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THE SENATE FISCAL AGENCY

The Senate Fiscal Agency is governed by a board of five members, including the majority and
minority leaders of the Senate, the Chairperson of the Appropriations Committee of the Senate, and
two other members of the Appropriations Committee of the Senate appointed by the Chairperson of
the Appropriations Committee with the concurrence of the Majority Leader of the Senate, one from
the minority party.

The purpose of the Agency, as defined by statute, is to be of service to the Senate Appropriations
Committee and other members of the Senate. In accordance with this charge the Agency strives to
achieve the following objectives:

1.

2.

To provide technical, analytical, and preparatory support for all appropriations bills.

To provide written analyses of all Senate bills, House bills and Administrative Rules
considered by the Senate.

To review and evaluate proposed and existing State programs and services.
To provide economic and revenue analysis and forecasting.

To review and evaluate the impact of Federal budget decisions on the State.
To review and evaluate State issuance of long-term and short-term debt.

To review and evaluate the State's compliance with constitutional and statutory fiscal
requirements.

To prepare special reports on fiscal issues as they arise and at the request of members
of the Senate.

The Agency is located on the 8th floor of the Victor Office Center. The Agency is an equal
opportunity employer.

Ellen Jeffries, Director
Senate Fiscal Agency
P.O. Box 30036
Lansing, Michigan 48909-7536
Telephone (517) 373-2768

Internet Home Page http://www.senate.michigan.gov/sfa
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EXECUTIVE SUMMARY

The Senate Fiscal Agency (SFA) has examined the Snyder Administration's proposed expansion of
the State's Medicaid program to cover those under 133% of the Federal poverty level (FPL) effective
January 1, 2014. The SFA concurs with the Administration's belief that there would be significant
General Fund/General Purpose (GF/GP) savings in the first few years of the expansion. The SFA
also agrees that, eventually, GF/GP costs would exceed the GF/GP savings as the Federal match
rate for the expansion population drops from 100% in 2014 to 90% in 2020.

Assuming the current Health Insurance Claims Assessment (HICA) rate of 1.0% is maintained, the
SFA projects that total net GF/GP costs tied to the expansion would exceed total net GF/GP savings
in FY 2027-28. Under different HICA assumptions, the total net GF/GP costs could exceed total net
GF/GP savings two years earlier or one year later.

The analysis depends not only on the HICA issue, but also on the caseload growth rate and
expenditure growth rate. The conclusions in this analysis also are tied to the initial cost per case.
Information from Arizona's expansion of Medicaid coverage to a similar population indicates that
costs might be higher than assumed in the Governor's proposed budget.

The analysis does not address possible economic benefits from the expansion. It also does not
address the possibility that businesses would drop coverage and have their employees obtain health
care coverage from the health exchanges or Medicaid.

In spite of these caveats, itis clear that net GF/GP savings would occur from the beginning and that
net GF/GP costs would not exceed net GF/GP savings for a number of years. Even in the worst-
case scenario, the crossover point where total net GF/GP costs from January 1, 2014, onward
would exceed total net GF/GP savings from January 1, 2014, onward is fiscal year (FY) 2022-23,
which would be the 10th year of the expansion. In the best-case scenario, that point would be
reached in FY 2035-36, which is similar to the estimates put forth by the Administration.

The SFA does not believe the worst- or best-case scenario is likely and does not anticipate that the
proposed expansion would cause any major budgetary stress in the foreseeable future. On the
other hand, the SFA does not believe the early GF/GP savings would exceed 3.0% of the State's
$9.0 billion GF/GP budget. In the end, it is likely that the decision on whether to implement the
expansion will be based more on policy considerations than on the potential fiscal impact of the
expansion.

MEDICAID EXPANSION AND THE AFFORDABLE CARE ACT (ACA)

One of the key components of the 2010 Patient Protection and Affordable Care Act (referred to
below as the ACA) was expansion of the Medicaid program to cover individuals up to 133% of the
FPL effective January 1, 2014.

While Medicaid provides health insurance to low-income individuals, there are many low-income
individuals who are not eligible for the program. Both Medicaid and Medicare were designed as
health insurance for individuals receiving payments under the Federal Social Security Act. Medicare
was created to provide health insurance to people receiving Social Security payments. Medicaid
was created to provide health insurance to people receiving Aid to Families with Dependent Children
(AFDC or cash welfare) and Supplemental Security Income (SSI) disability payments.



While Medicaid, by providing health insurance to AFDC and SSI recipients, provided significant
coverage to low-income individuals, the program did not provide coverage to all such individuals.
Many low-income individuals are not eligible for AFDC or SSI.

Various expansions of Medicaid over the years, particularly targeted to families, especially children,
provided more extensive coverage. Nevertheless, there is still a large cohort of low-income
individuals who are not eligible: in particular, single non-SSI disabled adults and non-SSl disabled
couples without children. Furthermore, the income eligibility level for many adults with children was
very low, well under 50% of the FPL, so many who fit into a categorical eligibility category were
excluded due to income.

The ACA was designed to greatly reduce the number of uninsured individuals. For uninsured
individuals with greater incomes, a mandate to purchase insurance was included, along with tax
credits and health insurance exchanges, to make it easier for individuals to afford and purchase
insurance. The tax credits will be available to those between 100% and 400% of the FPL.

For individuals with lower incomes, the ACA included a provision to expand Medicaid to cover all
those under 133% of the FPL. (In 2014, 133% of the FPL will be about $15,500 for a single adult
and about $26,500 for a family of three.) Various estimates indicate that most of the uninsured who
will become insured due to the ACA will do so because of the Medicaid expansion, not as a result of
the tax credits and health exchanges. The Congressional Budget Office has estimated a reduction
of 30 million in the number of uninsured individuals due to the ACA and projected that 17 million of
that 30-million reduction would be due to the Medicaid expansion.

Some sources refer to expansion of Medicaid to 138% of the FPL. This is technically correct in one
key way, as there would be a 5% income disregard applied; thus, an individual with an income at,
say, 137% of the FPL would be eligible. To avoid confusion between the two figures and to be
consistent with the explicit percentage in the legislation itself, this paper uses the 133% figure.

To avoid significant initial state costs, the Medicaid expansion will be 100% federally funded over the
first three years, with the match rate dropping to 90% Federal by calendar year 2020 and thereafter.
This effectively eliminates state costs for the program, other than potential administrative costs, over
the first three years and limits state costs even after the Federal match rate begins to drop.

