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Executive Summary

InJune 2012, the U.S. Supreme Court upheld most of the Patient Protection and Affordable Care Act
(ACA) except for the requirement that states expand Medicaid to anyone earning less than 138% of the
federal poverty level (FPL)! or risk losing federal support for their base Medicaid program. The result of
this ruling is that Medicaid expansion is optional for the states, triggering assessments throughout the
country of both the budgetary and economic impacts of Medicaid expansion.

The Colorado Health Foundation engaged Charles Brown Consulting, Inc. to conduct an analysis of the
full economic and state budgetary impacts to Colorado of the state’s decision to either fully expand
Medicaid eligibility in accordance with ACA or maintain its current Medicaid eligibility. An advisory group
made up of health policy, business and economic experts provided guidance and input to the analysis.
The study, providing a comprehensive analysis of Medicaid expansion in Colorado, has found the
following economic and budgetary impacts for the state:

e InFY 2025-26, the last year of the study period, a comparison of the ‘no expansion’ and ‘full
expansion’ options shows that the following economic impacts will occur as a result of the
decision to fully expand Medicaid:

0 The economy, as measured by state gross domestic product (GDP), will be 0.74% larger
than if Colorado does not expand its Medicaid program. Expansion will result in just
under $4.4 billion in additional state economic activity.

0 Average household earnings will be S608 higher with full Medicaid expansion compared
to no expansion.

0 Colorado will have 22,388 more jobs if the state fully expands Medicaid. Of these jobs,
14,357 will be created in the first 18 months following expansion. Medicaid expansion
could result in as much as a 20% increase over projected baseline employment growth
in the eighteen months following Medicaid expansion.

0 While Medicaid expansion is not free, the combination of federal support for expansion
populations and state savings in programs makes full expansion less costly to the
General Fund than no expansion until FY 2020-21.

0 Over the period of the analysis, state General Fund appropriations will be a cumulative
$133.8 million less for full Medicaid expansion than if the state chose not to expand.

O The larger economy that will result from Medicaid expansion will generate more state
tax revenue without an increase in tax rates. In FY 2025-26, tax revenue is projected to
be $128 million higher due to a decision to expand Medicaid. In each year, the
combination of the additional revenue generated from the larger economy and savings
in other General Fund funded programs is sufficient to fund the state’s share of the cost
of Medicaid expansion.

! The Federal Poverty Level was adopted in 1965 and defined as three times the cost of an economy food plan based on family
size. Since 1969 the income thresholds which determine poverty level have been adjusted upwards annually with Consumer
Price Index (CPI). For 2012 FPL income level is $11,170 for an individual and $3,960 for each additional member of the
household. FPL for a family of four was $23,050. A threshold of 138% of FPL is 38% higher than these annual cash income
amounts, or $15,415 for an individual and $31,809 for a family of 4.



e Compared to no expansion, Medicaid expansion will add an additional 275,000 Coloradans to
Medicaid enrollment by FY 2025-26. Those added to Medicaid insurance include 209,000 newly
eligible adults without dependent children, 44,000 newly eligible parents, and an additional
22,000 currently eligible but not enrolled children and parents.

e Medicaid expansion will reduce the number of uninsured non-elderly Coloradans by 189,000 by
FY 2025-26 and reduce the percentage of uninsured in the non-elderly population from 11.1% to
7.7% compared with non-expansion.

The Economic Impact of Medicaid Expansion

Policy changes, particularly those that significantly change spending patterns, have economic impacts
that reach beyond the state’s budget. The decision to expand Medicaid, largely because of the
significant inflow of federal funds to the state, will have a positive impact on the state’s economy. That
is, the Colorado economy will be larger as a result of the decision to expand Medicaid.

We assessed the magnitude of the increased economic activity with a multiplier model built with
Colorado-specific Regional Input-Output Modeling System (RIMS II) multipliers from the US Bureau of
Economic Analysis. Multiplier studies fully quantify all of the re-spending effects from an infusion of
dollars into the economy. For example, an additional dollar of Medicaid spending creates more hospital
revenue. Hospitals in turn order more medical supplies, creating more revenue at hospital supply
companies. Hospital supply companies then hire more workers, creating more household income that
perhaps is spent at restaurants, and as a result the restaurant workers have more income. This process
continues, creating a multiplicative effect on economic activity in the state. For this study, we quantified
the multiplicative effect on total state output as measured by state GDP, household earnings and
employment.

In the case of Medicaid expansion, there are myriad impacts, both positive and offsetting, that taken
together characterize the total economic impact on the state. In this study the following impacts were
considered:

e Factors leading to a positive economic impact
0 The infusion of federal Medicaid dollars
0 Theincrease in state Medicaid spending
0 Changes in household spending patterns, largely related to spending that newly
Medicaid eligible households can redirect from out of pocket health care spending to
other household spending
e Factors that offset the positive economic impact
0 Reduction in state and federal spending in programs for which there are reduced needs
due to Medicaid expansion
0 Reductions in household spending for out of pocket medical expenses
0 Reduction in household spending associated with financing the state’s share of the cost
of Medicaid expansion



Taken together, and analyzed with a multiplier model, the combined impact of all these factors results in
the finding that the Colorado economy will be larger in the year 2025 whether the state opts to expand
Medicaid or not, simply because the ACA will drive additional health care spending. However, the
decision to expand Medicaid results in a larger economy than a decision not to expand. This is the case
for every year between 2014, the date of expansion, and FY 2025-26, the end of the study period. And,
it is the case for every economic indicator: state GDP, household earnings and employment. In the year
FY 2025-26, the decision to expand Medicaid results in:

e 22,388 more jobs in FY 2025-26. Of these jobs, 14,357 will be created in the first 18 months
following expansion.

e A state economy, as measured by state gross domestic product (GDP), which is 0.74% larger
than it would be without expansion. Expansion will result in just under $4.4 billion in additional
state economic activity in FY 2025-26.

e Average household earnings that are $608 higher with Medicaid expansion.

