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APPENDIX ON METHODOLOGY

In each of the sixteen state reports that follow, we utilize data from several different sources to
estimate the effects of health insurance reform on state and local governments. Two important
components of these effects are the reduction in employee health insurance premiums that would
result from an elimination of the “hidden tax” on state and local government employees’ health
insurance premiums and the cost of the Medicaid expansion to individuals with incomes of less
than 133 percent of the FPL. In this section, we discuss our methodology for estimating the
impact of both of these components and also describe our key data sources.

A. Estimating the Savings to State and Local Governments from Reduction of the “ Hidden Tax”

Individuals without health insurance receive a significant amount of uncompensated care from
hospitals and from other health care providers. Much of the cost of this care is then passed on to
those with private health insurance in the form of higher prices for health care services, with this
ultimately translating into higher health insurance premiums. Because state and local
governments provide health insurance to most of their 19.4 million employees, this “hidden tax”
results in higher costs for state and local governments. By extending health insurance to the
uninsured, health insurance reform would lower these costs to state and local governments.

To estimate the magnitude of this effect for each state, we begin with the results from recent
research by Hadley et al (2008), which indicates that $14.1 billion of this uncompensated care
for the uninsured was not funded through government sources and thus would plausibly lead to
higher premiums for individuals with private health insurance. We then divide this number by
the 45.7 million uninsured U.S. residents® to obtain an average of $309 in uncompensated care
costs per uninsured person. We then multiply this cost by our estimate of the number of non-
elderly uninsured U.S. citizens and legal residents in each state.” Finally, we multiply this
estimate of total uncompensated care costs in each state by the share of employment accounted
for by state and local government workers to estimate the total savings to state and local
governments from reduced health insurance premiums.'*

B. Estimating the Costs of the Medicaid Expansion

Health insurance reform as currently proposed in draft legislation would expand Medicaid to
uninsured individuals with incomes of less than 133 percent of the federal poverty line (FPL). To
estimate the number of uninsured individuals who would become eligible for Medicaid in each
state, we utilized data from the March 2008 Current Population Survey, which contains
individual-level data on income, poverty, and health insurance coverage for a large sample of
U.S. residents.

¥ New data from the Census indicate that the number of uninsured individuals increased to 46.3 million in 2008.

® We exclude undocumented immigrants from this calculation as they would not be eligible to obtain health
insurance through Medicaid or through the exchange as a result of reform.

1% Our 2007 employment data for state and local governments comes from the U.S. Census Bureau. Raw data is
located at: http://www.census.gov/govs/apes/index.html. To calculate the share of employment accounted for by
state and local employees, we divide the number of employees working for state and local governments by the total
number of employees, taken from the March 2008 CPS.
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We define individuals in the survey as uninsured if they do not report coverage from either
private or public (e.g. Medicare, Medicaid, or military health care) health insurance. We combine
these data with information on the ratio of each survey respondent’s family income to the FPL to
estimate the number who are both uninsured and who are in families with incomes of less than
133 percent of the FPL."' It is this group that would be potentially eligible for Medicaid as a
result of health insurance reform. Uninsured individuals with family incomes above 133 percent
of the FPL would be eligible for health insurance through the exchange.

In Table 1 of each state’s report, we provide detailed information on the health insurance
coverage of children (defined as ages 0 through 18 inclusive) and non-elderly adults residing in
the state. We differentiate between those with high and low incomes (above and below 133
percent of the FPL, respectively) and place each individual into one of four mutually exclusive
insurance categories: uninsured, privately insured, Medicaid, and Medicare / VA / TRICARE."

In Table 2 of each state’s report, in which we summarize our estimates of the cost of the
Medicaid expansion, we list the estimated number of low-income uninsured adults and children
residing in each state who are U.S. citizens or legal residents. We exclude undocumented
immigraglts because they would not be eligible for Medicaid as a result of health insurance
reform.