The ACA made states' funding for their regular Medicaid programs contingent on the states
agreeing to the expansion. In other words, if a state chose not to expand Medicaid, that state would
lose the Federal match for its "regular" Medicaid program. As this would mean the loss of billions of
Federal support (about $9.0 billion in Federal Medicaid match in Michigan or alone), states would
have had little option but to expand.

The U.S. Supreme Court in June 2012 largely upheld the ACA. There was one key provision that
was struck down — the financial penalty to states that refused to expand Medicaid. Past Supreme
Court decisions allowed for Federal financial incentives that served as "nudges" (such as a 5%
reduction in Federal transportation funding to states that did not raise their drinking ages to 21). The
Supreme Court ruled that the threatened loss of 100% of Medicaid match revenue went beyond a
"nudge" and constituted "economic dragooning"”.

Therefore, states now have the option to decide whether to expand Medicaid. State governors have
announced varying decisions on this front, with the legislatures for the most part yet to weigh in.
The decision will be made via each state's budget process, but a more permanent decision could be
made through statutory legislation.



The Snyder Administration's Decision

On February 6, 2013, Governor Rick Snyder announced that his Administration would include
expansion of the Medicaid program in his proposed FY 2013-14 budget, which was released the
next day.

The Governor announced his support based on the goal of expanding insurance coverage and
reducing uncompensated care. Governor Snyder noted that there would be significant GF/GP
savings for the State in the initial years of the expansion as certain State-funded programs that
provide services to the expansion population would see savings. He proposed setting aside half of
those early savings in a fund to cover net GF/GP costs in the out years, when the 10% State match
would resultin net GF/GP costs. The Administration stated its belief that the fund would last through
fiscal year 2034-35, and concluded that the State would not see a net GF/GP cost from the
expansion for over 20 years.

The Basis of the Savings Projections

The Administration's belief that there would be significant initial GF/GP savings from the expansion
is tied to both expenditure and revenue issues. According to the Administration, there are three
main areas in which the State would see a reduction in GF/GP expenditures due to the expansion:

Community Mental Health (CMH) non-Medicaid Services: The State provides $274.1 million to local
CMH boards to cover the low-income population that is not eligible for Medicaid and also to pay for
non-Medicaid covered services. The Snyder Administration has estimated that $203.9 million of that
$274 .1 million is spent for Medicaid covered services for the population that would be eligible for
Medicaid expansion. Therefore, instead of that $203.9 million being a 100% State cost, it would
become a 100% Federal cost, resulting in full-year savings of $203.9 million GF/GP.

Termination of the Adult Benefits Waiver Program: The State operates a limited coverage capped
enroliment program that provides coverage to 35,000 people who are not otherwise eligible for
Medicaid. This population would be eligible for Medicaid expansion, so instead of $34.8 million in
State GF/GP money being spent to support the program, the costs would be picked up by the
Federal government, resulting in full-year savings of $34.8 million GF/GP.

Corrections Health Care: Individuals who are in large secure prison facilities are not eligible for
Medicaid. However, such a prisoner, if he or she meets categorical and income/asset eligibility
requirements, is Medicaid-eligible when outside the prison. Forinstance, such a person would be
covered by Medicaid if he or she were taken to an off-site hospital for surgery. The expansion would
result in roughly 80% of the prison population being Medicaid-eligible when off-site, thus resulting in
a large decrease in GF/GP prison medical costs. Furthermore, many parolees would become
eligible and would be covered, via expansion Medicaid, for parolee services such as mental health
and substance abuse services. The Snyder Administration estimated full-year savings of $32.3
million GF/GP.

The proposed budget also included much smaller savings from termination of a transitional Medicaid
program, savings on the Plan First program, and savings on certain public health services such as
immunization. In all cases, the costs would be shifted to the Federal government, resulting in
savings for the State of about $2.5 million GF/GP.



Health Insurance Claims Assessment

The HICA tax, which is a 1.0% tax on all paid health claims, was implemented on January 1, 2012.
The tax, which sunsets on December 31, 2013, was designed to raise $400.0 million to support the
Medicaid program. The HICA revenue is used to offset an equal amount of GF/GP revenue, thus
reducing GF/GP costs. The legislation includes a cap to prevent the HICA revenue from exceeding
$400.0 million adjusted for inflation. Reaching the cap has not been a problem, as revenue has
come in far below the assumption, at roughly $270.0 million per year.

The Snyder Administration has discussed either changing HICA to a flexible rate (set at the amount
necessary to bring in $400.0 million adjusted for inflation) or increasing the rate to 1.5%. In either
case, under present circumstances, the proposed change would result in HICA revenue of about
$400.0 million. As long as the "$400.0 million plus inflation" cap was in place, any additional
revenue above that amount would not offset GF/GP dollars, but rather would result in a lower
effective HICA tax rate.

Expansion of Medicaid would result in a large increase in the HICA tax base. With full-year
estimates of expansion expenditures in the range of $2.0 billion Gross, a 1.5% tax rate would
potentially result in a full-year increase in HICA revenue of $30.0 million above the $405.0 million
estimated revenue if the HICA rate were set at 1.5%. Even continuing the current 1.0% tax rate
(with a repeal of the sunset) would result in a full-year increase in HICA revenue of $20.0 million
above the estimated FY 2012-13 HICA revenue of $270.0 million.

This additional revenue would not be available if the State chose not to expand Medicaid, so
including the increased HICA revenue, if available, as a GF/GP offset is appropriate.

ELEMENTS OF A FISCAL ANALYSIS

Estimating the fiscal impact of a broad-based complex policy change such as Medicaid expansion is
a challenging task. The following is a discussion of the key elements of the fiscal analysis.

Estimating Costs

The cost of the health care portion of the program can be determined in a fairly straightforward
manner. The cost is the caseload multiplied by the per-member capitation rate paid to the entity
managing the care. The challenge is estimating the caseload and estimating the capitation rate.
The Administration did considerable work on the caseload front (described in the Appendix). In
effect, a consultant used income and demographic data to estimate how many people would be
eligible for the expansion.

