WHAT IS THE ACTUAL STATE COST OF

MASSHEALTH IN STATE FISCAL YEAR 2022?

MassHealth is 36 percent of the total state budget, but 22 percent if you count only state dollars.
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SUMMARY

MassHealth, the name for Massachusetts’ Medicaid program and the Chil- FEDERAL REIMBURSEMENT PERCENTAGES DURING SFY

dren’s Health Insurance Program (CHIP), currently provides health bene- 2022°

fits to more than 2 million residents of the Commonwealth. This publicly The Federal Medicaid Assistance Percentage (FMAP) is the portion of a
funded health insurance program directly touches the lives of more than state’s total Medicaid spending that the federal government reimburses.
one out of every four Massachusetts residents, including about 40 percent Since the beginning of SFY 2022, the FMAP for most MassHealth expen-

ditures has been 56.2%. This reimbursement includes a temporary 6.2
percentage point increase initiated during the COVID-19 public health
emergency (see callout box on page 2), which as of now will extend at least
through December 2021. After that, the FMAP for most MassHealth expen-
ditures will return to 50%. There are key exceptions to this basic FMAP

of people under age 21.!

MassHealth provides health insurance for children in low-income house-
holds, low wage workers, older adults in nursing homes, people with dis-
abilities, and others with very low incomes who cannot afford insurance.?

The MassHealth program plays a central role in ensuring access to coverage suchas:

for people of color in the Commonwealth, as Black and Brown residents of + 69.3% — Spending on children in the Children’s Health Insurance Program

Massachusetts are more likely to work in lower paying jobs and experience (CHIP) and on the Breast and Cervical Cancer Treatment Program. Because

periods of instability in health insurance coverage.’ This makes MassHealth of the way FMAP is calculated for these programs, the temporary FMAP

a critical backstop that protects the health and financial stability of these increase associated with the COVID-19 public health emergency amounts

families. to a 4.34 percentage point increase above their usual 65% FMAP. When
the public health emergency expires, the FMAP rate for these programs

MassHealth has been especially important over the course of the will return to 65%. An additional 1.5 percentage point increase for CHIP

associated with the Affordable Care Act, which was in place prior to the

COVID-19 pandemic, with coverage expanded to include prevention, test-
pandemic, expired on September 30, 2020.

ing, and treatment of COVID-19 without requiring members to share the

4 .. . .
cost. In addition, during the economic downturn, MassHealth has been ST — S e e e @ for el wr

a critical health insurance safety net as businesses closed and unemploy- systems.

ment rose. Most notably, MassHealth enrollment has increased by nearly

350,000 members (or almost 20%) since March 2020 when the governor + 90% — Spending on members covered under the Affordable Care Act's
declared a state of emergency.” MassHealth has provided important health Medicaid expansion.®

and financial stability to people during this public health crisis and in this

R ) . . T ]
time of economic insecurity. 90% — Spending on design of claims and eligibility systems and on family

planning services.

Not surprisingly, such a comprehensive program accounts for a large share
of the state’s budget. However, Medicaid is a “partnership” between the
state and federal governments. Both the state and federal governments pay
for a specific portion of MassHealth services (see callout box). The federal

government covers more than half of the cost of MassHealth overall, and FIGURET: FIGURE 2:

for some specific services, the federal government even pays the full cost. SFY 2022 TOTAL SFY 2022 TOTAL STATE
Yet, the extent of federal funding is not evident from a first look at the STATE SPENDING SPENDING NET OF
MassHealth budget. FEDERAL REVENUE

TOTAL STATE SPENDING

MASSHEALTH

In state fiscal year (SFY) 2022, the state expects to spend approximately MASSHEALTH $8.5B
$19.2 billion on MassHealth.®” This total (or “gross”) amount is approx- $19.2B (22%)
imately 36 percent of total estimated state spending for SFY 2022. The ToraLsTare N NET STATE
federal government reimburses Massachusetts for more than half of this SPENDING SPENDING
spending, so the state’s cost for MassHealth (“net of ”—or minus—federal $531 B $3QOB

revenue) is $8.5 billion. This net cost is only 22 percent of the total state
spending net of federal revenue.
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CALCULATING NET STATE COST

The state budget relies on revenues of four types:

= Tax Revenues: The SFY 2022 budget assumes $33.2 billion in tax reve-
nues. This total includes the tax revenues that directly support spending
included in the budget totals (such as sales tax revenues to support
spending at the MBTA or tobacco excise revenues supporting operations
at the Health Connector, the state’s health insurance marketplace).