We next combine this estimate with data from the Centers for Medicare and Medicaid Services
(CMS) regarding average Medicaid spending per recipient in each state. More specifically, we
use the data that is available from the CMS Medicaid Statistical Information State Summary
Datamart (http://msis.cms.hhs.gov/). We consider Medicaid spending for recipients who are not
disabled, not dually eligible for Medicare, and who have a basis of eligibility (BOE) as either
children (ages 0 to 18) or non-elderly adults (ages 19 to 64). We use the default settings of all
other variables. Most states have data from 2007, although some states have data only for 2006
or (in one case) 2004. We adjust all numbers to a 2007 baseline using the average annual rate of
Medicaid expenditure growth of 7.2 percent from 2006 to 2007."*

" The categorical variable “povll” in the March 2008 CPS takes on one of fourteen values depending on the ratio of
the family’s income to the poverty line. Those in one of the four lowest categories (0 to 49 percent up to 100 to 124
percent) are defined as being below 133 percent of the FPL. One of the categories for this variable is 125 to 149
percent of the FPL. For this group, we divide their reported family income by the state-specific (the value for
Alsaska and Hawaii is different from other states) poverty guidelines that pertain to their family size and structure
from http://aspe.hhs.gov/poverty/08fedreg.htm to determine whether they are below 133 percent of the FPL.

12 Some individuals report multiple sources of health insurance coverage. If a person reports Medicare, VA, or
TRICARE, then we place him or her in that category. If the person does not report coverage from any of these
sources but reports that they were covered by Medicaid, he or she is placed in the Medicaid category. Individuals are
placed into the private health insurance category if they report private health insurance coverage but do not report
public health insurance coverage. Uninsured individuals are those who do not report coverage from any private or
public source.

P We rely on estimates from Jeffrey Passel at the Pew Hispanic Center regarding the number of undocumented
immigrants in each state. See Passel and Cohn’s “A Portrait of Undocumented Immigrants in the U.S.” at
http://pewresearch.org/pubs/1190/portrait-unauthorized-immigrants-states for a description of their methodology,
which accounts for under-sampling of undocumented immigrants in the CPS.

' See http://www.cms.hhs.gov/NationalHealthExpendData/downloads/highlights.pdf.
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We then multiply these values for average Medicaid spending in each state by 1.20 to account
for the fact that disabled individuals typically have higher health care costs than the non-
disabled. For example, disabled Medicaid recipients have average program expenditures that are
approximately five times greater than similarly aged non-disabled Medicaid recipients.
Furthermore, approximately five percent of uninsured individuals report in the March 2008 CPS
that they are disabled. If the same five-to-one spending ratio would hold for disabled and non-
disabled uninsured individuals when they became eligible for Medicaid, then on average costs
would be twenty percent greater than implied by the average for the non-disabled."

We then multiply the estimated state-specific number of low-income, uninsured U.S. citizens and
legal residents in each age group by the corresponding state-specific average Medicaid spending
to estimate the average costs of the Medicaid expansion. The key assumption of this approach is
that average Medicaid spending per uninsured individual would be equal to average Medicaid
spending for current recipients. It also assumes that only the uninsured would enroll, and thus
that the expansion would not “crowd out” health insurance from other sources.

" It is perhaps most useful to explain this with an example. Suppose that, on average, annual Medicaid spending for
non-disabled adults in a state was $2,000 per year and for disabled adults in the same state it was $10,000 per year.
If five percent of individuals were disabled, then average annual costs would be $2,400, which is twenty percent
greater than the non-disabled average of $2,000 per year.
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ARKANSAS

Health insurance reform as currently proposed in both the House Tri-Committee and in the
Senate HELP Committee would ensure that virtually all Americans receive health insurance.
This memo explores the likely effects of this reform on the budget of the state of Arkansas and
its local governments.

Arkansas subsidizes small businesses to offer their employees health insurance and both the state
and local governments provide direct services to the uninsured. In addition, the state and local
governments indirectly pay for uncompensated care through higher insurance premiums for
government employees. On each of these fronts, the reform would save money for the state and
local governments. On the other hand, the reform calls for an expansion in Medicaid for all
individuals under 133 percent of the federal poverty line (FPL).

Our findings, which we summarize below, indicate that Arkansas and its local governments
currently spend at least $23 million on care for the uninsured. Because this is a lower bound of
such expenditures, we estimate that at least that much would be saved by current reform
proposals. We estimate that the total annual cost of the Medicaid expansion to Arkansas’
143,713 low-income uninsured individuals would be $204 million (in 2007 dollars).'® After
initially sharing none of that cost, Arkansas’ share with a 90 percent FMAP would be $20
million. Thus health insurance reform would provide a substantial financial benefit to the state of
Arkansas and its local governments.