A secondary consideration on the caseload side is the "woodwork effect", which is described at
greater length in the Appendix. In effect, the creation of the health exchanges and the tax penalty
charged to people without insurance will lead uninsured people to seek insurance through the health
exchanges created under the ACA. Some of these people will turn out to be eligible for regular
Medicaid or the Medicaid expansion and will be referred to those programs. These people in effect
will have "come out of the woodwork" and will increase the Medicaid caseload beyond what it would
be with just the expansion.



Estimating Savings

As described above, the three major savings items are transfer of most CMH non-Medicaid services
funding to the expansion program, termination of the Adult Benefits Waiver (ABW), and State
savings on Department of Corrections (DOC) health care services.

Of these, the termination of the ABW is the easiest to estimate, as the GF/GP funding for the
program is explicitly appropriated. The DOC health care costs are more difficult to estimate, as one
must estimate what percentage of the DOC population, both prisoners and parolees, would become
Medicaid-eligible.

The CMH savings are even more difficult to estimate. One must first exclude CMH non-Medicaid
spending on services that are not Medicaid-reimbursable, such as respite services, certain
prevention efforts, and jail diversion. After that, it is necessary to estimate the percentage of the
CMH non-Medicaid clientele that would be eligible for the Medicaid expansion.

Ancillary Issues

The cost of a Medicaid expansion for the State goes beyond the health care costs. One must
estimate administrative costs incurred by the Department of Community Health (which handles the
program) and the Department of Human Services (which handles eligibility).

There are also indirect GF/GP savings to the State from HICA. The expansion of health care
coverage would lead to an increase in claims paid by insurers, as the Medicaid expansion would be
handled through contracts with Medicaid health maintenance organizations (HMOs). The Medicaid
HMOs are subject to HICA; thus, HICA revenue could increase, offsetting GF/GP funding.

Another, more general issue, not reflected in this analysis is the match rate itself. While the
legislation makes clear that the Federal government will match 90% of eligible costs for eligible
clients from 2020 onward, some have expressed concern that the match rate could be changed by
Congress and the President at some future date, resulting in greater State costs.

Secondary Effects

Any significant legislation will have secondary effects, beyond the original goals of the legislation. In
the case of Medicaid expansion, the primary effects are greater health care coverage for low-income
individuals, considerable GF/GP savings in the early years, and eventual GF/GP net costs in the
later years. Secondary effects, tied to behavioral changes or economic impacts, are more difficult to
quantify.

One key secondary effect would be the impact on the economy, in particular State revenue, of
increased demand for health services. More demand would mean more jobs and more facilities,
leading to an increase in income, sales, and property tax revenue.

Another key effect would be the behavior of businesses in response to the incentives and
disincentives contained in the ACA. It is possible that some businesses will respond to various
insurance requirements by dropping insurance for their employees, assuming the employees will be
able to obtain insurance through the exchanges or through Medicaid. If that is the case, the
Medicaid expansion caseload could increase beyond the original forecast.



Long-Term Trends

One cannot look at just one or two years, especially given the change in the match rate and the
likely net GF/GP cost increase beginning several years after implementation. One has to estimate
how caseloads will change in the long term and, perhaps more importantly, how the costs and
savings will change over time. This requires an estimate of caseload growth and medical inflation.

THE SENATE FISCAL AGENCY ANALYSIS - ASSUMPTIONS

The SFA analysis of the fiscal impact of Medicaid expansion is similar to the Administration's
(described in the Appendix) in terms of approach: make justifiable assumptions about caseload,
cost per case, and savings; then extrapolate the data into future years.

In a general sense, the SFA agrees with the Administration on the central fiscal point: Medicaid
expansion would lead to large GF/GP savings in the first few years, with those savings eventually
being offset by net GF/GP costs. It would be many years before the total net GF/GP costs from
January 1, 2014, onward exceeded the total net GF/GP savings from January 1, 2014, onward. The
SFA's analysis, while accepting certain Administration research, works from its own set of
assumptions regarding caseload, cost per case, and other matters.

The main goal of this analysis is to provide the best estimate based on the most reasonable
assumptions. It must be noted that the assumptions themselves can vary significantly yet be
reasonable. This analysis also includes the fiscal impact based on what one could call the "best
case" and "worst case" reasonable assumptions.

Caseload Estimate

The SFA analysis accepts the Administration's base Medicaid expansion caseload numbers for
FY 2013-14, FY 2014-15, and FY 2015-16 of 320,956, 401,316, and 450,987, respectively. These
appear to be well-founded, based on work by an economist from the Massachusetts Institute of
Technology (MIT). While some may quibble with the "take-up" rate (the Administration's projection
that only 67% of those eligible would sign up in the first year), it is a moot point as the cost of the
program would be 100% Federal in the first three years.

The SFA goes beyond the base caseload to assume a "woodwork effect" that is twice of the
Administration's, and also assumes one-sixth of the woodwork effect Medicaid cases would be
Medicaid expansion cases. While this analysis was also done by the same MIT economist, at full
maturity the woodwork caseload for regular Medicaid and Medicaid expansion is about 33,000
cases, or 1.4% of total Medicaid cases. It seems likely, based on past experience, particularly with
the MIChild program (where some who applied turned out to be Medicaid-eligible rather than
MIChild-eligible), the percentage of those eligible for Medicaid yet not enrolled is greater than 1.4%.

Cost per Case

The SFA analysis accepts the Administration's initial cost of $5,116 per case for physical health built
into the FY 2013-14 budget and $5,178 per case built into the FY 2014-15 budget. The SFA does
have concerns, outlined below, based on the experience in Arizona. The SFA analysis uses a
higher number for behavioral health, starting at $1,300 per case in FY 2013-14, compared to the
Administration's $1,199.



Arizona's 2001 Expansion

The State of Arizona expanded coverage to childless adults up to 100% of the FPL under a
Medicaid waiverin 2001. A report by the Kaiser Commission on Medicaid and the Uninsured found
that the childless adults covered tended to be more similar to disabled adults than to Medicaid
parents, although they were younger than the disabled adults (source:
http://www .kff.org/medicaid/upload/8310.pdf). Disabled adults have significantly greater per-person
costs under Medicaid than the nondisabled adult parent population.

The report also found that the childless adults had more demand for mental health services than the
nondisabled adult parents, although not nearly as much demand as the disabled adults. One can
argue whether such trends are captured in the capitation rates estimated in Michigan, but there exist
some important data: Arizona's actual expenditures on this population.