= Federal Revenues: The SFY 2022 budget assumes $14.1 billion in feder-
al revenues. MassHealth is by far the largest source of federal revenues in
the state budget, accounting for close to $12.5 billion of the total. Much
of the other federal revenues used to support the state budget comes
through the federal block grants for child care and transitional assistance
for families.

* Fees and Other Departmental Revenues: The SFY 2022 budget
assumes $4.1 billion from a wide range of departmental revenues —
mostly fees, fines, and assessments. For example, assessments on health
care providers, premiums paid by MassHealth members, and rebates
received from pharmaceutical companies are among the most significant
departmental revenues. About half of all departmental revenues support
the state’s health care spending.

= Lottery, Trusts, and Miscellaneous: The SFY 2022 budget assumes
$2.4 billion in other revenues transferred from the lottery and assorted
trusts.

FIGURE 3:

FINANCING THE STATE BUDGET

FEDERAL
REVENUE

$14.1B

TOTAL STATE
SPENDING

$53.1B

LOTTERY, TRUSTS AND
MISCELLANEOUS

$2.4B

The cost of MassHealth — or for that matter any state spending — can

be thought of in two ways. The “total cost” (or “gross cost”) is the total
amount spent on the program each year financed with state and federal
revenue. The “net state cost,” on the other hand, includes only the share
paid with state revenues. Table 1 shows MassHealth and total budget costs
net of (or minus) federal revenue. Since health care provider assessments
and drug rebates are also important for financing the MassHealth program,
the table also shows the amounts net of fees, assessments, and other depart-
mental revenues as well as net of federal revenues.

INCREASED FEDERAL MEDICAID FUNDING DURING THE
COVID-19 PANDEMIC

On March 18, 2020, Congress passed the Families First Coronavirus Re-
sponse Act (FFCRA). The second of six major pieces of federal COVID-19
relief legislation, the FFCRA included a 6.2 percentage point increase in
the basic Federal Medicaid Assistance Percentage (FMAP). As happened
during the Great Recession, the federal government increased the Med-
icaid reimbursement rate as a mechanism to quickly distribute federal
fiscal relief to states. FFCRA increased the basic Massachusetts FMAP
from 50% to 56.2%. The temporary FMAP increase associated with the
COVID-19 public health emergency amounts to a 4.34 percentage point
increase in the FMAP for the Children’s Health Insurance Program (which
typically has an FMAP of 65%). The increase was retroactive to January 1,
2020, and the legislation stated it would extend throughout the nationally
declared public health emergency.

The enhanced FMAP had two important impacts: It recognized and helped
pay for the expanded health care costs associated with the pandemic,
and it provided necessary (although limited in scale) flexible fiscal relief
for the state as the economy shut down and tax revenues plummeted.”©
To receive this funding increase the state could not make eligibility more
restrictive or disenroll members unless a member moved out of state or
voluntarily withdrew from the program, and the state could not exclude
coverage of COVID-19 testing and treatment.”

Initially, Massachusetts anticipated that this enhanced FMAP would bring
in a total of about $1.08 billion in additional federal funding for use in the
fiscal year 2020 and 2021 budgets.? In January 2021, when President
Biden took office, he announced that states could expect the enhanced
FMAP from FFCRA to continue through at least December 2021.° As of
now and with this expanded timeframe, Massachusetts is expecting as
much as $2.08 billion in increased federal funding overall* The admin-
istration has noted that the increase in FMAP has been sufficient to
cover the costs so far from MassHealth'’s enrollment growth through the
COVID-19 pandemic. The current SFY 2022 budget assumes that the
FFCRA FMAP increase will expire in December 2021 and that MassHealth
enroliment will decline with the termination of the national public health
emergency, when the state can once again resume processing eligibility
redeterminations and as the economy continues to improve.”®

TABLE 1. FISCAL YEAR 2022 TOTAL AND NET SPENDING (BILLIONS)

TOTAL NET

TOTAL TOTAL NET OF FEDERAL AND
DESCRIZTION (GROSS) R DEPARTMENTAL REVENUE
TOTAL BUDGET $53.08 $38.96 $34.79
MASSHEALTH
(PROGRAM AND $19.17 $8.51 $6.90
ADMINISTRATION)
MASSHEALTH
(PROGRAM AND
ADMINISTRATION) 36% 22% 20%
SHARE OF TOTAL
BUDGET

Because the federal government reimburses the state for so much of its
MassHealth spending, it is necessary to account for this federal and state
Medicaid partnership to understand the actual state cost of this essential
and comprehensive program.
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