A. Current State and Local Expenditures on Health Care for the Uninsured

The state and local governments of Arkansas would benefit fiscally from health insurance reform
because they currently spend money encouraging individuals to become insured, treating the
uninsured, and providing uncompensated care. Health insurance reform would reduce each of
these costs and would have additional financial benefits for Arkansas’ private hospitals and other
health care providers, which bear heavy costs for providing care to Arkansas’ residents who are
not insured. These and other uncompensated care costs are passed on to the privately insured,
including the employees of state and local governments in Arkansas.

The following is a summary of some of the savings that Arkansas and its local governments
could expect from health insurance reform.

e ARHealthnet: ARHealthnet is a group health insurance program for small to medium
businesses (two to 500 employees) that have not offered insurance for 12 months (Arkansas
Department of Human Services, 2009). Benefits are limited and premiums are subsidized for
employees under 200 percent of the FPL (RWIJF, 2009). In 2007, the first year of operations,
the state spent $781,000 on the program. Costs are expected to grow significantly as the
program expands (Arkansas Tobacco Settlement Commission, 2008). It is reasonable to
assume that under health insurance reform Arkansas would recover a substantial amount of
what they currently spend on ARHealthnet. Under current reform proposals, small businesses

16 The estimated number of low-income uninsured individuals excludes undocumented residents, who would not be
eligible for Medicaid as a result of health insurance reform.
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B. A Shapshot of Health Insurance Coverage for Non-Elderly Residents of Vermont

A brief snapshot of insurance coverage in the state helps illustrate the fiscal and coverage impact
of national health insurance reform. Table 1 shows the insurance status of Vermont’s non-elderly
residents during the 2007 calendar year, broken down by poverty status and by age groups.”
These estimates suggest that there are roughly 14,600 uninsured adults and 7,900 uninsured
children in Vermont with family incomes below 133 percent of the FPL.

As the table shows, the majority of uninsured individuals (70 percent) in Vermont has incomes
above 133 percent of the FPL, and would therefore qualify for health insurance through the
exchange rather than through Medicaid. The state of Vermont would not be responsible for any
of the financing for this group.

Table 1: Total Estimated Non-Elderly Population of Vermont
, Private - Medicare, VA,
Poverty Status Uninsured I nsur ance Medicaid of TRICARE

Adults >133% FPL 42,565 254,191 28,302 18,641
(19-64) <133% FPL 14,587 13,631 16,942 6,784
Children > 133% FPL 9,621 69,679 25,387 5,147
(0-18) <133% FPL 7,881 1,202 14,928 0
Note: Data from the March 2008 CPS. Uninsured individuals report having no form of insurance. See the technical appendix for
a further discussion of the data used and CEA’s methodology with respect to poverty and insurance status classification.
Number of observations in the CPS for Vermont: 1,556.

C. Estimated Costs to the Sate of Vermont from the Medicaid Expansions

Table 2 lists the estimated number of legal, non-elderly residents in Vermont with incomes of
less than 133 percent of the FPL who would become eligible for Medicaid under the proposed
legislation. The table also presents the projected costs of extending Medicaid to these
individuals. These estimates suggest that the total cost of this expansion would be $68 million
per year. With an FMAP of 90 percent, the annual cost to the state would be $6.8 million. We
consider a 90 percent FMAP because it is the one scheduled to take effect in 2017 in current
draft legislation, though we recognize that this could change as the legislation moves forward.

Table 2: Uninsured, L ow-Income, L egal, and Non-Elderly Population of Vermont

Number of Legal Cost of Cost per Codt to State
. & Medicaid P State with 90%
Uninsured Below ! New .
Expansion Population FMAP
133% FPL - Enrollee s
($ millions) ($ millions)
é‘;‘_ﬂgj) 14,514 49 $3,377
Children 621,254 $6.8
(18 and unden) 7,744 19 $2,487

Note: Data from the March 2008 CPS. Uninsured individuals report having no form of health insurance. See the technical
appendix for a further discussion of the data used and CEA’s methodology with respect to poverty and insurance status
classification. These data exclude undocumented residents; estimates come from Passel and are described in the appendix.

73 This table indicates that there were 0 children in Vermont with incomes of less than 133 percent of poverty in the
Medicare, VA, or TRICARE category. This presumably reflects sampling error, whereby there were no children in
the March 2008 CPS sample selected from Vermont with these characteristics.
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D. Bottom Line for Vermont

Table 3 shows the net impact for the Vermont state budget of health insurance reform. It shows
the likely cost of the Medicaid expansion under three FMAP matching rates — current, 90 percent
and 100 percent. It then shows the identifiable savings from reducing uncompensated care. As
the following table shows, those savings would more than offset the cost of the Medicaid
expansion described above if a 90 percent FMAP were in effect, as is proposed in current draft
legislation. Moreover, these other savings would offset nearly 75 percent of the cost even if the
current FMAP of 58.73 percent was used.”