From a fiscal perspective, the larger Colorado economy has one additional effect. Greater economic
activity generates additional state tax revenue without an increase in tax rates. In the state fiscal year
2025-26, the larger economy that will result from Medicaid expansion is estimated to generate $128
million more in state tax revenues than if the state chooses not to expand. In each year of the study, the
additional tax revenue generated from the larger economy combined with savings elsewhere in the
General Fund budget are sufficient to pay for the state General Fund share of the cost of expansion.

State Budget Impact

Even if Colorado chooses not to expand its Medicaid program, enrollments in the program are expected
to grow due to other provisions of the ACA. This increase results from enrollment by individuals who are
currently qualified to receive Medicaid benefits but not currently enrolled in the program. Eligible but
not enrolled individuals are projected to become enrolled for the following reasons:

e The individual mandate provision of the ACA requires everyone be insured

e Some individuals seeking to obtain coverage through insurance exchanges will discover they are
Medicaid eligible

e Reduction in employer-sponsored insurance in response to ACA’s other provisions

e Increased use of part-time employees ineligible for employer-sponsored insurance by employers

Because of these currently eligible but not enrolled populations, state appropriations for Medicaid will
rise regardless of whether the state decides to fully expand Medicaid eligibility. For this reason, the
analysis focuses on the difference in cost to the state between the no expansion and full expansion
options.2

Expanding Medicaid eligibility in Colorado will directly impact the state’s Medicaid budget. As an offset,
it will also generate savings in other programs receiving General Fund appropriations that currently

? Colorado currently finances its share of the Medicaid program through General Fund appropriations and a Hospital Provider
Fee that pays for the costs of specific Medicaid populations. The Hospital Provider Fee is collected by the state, utilized to
“draw down” federal matching funds, and fees paid are then returned to hospitals along with the federal matching funds.



serve populations that will be newly qualified for Medicaid. Specifically, state General Fund budgetary
impacts will occur in four areas:

e Costs of newly eligible expansion populations
e Costs of currently eligible new enrollees
e Administrative costs

e Savings in other departments that otherwise serve populations newly eligible for Medicaid?,

such as:
0 The Old Age Pension medical program
0 The Community Mental Health program
O The Drug and Alcohol Abuse Treatment program
0 Offsite inpatient hospitalization treatment costs for the Colorado Department of

Corrections

Compared to the no-expansion option, Medicaid expansion will be less costly for Colorado’s General
Fund budget through FY 2020-21, and then become slightly more costly in future years. Figure A shows
the annual net cost impact of full Medicaid expansion to the General Fund. Despite the somewhat
higher costs in later years, for the period from FY 2013-14 through FY 2025-26, the cumulative net
General Fund cost of full expansion is $133.8 million lower than the cost of no expansion.

* In addition to General Fund savings, Hospital Provider Fee financing will be reduced for the first few years due to the
enhanced federal match for two populations currently being financed by the Hospital Provider Fee, as well as Indigent Care
(CICP) and Supplemental Hospital Payments currently funded by the Hospital Provider Fee.



Figure A
Net General Fund Costs

Net General Fund Costs, Full Expansion Less No Expansion
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Federal Expenditures

Medicaid eligibility expansion will be funded primarily by federal funds for the full cost of expansion
population in 2014 through 2016, a share that will decline over several years to 90% in 2020 and future
years. Figure B shows the annual federal funds impact of the no-expansion and full-expansion options
over current law. If Colorado does not expand Medicaid eligibility, those in the 100% to 138% FPL range
will be eligible for federal subsidies to purchase insurance in the exchange. Although they do not factor
into the state budget as Medicaid does, we forecast their value for the economic impact analysis.



Figure B
Federal Funding

Comparison of Net Federal Funds for No Expansion and Full Expansion
(net federal funds include federal savings from other programs as well as exchange subsidies)
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Other Policy Options for Funding Expansion of Medicaid

Throughout the analysis of the budgetary and economic impacts of Medicaid expansion, we assumed
current law as written. With respect to the state budget, this assumption means that the responsibility
to pay for the state’s share of Medicaid expansion will be a responsibility of the General Fund. There
are, perhaps, other options for meeting the state’s responsibility for Medicaid expansion.

The first option is to use the Hospital Provider Fee, which was used for a previous Medicaid expansion.
Beginning in 2010, the state expanded Medicaid largely to parents earning between 60% and 100% FPL
and adults without dependent children earning up to 10% FPL capped at 10,000 enrollees. The 50% state
share for this expansion was funded with the Hospital Provider Fee. Starting in 2014, these expansion
populations will be eligible for enhanced federal matching dollars, reducing the burden on the Hospital
Provider Fee and freeing up capacity to fund further expansion populations. This would, however,

require a change to state law.



Another option is to capture excess savings in other General Fund programs and reserve them for future
spending for expansion. In the model, savings are assumed to cover expansion costs in any given budget
year, but in the early years of the analysis when savings exceed the state’s responsibility for expansion,
we do not assume that those savings are reserved for future years.

And finally, we did not assume specific efficiencies to the Medicaid program which may bend the cost
curve. Implementing efficiencies such as delivery, payment and benefit reforms may stretch health care
dollars and reduce the cost burden on the state General Fund.
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