Arizona's actual expenditures in FY 2010-11 (before enroliment was frozen by the State of Arizona)
on behavioral health services for nondisabled single adults were $483.9 million for 363,300 clients
(source: http://www.azleg.gov/jlbc/bhspending.pdf, Arizona Joint Legislative Budget Committee).
That equates to $1,332 per client for behavioral health. On the physical health side, expenditures
were $2,203.2 million for the same 363,300 clients (source:
http://www.azleg.gov/jlbc/AHCCCSHistoricalSpending.pdf, Arizona Joint Legislative Budget
Committee). That equates to $6,064 per client for physical health.

Given this experience, it seems prudent to increase the behavioral health cost. Increasing both
costs by 20% to roughly the Arizona amounts, adjusted for inflation between 2011 and 2014, is
reflected in the "worst case" analysis below.

Savings

The SFA accepts the Administration's estimates on CMH non-Medicaid savings, ABW savings, and
DOC savings, as well as the more minor savings.

Administrative Costs

The SFA accepts the Administration's estimate of $10.0 million GF/GP in administrative costs in
FY 2013-14 and $11.0 million GF/GP in administrative costs in subsequent years. These appear
to be reasonable estimates.

Match Rate Note

Because the match rates change on January 1 of each year (going from 100% to 95% on January 1,
2017, for instance), the fiscal year match rates are actually a blend: one quarter of the prior calendar
year rate and three quarters of the new calendar year rate. For instance, the match rate drops from
93% to 90% on January 1, 2020. For FY 2019-20, that drop leads to a blended match rate of
90.75%, which is the rate used in the analysis for FY 2019-20.

HICA Revenue

It is difficult to address the HICA issue. At present, the HICA rate is 1.0% through December 31,
2013, the day before the expansion would start. Revenue from HICA is capped at $400.0 million
plus inflation, though there is little chance of that cap being reached at a 1.0% rate.


http://www.kff.org/medicaid/upload/8310.pdf
http://www.azleg.gov/jlbc/bhspending.pdf
http://www.azleg.gov/jlbc/AHCCCSHistoricalSpending.pdf

The Administration has proposed a flexible HICA rate, one that would bring in $400.0 million,
adjusted for inflation. There has also been discussion of a flat 1.5% rate. It is not clear whether
such legislation would include removal of the cap or a large increase in it. Given that a 1.5% rate
would generate just over $400.0 million, the expansion, with a 1.5% HICA rate and the cap, would
not actually increase HICA revenue. A 1.5% rate with removal of the cap would bring in more
revenue, and continuing the 1.0% rate with or without the cap would bring in more revenue. Of
course, if no action is taken and HICA expires on December 31, 2013, there will be no revenue.

For the purposes of this analysis, it is assumed that HICA continues at the 1.0% rate in future years.
This actually produces a greater HICA fiscal benefit due to expansion than would a 1.5% rate with
the cap remaining in place. The HICA rate is applied to 84% of the amount spent on the expansion
population, as this is the Administration's estimate of what percentage of expenditures will be spent
on paid health claims subject to the tax.

Trending

The SFA assumes a 2.5% increase in cost per case from FY 2014-15 onward. This amount reflects
typical Medicaid cost growth per case over the last decade. Other medical cost inflation estimates
will be used in the best-case and worst-case scenarios. The SFA assumes a 2.0% per year
caseload growth from FY 2015-16 onward. This is similar to the Administration's assumption from
FY 2022-23 onward. Other caseload growth rate estimates will be used in the best-case and worst-
case scenarios.

The SFA also assumes that the DOC savings and the "other savings" would trend forward at 3.0%
per year. In other words, absent Medicaid expansion, DOC health care costs will increase by 3.0%
per year. This adjustment was not made to the CMH and ABW numbers, as the former is effectively
a block grant that has not been increased in years and the latter is a capped enroliment program.

The Health Savings Fund

This analysis does not take the Administration's approach of creating a Health Savings Fund. The
Administration proposed setting aside half of net expansion GF/GP savings in the Fund to help
cover out-year costs. (See Appendix for a fuller description.) This analysis is more focused on the
overall picture, that is, the cumulative effect of the expansion on Michigan's GF/GP spending over
the years. The next section includes an estimate, based on the assumptions listed above, of when
the proposed Fund would be exhausted.

THE SENATE FISCAL AGENCY ANALYSIS - RESULTS

The Basic Analysis

The summary of the SFA analysis through FY 2027-28 may be seen in Table 1. As the match rate
drops from 93% to 90% on January 1, 2020, GF/GP costs would exceed GF/GP savings beginning
in FY 2019-20. It is the SFA's conclusion, based on what the Agency believes to be the most
reasonable assumptions, that total net GF/GP costs from Medicaid expansion would exceed total
net GF/GP savings in FY 2027-28. For purposes of this analysis, the term "crossover point" will be
used to describe the fiscal year in which total net GF/GP costs from the expansion from January 1,
2014, onward would exceed total net GF/GP savings.




Table 1

MEDICAID EXPANSION COSTS AND SAVINGS
FIFTEEN YEAR PROJECTION

MEDICAID EXPANSION --

COSTS FY 2013-14 * FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21
Expansion match rate 100% 100% 100% 96.25% 94.25% 93.25% 90.75% 90%
Caseload including woodwork

effect cases 324,719 406,671 461,603 470,952 480,489 490,218 500,142 510,266
Average cost per case, physical

health $5,116 $5,178 $5,308 $5,440 $5,576 $5,716 $5,859 $6,005
Average cost per case,

behavioral health $1,300 $1,330 $1,363 $1,397 $1,432 $1,468 $1,505 $1,542
Total average cost per case $6,416 $6,508 $6,671 $6,838 $7,009 $7,184 $7,363 $7,548

Total Gross costs

Total GF/GP costs of expansion

GF/GP administrative costs

Total GF/GP Costs

$1,562,441,842

$0

$10,000,000

$10,000,000

$2,646,717,734

$0

$11,000,000

$11,000,000

$3,079,339,559

$

o

$11,000,000

$11,000,000

$3,220,248,018 $3,367,595,141 $3,521,674,822 $3,682,794,360

$120,759,301 $193,636,721 $237,713,050 $340,658,478

$11,000,000 $11,000,000 $11,000,000 $11,000,000

$131,759,301 $204,636,721 $248,713,050  $351,658,478

$3,851,275,069

$385,127,507

$11,000,000

$396,127,507

MEDICAID EXPANSION --
SAVINGS

CMH non-Medicaid savings

ABW savings

Corrections savings

Other savings

Total programmatic savings

HICA revenue (1.0% times 84%
of costs)