Table 3: Financial Impact of Health | nsurance Reform on
State and L ocal Governmentsin Vermont ($ millions)

Component Current FMAP 90% FMAP 100% FMAP
Medicaid Expansion -28.1 -6.8 0.0
Catamount Health +10.2 +10.2 +10.2
VHAP Expansion +7.3 +7.3 +7.3
Hidden Tax +3.3 +3.3 +3.3
Net Effect for Vermont -7.3 +14.0 +20.8

This table likely understates the benefits to the state of Vermont and its local governments for at
least three additional reasons. First, it does not include savings that would result from reductions
in other state and local programs not listed above that finance health care for the uninsured.
Second, it ignores the increase in tax revenue that would result from reform-induced increases in
the efficiency of the labor market, including a reduction in “job lock.” And finally, it does not
include the benefits of reductions in health care spending that would result from more
coordinated care. At present, many individuals transition in and out of health insurance, leading
to inefficient care delivery including more care in emergency rooms.

™ CEA recognizes that not all of the costs from some of these programs will be saved under health insurance reform,
and thus our calculations are not exact. State and local governments retain the discretion to offer subsidized care
programs to their residents. Additionally, some of the individuals covered by these programs are undocumented
immigrants who would not obtain health insurance as a result of reform. However, given that the programs analyzed
here are not exhaustive of all uncompensated care spending in the state, this table is meant to be illustrative of a
conservative estimate of the potential cost savings Vermont can expect to see from health insurance reform.
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WYOMING

Health insurance reform as currently proposed in both the House Tri-Committee and in the
Senate HELP Committee would ensure that virtually all Americans receive health insurance.
This memo explores the likely effects of this reform on the budget of the state of Wyoming and
its local governments.

Wyoming and its local governments subsidize individuals to obtain health insurance and provide
direct services to the uninsured. In addition, the state and local governments indirectly pay for
uncompensated care through higher insurance premiums for government employees. On each of
these fronts, the reform would save money for the state and local governments. On the other
hand, the reform calls for an expansion in Medicaid for all individuals under 133 percent of the
federal poverty line (FPL).

Our findings, which we summarize below, indicate that Wyoming and its local governments
currently spend at least $11.4 million on care for the uninsured. Because this is a lower bound of
such expenditures, we estimate that at least that much would be saved by current reform
proposals. We estimate that the total annual cost of the Medicaid expansion to Wyoming’s
25,645 low-income uninsured individuals would be $106 million (in 2007 dollars).”” After
initially sharing none of that cost, Wyoming’s share with a 90 percent FMAP would be $10.6
million. Thus health insurance reform would provide a substantial financial benefit to the state of
Wyoming and its local governments.

A. Current State and Local Expenditures on Health Care for the Uninsured

The state and local governments of Wyoming would benefit fiscally from health insurance
reform because they currently spend money encouraging individuals to become insured, treating
the uninsured, and providing uncompensated care. Health insurance reform would reduce each of
these costs, and would have additional financial benefits for Wyoming’s private hospitals and
other health care providers, which bear heavy costs for providing care to Wyoming’s residents
who are not insured. Since Wyoming does not spend large amounts on providing health care for
the uninsured, the main benefits to the state would come through reducing hospital
uncompensated care costs, which would lower health care costs generally and make it less
expensive for the state to provide insurance for its employees. These and other uncompensated
care costs are passed on to the privately insured, including the employees of state and local
governments in Wyoming.

The following is a summary of some of the savings that Wyoming and its local governments
could expect from health insurance reform.

e The Wyoming Health Insurance Pool: The pool provides insurance to individuals who
have been turned down by private insurers. In 2009, the state contributed $6 million in
revenue from its general fund to the pool. It is also funded through premiums and
assessments against insurance companies that operate in Wyoming. In exchange for the

5 The estimated number of low-income uninsured individuals excludes undocumented residents, who would not be
eligible for Medicaid as a result of health insurance reform.
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elderly residents, broken down by poverty status and by age groups. These estimates suggest that
there are roughly 23,000 uninsured adults and 5,000 uninsured children in Wyoming with family
incomes below 133 percent of the FPL.

