. Finally, a state may choose to forego
responsibility for establishing and managing exchanges, and the
federal government will run the exchange instead.”

Exchanges are intended to provide transparency and competition in
the individual and small employer health insurance markets, although
PPACA allows for larger employers to utilize exchanges beginning in
2017. Currently the majority of states have little or no competitive

health insurance market, and a small number of large insurance
carriers generally dominate. The problem is more acute in rural states
and in smaller states with low population density.* For individuals
and businesses in states with minimal or no consumer choices, the
new exchanges have the potential to cultivate increased coverage
options at lower prices. Exchanges, or their structural equivalents, are
also required to provide broader access and eligibility information
for Medicaid and CHIP, as well as information via a web portal for
comparing available plans and services. State exchanges are expected
to act as both an incentive and an opportunity for streamlining
outreach and administrative practices to maximize participation

and generate additional cost savings for states.”! Subsidies will be
available for lower-income individuals purchasing insurance through
exchanges who do not qualify for Medicaid, and tax credits are
available for small businesses that wish to provide health benefits for
their employees but are currently unable to afford coverage.

Other Reform Provisions

In addition to sweeping changes to Medicaid, the federal government
has taken the lead on a range of other reform initiatives, including
the imposition of an individual mandate to purchase insurance, the
expansion of high risk insurance pools, and the creation of market-
based insurance exchanges. Although Massachusetts was able to
impose an individual mandate at the state level with reasonable
success, many state officials across the country who agreed that a
mandate was necessary for effective reform felt it was too risky to
implement state-based mandates in a patchwork fashion. In part,
this stemmed from the fear that mandates would drive people and
businesses into states without mandates, and the administrative
burden of tracking coverage was perceived as daunting.

Health reform legislation also includes a wide range of provisions
aimed at increasing efficiency and quality in the delivery of
medical services, as well as new rules that attempt to mitigate

the perverse financial incentives that cause over-treatment and
medical waste. The new law also broadens access to preventive
care services such as cancer screenings and employer-based
wellness programs, begins to address structural problems under
Medicare, and includes new protections for consumers purchasing
insurance on the individual and small group market.

Conclusion

State officials generally agree, despite substantive policy differences,
that to achieve comprehensive reform, leadership and financing could
only be provided on an adequate scale by the federal government.”
The federal reform legislation extends beyond the implementation

of significant Medicaid reforms and provides the opportunity for
states to move forward with both nationally mandated and state
specific reform initiatives. Over the long term, many of the state funds
currently used to cover costs incurred by the uninsured and fund



programs such as high risk pools will be offset by the broad range of
additional services and initiatives included in the federal legislation.
The hope is that these funds can then be repurposed to address local
priorities including workforce development, malpractice reform,
and service delivery reforms.” The legislation also provides funds for
localized pilot programs and demonstration projects that attempt to

address other pressing concerns related to cost containment, improving
and maintaining quality and efficiency of care, and addressing scope of

practice and health worker shortage issues.™

Health reform legislation provides significant federal funding to

the states, without which any hope of achieving universal coverage
would be unrealistic. The federal government has a proven track
record of effectively creating financial and other incentives for states
to implement localized models of national policy initiatives. The hope
is that under PPACA the federal government can encourage states to
address health reform as a top priority through increased funding.

In response, policymakers expect that states will be able to achieve
close to 95 percent insurance coverage, expand primary care services
by expanding scope of practice and licensing provisions, and develop
models for controlling costs through local demonstration projects and

similar initiatives.*

Taken together, the changes to health insurance coverage and delivery
of care that go into effect between now and 2014 will require major
efforts at every level of government, and will necessarily enlist state
agencies, officials and legislatures in regular dialogue and partnerships
with their federal counterparts in order to effectively implement and

enforce reform.
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