Total GF/GP savings in given

($152,931,100)

($26,104,500)

($24,212,200)

($1,972,200)

($205,220,000)

($13,124,500)

($203,908,100)

($34,806,000)

($32,282,900)

($2,629,600)

($273,626,600)

($22,232,400)

($203,908,100)

($34,806,000)

($33,251,400)

($2,708,488)

($274,673,988)

($25,866,500)

($203,908,100) ($203,908,100) ($203,908,100) ($203,908,100)

($34,806,000)  ($34,806,000)  ($34,806,000)  ($34,806,000)

($34,248,900)  ($35,276,400)  ($36,334,700)  ($37,424,700)

($2,789,743)  ($2,873,435)  ($2,959,638)  ($3,048,427)

($275,752,743) ($276,863,935) ($278,008,438) ($279,187,227)

($27,050,100)  ($28,287,800)  ($29,582,100)  ($30,935,500)

($203,908,100

($34,806,000

($38,547,400

($3,139,880

($280,401,380

($32,350,700

fiscal year ($218,344,500) ($295,859,000) ($300,540,488) ($302,802,843) ($305,151,735) ($307,590,538) ($310,122,727) ($312,752,080
Net GF/GP costs/(savings) in

given fiscal year ($208,344,500) ($284,859,000) ($289,540,488) ($171,043,542) ($100,515,014) ($58,877,487) $41,535,751 $83,375,427
Cumulative effect of expansion

on Michigan's total GF/GP

spending: ($208,344,500) ($493,203,500) ($782,743,988) ($953,787,530) ($1,054,302,544) ($1,113,180,032) ($1,071,644,281) ($988,268,854

Deposit into/(withdrawal from)
Health Savings Fund if one is
created and 1/2 of GF/GP
savings is deposited **
Cumulative amount of money in

Health SavingsFund at end of
fiscal year

$104,172,300

$104,172,300

$142,429,500

$246,601,800

$144,770,200

$391,372,000

$85,521,800 $50,257,500 $29,438,700 ($41,535,800)

$476,893,800  $527,151,300  $556,590,000  $515,054,200

($83,375,400

$431,678,800

* Program takes effect on January 1, 2014, so FY 2013-14 costs and savings cover 3/4ths of the fiscal year.

** GF/GP costs begin to exceed savings in FY 2019-20, so net GF/GP costs are withdrawn from fund beginning in that year.




Table 1 - continued

FIFTEEN YEAR PROJECTION

MEDICAID EXPANSION COSTS AND SAVINGS

MEDICAID EXPANSION --

COSTS FY 2021-22 FY 2022-23 FY 2023-24 FY 2024-25 FY 2025-26 FY 2026-27 FY 2027-28
Expansion match rate 90% 90% 90% 90% 90% 90% 90%
Caseload including woodwork

effect cases 520,593 531,128 541,753 552,588 563,640 574,912 586,411
Average cost per case, physical

health $6,155 $6,309 $6,467 $6,629 $6,794 $6,964 $7,138
Average cost per case,

behavioral health $1,581 $1,620 $1,661 $1,703 $1,745 $1,789 $1,833
Total average cost per case $7,736 $7,930 $8,128 $8,331 $8,539 $8,753 $8,972

Total Gross costs

Total GF/GP costs of expansion

GF/GP administrative costs

Total GF/GP Costs

$4,027,452,917

$402,745,292

$11,000,000

$413,745,292

$4,211,679,195

$421,167,919

$11,000,000

$432,167,919

$4,403,326,019

$440,332,602

$11,000,000

$451,332,602

$4,603,676,409

$460,367,641

$11,000,000

$471,367,641

$4,813,145,108

$481,314,511

$11,000,000

$492,314,511

$5,032,142,044

$503,214,204

$11,000,000

$514,214,204

$5,261,104,507

$526,110,451

$11,000,000

$537,110,451

MEDICAID EXPANSION --
SAVINGS

CMH non-Medicaid savings

ABW savings

Corrections savings

Other savings

Total programmatic savings

HICA revenue (1.0% times 84%
of costs)

Total GF/GP savings in given

($203,908,100)

($34,806,000)

($39,703,800)

($3,234,076)

($281,651,976)

($33,830,600)

($203,908,100)

($34,806,000)

($40,894,900)

($3,331,099)

($282,940,099)

($35,378,100)

($203,908,100)

($34,806,000)

($42,121,700)

($3,431,032)

($284,266,832)

($36,987,900)

($203,908,100)

($34,806,000)

($43,385,400)

($3,533,963)

($285,633,463)

($38,670,900)

($203,908,100)

($34,806,000)

($44,687,000)

($3,639,981)

($287,041,081)

($40,430,400)

($203,908,100)

($34,806,000)

($46,027,600)

($3,749,181)

($288,490,881)

($42,270,000)

($203,908,100
($34,806,000)
($47,408,400)

($3,861,656)

($289,984,156)

($44,193,300)

fiscal year ($315,482,576) ($318,318,199) ($321,254,732) ($324,304,363) ($327,471,481) ($330,760,881) ($334,177,456)
Net GF/GP costs/(savings) in

given fiscal year $98,262,715 $113,849,721 $130,077,870 $147,063,278 $164,843,029 $183,453,324 $202,932,994
Cumulative effect of expansion

on Michigan's total GF/GP

spending: ($890,006,138) ($776,156,417) ($646,078,547) ($499,015,269) ($334,172,239) ($150,718,916) $52,214,079

Deposit into/(withdrawal from)
Health Savings Fund if one is
created and 1/2 of GF/GP
savings is deposited **
Cumulative amount of money in

Health SavingsFund at end of
fiscal year

($98,262,700)

$333,416,100

($113,849,700)

$219,566,400

($130,077,900)

$89,488,500

($147,063,300)

($57,574,800)

* Program takes effect on January 1, 2014, so FY 2013-14 costs and savings cover 3/4ths of the fiscal year.