As the table also shows, the majority (61 percent) of the uninsured in Wyoming have incomes
above 133 percent of the FPL, and would therefore qualify for health insurance through the
exchange rather than through Medicaid. The state of Wyoming would not be responsible for any
of the financing for this group.

Table 1: Total Estimated Non-Elderly Population of Wyoming

Povert . Private . Medicare, VA,
Statusy Uninsured Insurance Medicaid or TRICARE
Adults >133% FPL 34,587 216,340 2,837 17,799
(19-64) < 133% FPL 23,025 11,381 8,882 4,947
Children >133% FPL 9,854 81,504 12,212 8,077
(18 and under) | < 133% FPL 5,451 4,256 12,007 1,618

Note: Data from the March 2008 CPS. Uninsured individuals report having no form of insurance. See the technical appendix for
a further discussion of the data used and CEA’s methodology with respect to poverty and insurance status classification.
Number of observations in the CPS for Wyoming: 1,470.

C. Estimated Costs to the Sate of VWwoming from the Medicaid Expansion

Table 2 lists the estimated number of legal, non-elderly residents in Wyoming with incomes of
less than 133 percent of the FPL who would become eligible for Medicaid under the proposed
legislation. The table also presents the projected costs of extending Medicaid to these
individuals. These estimates suggest that the total cost of this expansion is approximately $106
million per year. With an FMAP of 90 percent, the cost to the state would be $10.6 million. We
consider a 90 percent FMAP because it is the one scheduled to take effect in 2017 in current
draft legislation, though we recognize that this could change as the legislation moves forward.

Table 2: Uninsured, L ow-Income, Legal, and Non-Elderly Population of Wyoming
Cost of Cost to State
Number of L egal . Cost per .
. i Medicaid P State with 90%
Uninsured Below . New .
Expansion Population FMAP
133% FPL S Enrollee -
($ millions) ($ millions)
Adult
(l‘é‘f@i) 20,629 $94 $4,573
Children 522,830 $10.6
1 11 2,242
(18 and under) 5,016 5 52,
Note: Data from the March 2008 CPS. Uninsured individuals report having no form of health insurance. See the technical
appendix for a further discussion of the data used and CEA’s methodology with respect to poverty and insurance status
classification. These data exclude undocumented residents; estimates come from Passel and are described in the appendix.

D. Bottom Line for Wyoming

Table 3 shows the net impact for the Wyoming state budget of health insurance reform. It shows
the likely cost of Medicaid expansion under three FMAP matching rates — current, 90 percent,
and 100 percent. It then shows the identifiable savings from reducing uncompensated care. And
as the following table shows, those savings would more than offset the cost of the Medicaid
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expansion described above if a 90 percent FMAP were in effect, as is proposed in current draft
legislation. Moreover, these other savings would offset 22 percent of the cost even if the current
FMAP of 50 percent was used.”®

Table 3: Financial Impact of Health Insurance Reform on
State and L ocal Governmentsin Wyoming ($ millions)

Component Current FMAP 90% FMAP 100% FMAP
Medicaid Expansion -52.8 -10.6 -0.0
Health Insurance Pool +6 +6 +6
County Indigent Care +0.9 +0.9 +0.9
Hidden Tax +4.5 +4.5 +4.5
Net Effect for Wyoming -41.4 +0.8 +11.4

This table understates the benefits to the state of Wyoming and its local governments for at least
three additional reasons. First, it does not include savings that would result from reductions in
other state and local programs not listed above that finance health care for the uninsured. Second,
it ignores the increase in tax revenue that would result from reform-induced increases in the
efficiency of the labor market, including a reduction in “job lock.” And finally, it does not
include the benefits of reductions in health care spending that would result from more
coordinated care. At present, many individuals transition in and out of health insurance, leading
to inefficient care delivery including more care in emergency rooms.

" CEA recognizes that not all of the costs from some of these programs will be saved under health insurance reform,
and thus our calculations are not exact. State and local governments retain the discretion to offer subsidized care
programs to their residents. Additionally, some of the individuals covered by these programs are undocumented
immigrants who would not obtain health insurance as a result of reform. However, given that these programs
analyzed here are not exhaustive of all uncompensated care spending in the state, this table is meant to be illustrative
of a conservative estimate of the potential cost savings Wyoming can expect to see from health insurance reform.
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