** GF/GP costs begin to exceed savings in FY 2019-20, so net GF/GP costs are withdrawn from fund beginning in that year.
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It should be noted that perhaps the key factor in this result is the HICA revenue. If HICA sunsets or
if HICA is raised to 1.5% with the cap remaining in place, there would be no GF/GP Medicaid
expansion benefit tied to HICA. If that one assumption is changed, the point at which total net
GF/GP costs from January 1, 2014, onward would exceed total net GF/GP savings is FY 2025-26.
On the other hand, if HICA is raised to 1.5% with the cap removed or significantly increased, then
the crossover point becomes FY 2028-29. The HICA assumption alone can make up to a three-year
difference in the estimated crossover point.

Under the 1.0% HICA assumption, the cumulative GF/GP savings reach their peak in FY 2018-19 at
$1.11 billion. They begin to decline as annual GF/GP costs exceed annual GF/GP savings. By FY
2027-28, annual costs exceed savings by $202.9 million GF/GP.

A net increase of $202.9 million GF/GP in FY 2027-28 over what may be spent without expansion
might seem large, but it should be considered in context. The analysis forecasts an excess of costs
over savings in FY 2027-28, 15 years from now. Annual GF/GP adjustments to Medicaid for
expenditures and changes in the regular Medicaid match rate are often in excess of $100.0 million.
There would be no net GF/GP cost over the first 14 years.

The Best-Case Scenario

The best-case scenario assumes a 1.5% HICA with the cap raised or removed, agrees with the
Administration's initial average cost and caseload numbers, and assumes 1.5% medical inflation
and a 1.5% caseload growth rate. In this case, the crossover point occurs in FY 2035-36. Much as
is the case with the basic analysis, the estimate is highly dependent on the HICA rate. If the rate is
set at 1.5% and the cap is not removed (or if HICA sunsets), the crossover point shifts to FY 2029-30,
a difference of six years.

Overall, the best-case scenario is largely similar to the Administration's in terms of crossover point
and expenditure growth.

The Worst-Case Scenario

The worst-case scenario assumes either a 1.5% HICA with the current cap or a HICA sunset, thus
no net HICA revenue. It assumes a 3.0% inflation rate and a 3.0% caseload growth. Itassumes a
doubled woodwork effect. Finally, based on the Arizona experience, it assumes initial costs per
case similar to FY 2010-11 costs, adjusted for inflation, about 20% greater than those projected by
the Administration.

In this case, the crossover point occurs in FY 2022-23. If the HICA cap were raised and the rate set
at 1.5%, the crossover point would occur at the end of FY 2024-25.

Table 2 shows the assumptions and results for the regular analysis, the best-case, and the worst-
case scenarios.
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Table 2

COMPARISON OF THE ASSUMPTIONS IN THE ANALYSIS

Base Program Costs

FY 2013-14 caseload
FY 2014-15 caseload
FY 2015-16 caseload
Caseload growth rate after FY 2015-16

Initial FY 2013-14 average cost per case, physical healtt
FY 2014-15 average cost per case, physical health
Annual inflation rate

Initial FY 2013-14 average cost per case, behavioral hez
FY 2014-15 average cost per case, behavioral health
Annual inflation rate

Initial FY 2013-14 average cost per case, total
FY 2014-15 average cost per case, total

Savings

Mental Health Savings

FY 2013-14 (three quarters of fiscal year)
FY 2014-15 and beyond (full year)

ABW Savings (physical plus mental health)

FY 2013-14 (three quarters of fiscal year)
FY 2014-15 and beyond (full year)

Corrections Savings

FY 2013-14 (three quarters of fiscal year)
FY 2014-15 and beyond (full year)
Annual inflation rate on Corrections savings

Other Savings

FY 2013-14 (three quarters of fiscal year)
FY 2014-15 and beyond (full year)
Annual inflation rate on other savings
HICA Revenue

Effective HICA rate, FY 2013-14 and beyond

Senate Fiscal
Agency
Assumptions

324,719
406,671
461,603

2.00%

$5,116
$5,178
2.50%

$1,300
$1,330
2.50%

$6,416
$6,508

($152,931,100)
($203,908,100)

($26,104,500)
($34,806,000)

($24,212,200)
($32,282,900)
3.00%

($1,972,200)
($2,629,600)
3.00%

1.00%

Best
Case

Assumptions

320,956
401,316
450,987

1.50%

$5,116
$5,178
1.50%

$1,199
$1,087
1.50%

$6,315
$6,265

($152,931,100)
($203,908,100)

($26,104,500)
($34,806,000)

($24,212,200)
($32,282,900)
3.00%

($1,972,200)
($2,629,600)
3.00%

1.50%

*assumes 1.5% HICA rate with an increase or elimination of $400.0 million plus inflation cap
* *assumes sunset of HICA or a 1.5% HICA rate with no change in the cap, thus no HICA benefit from expansion

*

Worst
Case

Assumptions

328,481
412,025
472,220

3.00%

$6,100
$6,314
3.00%

$1,500
$1,540
3.00%

$7,600
$7,854

($152,931,100)
($203,908,100)

($26,104,500)
($34,806,000)

($24,212,200)
($32,282,900)
3.00%

($1,972,200)
($2,629,600)
3.00%

0.00%

*%
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Why the Best-Case and Worst-Case Scenarios are Extremes

The assumptions used in deriving the best- and worst-case scenarios are not inherently related.
Caseload growth is correlated with the overall economy but not specifically correlated with medical
inflation. The HICA decision is a policy decision not tied to inflation or economic indicators. The
initial cost per case is not tied to any of these factors either.

What all this lack of correlation means is that the best- and worst-case scenarios represent "drawing
to an inside straight”, in other words, all factors going as well as possible or as badly as possible.
While two of the four factors cited above may tilt in one direction with the others remaining stable (or
going the other way), it is unlikely that all four would tilt in one direction. Therefore, the best- and
worst-case scenarios are useful for delineating the plausible limits of the analysis, but do not in any
way represent a reasonably expected outcome.

The Health Savings Fund

The final row in Table 1 displays what is estimated to happen under the SFA analysis if half of the
GF/GP savings were deposited in a health savings fund, as Governor Snyder proposed. The fund
would build up to $556.6 million in FY 2018-19 before net GF/GP costs began to exceed net GF/GP
savings in FY 2019-20. After that point the fund would begin to be spent and would be exhausted in
FY 2024-25. This is different from the FY 2027-28 crossover point mentioned above because the
crossover point reflects the point at which the cumulative effect of the expansion on Michigan's
GF/GP spending would become zero. The health savings fund approach is a separate construct to
reserve some of the savings to cover future costs.

CAVEATS

HICA: As noted above, the policy on HICA probably has as much influence over this analysis as the
initial cost per enrollee, the caseload growth rate, or the inflation rate. The decision on HICA is a
policy decision largely independent of the decision on expanding Medicaid. Ironically, anincrease in
the HICA rate without a raise in the revenue cap would make the fiscal impact of the expansion
worse rather than better (although it would make the State's overall fiscal situation better, even
accounting for the lack of expansion revenue).

Woodwork Effect: This analysis assumes a greater woodwork effect than does the Administration'.
It is very difficult to estimate this effect — and it would be difficult to measure even after expansion
because people who show up at the exchange and get referred to Medicaid may have been headed
for Medicaid anyway, and the health exchange could just be the first place they tried. The woodwork
effect does not have a major impact on the cost estimate.

Behavioral Health Costs: The Administration assumed smaller initial behavioral health costs than
those built into the SFA analysis. Itis difficult to estimate the demand for behavioral health services
for the population that would be subject to the expansion. There is some anecdotal evidence
indicating that this population may prove to be high consumers of such services, perhaps with some
pent-up demand. At this point, these people do not have an entitlement to a full range of services,
with waiting lists for services not being uncommon. Therefore, this is perhaps the most
unpredictable initial cost.

Caseload Growth: Caseload growth in the regular Medicaid program is correlated with the
economy, but the overall trend has been slow growth except when the economy is very strong or
very weak. It is not certain what the underlying caseload growth would be.
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Medical Inflation: Medicaid cost per case has shown steady growth over the years. There is no
question there will be medical inflation, though its magnitude is difficult to forecast. Past experience
indicates that a 2% to 3% rate is most likely.

The Arizona Experience: While one should never overgeneralize based on one state with
significantly different demographics, the Arizona experience with an expansion to 100% of the FPL
indicates that the health care needs — and health care costs — for this population may be greater
than assumed by the Administration and the SFA. If this is the case and costs reflect the Arizona
averages (that is, are roughly 20% greater than assumed in the SFA analysis), then the crossover
point would change from FY 2027-28 to FY 2024-25.

SECONDARY EFFECTS AND OTHER CONSIDERATIONS

Arizona notwithstanding, the sort of expansion that is being proposed for the Medicaid Program has
never been tried on such a scale. It is impossible to determine the likelihood of any secondary
effects, let alone their magnitude.

Economic Benefits: As noted earlier, a $2.0 billion full-year increase in health care spending would
likely lead to more employment and economic activity in the State. The revenue impact of this is
difficult to estimate and leads to long standing discussions about opportunity cost; therefore, it was
not quantified in this analysis.

Business Behavior: Again, the structure of the penalties for businesses not offering health
insurance and the expanded coverage through Medicaid expansion and the exchanges may lead to
some businesses dropping insurance coverage. While this might happen to some degree whether
or not Michigan expands Medicaid, the expansion could make it more likely that some businesses
with a low wage scale would stop providing health insurance. If this resulted in a cascade effect,
with other businesses following suit, both the expansion Medicaid and the regular Medicaid
caseloads could increase well beyond expectations.

Federal Match Rate: The match rate is slated to drop to 90.0% in 2020. The Obama Administration
has unsuccessfully proposed a "blended" match rate, set between the "traditional" match rate for
regular Medicaid and the expansion match rate. Perhaps more notably, it has assumed savings
resulting from this change, which implies a net reduction in Federal support. Any significant
reduction in Federal support, whether through a blended rate or a reduction in the expansion match
rate, would render this analysis relatively meaningless.

CONCLUSION

Even in the worst-case scenario, the proposed expansion of Medicaid would result in large GF/GP
savings during the first five years, with net GF/GP costs from January 1, 2014, onward not
exceeding savings until the 10" year of the expansion. The SFA does not believe the worst-case
scenario to be likely, but it is important to use that example to illustrate how long the savings, even in
that case, would last.

The SFA believes that, assuming a continuation of HICA at 1.0%, the net total GF/GP costs from
January 1, 2014, onward would exceed the net total GF/GP savings realized in the 15" year of the
expansion, FY 2027-28. If the HICA revenue cannot be realized, either because of the sunset of
HICA or anincrease in HICA without an adjustment to the HICA cap, then the crossover point would
be FY 2025-26.
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The SFA has not addressed the Governor's proposed Health Savings Fund. It should be noted that
this is simply a way to capture the GF/GP savings to offset later net costs. This analysis looks at
global GF/GP savings and global GF/GP costs, so is fairly similar.

While the assumptions used can vary, particularly in regard to initial costs and caseload, HICA,
medical inflation, and caseload growth, the overall point does not change. In any of these cases,
expanding the Medicaid program would not result in any net GF/GP costs to the State in the short or
medium term.

The estimated savings would not provide a huge windfall in a $9.0 billion GF/GP budget, nor would
the net GF/GP costs in the out years cause a huge budget crisis in a decade or two. The fiscal
impact on the State as a whole, barring significant changes in the ACA, would not be trivial but
would not make or break the State's long-term finances.

As the SFA has stated more than once, the decision on whether to approve the Medicaid expansion
will be a matter of policy, not fiscal impact.
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Appendix

THE SNYDER ADMINISTRATION'S ANALYSIS OF MEDICAID EXPANSION

This paper was written not to critique the Snyder Administration's analysis of the expansion but
rather to offer a separate Senate Fiscal Agency analysis of the fiscal impact of the expansion. Itis
important, however, to outline the parameters of the Administration's analysis, as they provide an
excellent guide for how to estimate the costs and savings tied to the expansion.

Caseload and the "Woodwork Effect"

The Administration used an outside consultant to project the caseload, the "take-up" rate (the
percentage of those eligible who enroll in a given year), and the so-called "woodwork effect". The
consultant modeled the anticipated caseload based on population and income data and made
reasonable assumptions about the rate at which eligible people would enroll, with 67% of those
eligible assumed to enroll in FY 2013-14 and 84% in FY 2014-15, with the rate climbing to 94% in
FY 2015-16. It should be noted that the take-up rate in the first three years has no impact on the
fiscal analysis, as the Federal government would pay 100% of the cost in the first three years.

The Medicaid expansion caseload itself was projected to be just over 320,000 in FY 2013-14, just
over 400,000 in FY 2014-15, and climbing to over 450,000 in FY 2015-16, with slow growth after
that.

The "woodwork effect” refers to those who would approach the health exchanges to purchase
insurance but would be found to be eligible either for "regular" Medicaid or the Medicaid expansion.
In other words, there are people in this State who are eligible for Medicaid, or who would be eligible
for the Medicaid expansion, but who have not enrolled. The creation of the health exchanges and
the insurance mandate would lead some if not most of these people to come forward to seek
insurance, to avoid the tax penalty for not having insurance. If these people were actually eligible for
Medicaid (either the regular program or the expansion, if Michigan opted for the expansion), they
would be enrolled in Medicaid. Thus, there's the notion of new Medicaid enrollees "coming out of
the woodwork", or the "woodwork effect". These people would not be enrolled in Medicaid if not for
the ACA. To the extent that some of these people were eligible for expansion Medicaid, this
"woodwork effect" would represent an increased cost tied to expansion.

The Administration projected a comparatively slow take-up rate for the woodwork effect, with the
number increasing from just over 11,000 in FY 2013-14 to more than 31,000 in FY 2014-15. Itis not
clear how many of these are assumed to be expansion cases; it is likely that the vast majority would
be regular Medicaid cases.

Physical and Behavioral Health Costs

The Administration, in proposing an FY 2013-14 and FY 2014-15 budget for the Medicaid
expansion, included two line items, one for physical health services, and one for behavioral health
services.

The Administration proposed appropriating $1.23 billion in FY 2013-14 for physical health, to cover
an estimated 321,000 cases for three quarters of the year, or an annualized cost of $5,116 per case
for physical health. The proposal for FY 2014-15 included $2.08 billion to cover an estimated
401,000 cases, or a cost of $5,178 per case.
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On the behavioral health side, the Administration proposed appropriating $288.6 million for the
321,000 cases for three quarters, or $1,199 per case. The proposal for FY 2014-15 included $436.1
million for the 401,000 cases, or $1,087 per case.

In its analysis, the Administration projected costs per case forward, with an inflationary adjustment,
such that the cost per case for physical and behavioral health combined in FY 2022-23 would be
$6,655 per case. (Separate numbers for physical and behavioral health were not provided.) This
would represent a 0.76% per year inflationary increase between FY 2014-15 and FY 2022-23.

Savings due to Expansion

As noted above, the State would see considerable GF/GP savings if the Medicaid expansion were
implemented. The expansion population consumes considerable State resources, especially in
community mental health (CMH), the Adult Benefits Waiver, and Department of Corrections (DOC)
health care services.

The Administration estimated that about $65.2 million of the $273.1 million CMH non-Medicaid line
covers non-Medicaid reimbursable services or individuals who would not be eligible for the Medicaid
expansion. The majority of this, $35.8 million, is for services that Medicaid does not reimburse, such
as some transportation services, respite care, certain prevention services, and jail diversion. The
remainder, $29.4 million, reflects the projection that 14.9% of the clientele were people who would
not be eligible for the expansion due to income. The Administration chose to assume that almost
$70.0 million would be left in the line and projected full-year GF/GP savings of $203.9 million
($152.9 million over the last three quarters of FY 2013-14).

As noted previously, the Administration assumed termination of the Adult Benefits Waiver (savings
of $34.8 million GF/GP full year), reduction in DOC health care costs (savings of $32.3 million
GF/GP full year), and other minor savings of $2.5 million GF/GP.

Administrative Costs

The Administration used the administrative costs of the regular Medicaid program as a percentage
of expenditures to forecast administrative costs for the Medicaid expansion. It estimated a $10.0
million GF/GP cost in the first year, with that increasing to an $11.0 million GF/GP cost in
subsequent years. Part of these costs would be realized in the Department of Human Services
(DHS) as the DHS handles enroliment, though, for now, the administrative costs were reflected in
the proposed FY 2013-14 DCH budget.

Increased HICA Revenue

The Administration projected increased Health Insurance Claims Assessment (HICA) revenue tied
to the expansion, assuming a 1.5% rate and implicitly assumes removal of or an increase in the
revenue cap to ensure full capture of the revenue. The assumption was $10.7 million in HICA
revenue offsetting GF/GP in FY 2013-14, with that climbing to $11.9 million in FY 2014-15 and
continuing to increase in subsequent years.

Net Savings
Once these items are combined, it is apparent that the Administration is projecting a very large net

savings in the early years of expansion: $205.9 million in GF/GP savings in FY 2013-14, with that
increasing to a full-year savings amount of $274.5 million in FY 2014-15.
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The Reduced Match Rate

In calendar year 2017, the match rate drops from 100% Federal to 95%. It then drops to 94% in
2018, 93% in 2019, and 90% in 2020 and thereafter. Once the rate drops below 100%, the State
starts facing costs to support the program. The Administration's analysis forecasts GF/GP costs
from the State match requirement of $99.8 million in FY 2016-17, $158.0 million in FY 2017-18,
$190.8 million in FY 2018-19, $269.7 million in FY 2019-20, and $300.8 million in FY 2020-21.

Savings versus Costs

The Administration estimates that, during FY 2019-20, the GF/GP costs of the expansion would be nearly
equal to the GF/GP savings from the expansion, and would slightly exceed the savings in FY 2020-21. In
subsequent years the costs would exceed the savings, and by FY 2031-32 the Administration
estimates that the costs would exceed the savings by $100.2 million GF/GP.

The Health Savings Fund

Due to the significant savings in the early years, and the out-year costs, the Administration has
proposed creation of a "Health Savings Fund", to set aside 50% of the estimated savings over the
first seven years of the expansion, with that funding being used to cover the net increased costs in
the years after FY 2019-20. This would be a way to assure that there was funding available to cover
the increased costs for a number of years after the costs exceeded savings. In effect, it represents
setting aside the savings in a Medicaid "rainy day fund" to offset costs years down the road.

The Administration estimates a deposit of $103.0 million in the Fund in FY 2013-14, with future
deposits over the subsequent six years leading to maximum funding of $574.9 million in FY 2019-20.
The Administration then forecasts money from the Fund being used to offset costs, with the Fund
being zeroed out in FY 2034-35.
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