GA@ U.S. GOVERNMENT ACCOUNTABILITY OFFICE

441 G St. N.W.
Washington, DC 20548

March 25, 2016

The Honorable Joseph R. Pitts
Chairman

Subcommittee on Health

Committee on Energy and Commerce
House of Representatives

Subject: Responses to Questions for the Record; Hearing Entitled “Examining Medicaid and
CHIP’s Federal Medical Assistance Percentage.”

This letter responds to your March 11, 2016, request that | address questions for the record
related to the Subcommittee’s February 10, 2016, hearing on Medicaid. My responses to the
questions, which are in the enclosure, are based on GAO'’s previous work and knowledge on
the subjects raised by the questions.

If you have any questions about the responses to your questions or need additional information,
please contact me at (202) 512-7114 or yocomc@gao.gov.

Sincerely yours,

iy

Carolyn L. Yocom
Director, Health Care

Enclosure


mailto:yocomc@gao.gov

The Honorable Michael Burgess

GAO has said that PCI does not take into account differences among states in relative
size or health care need of a population, such as the proportion of beneficiaries who are
elderly or disabled. Would a system in which the amount of funding is based on the
category or type of beneficiary be more equitable?

Achieving the equitable allocation of Medicaid funds across states poses significant challenges.
Under the current Medicaid financing system, the federal share for most expenditures is
determined by the Federal Medical Assistance Percentage (FMAP) formula on the basis of state
per capita income (PCI), such that the federal government pays a larger portion of Medicaid
expenditures in states with low PCls relative to the national average, and a smaller portion for
states with higher PCls. We have reported that PCl is a poor proxy for the size of a state’s
population in need of Medicaid services, as two states with similar PCls can have substantially
different numbers of low-income residents."

With regard to distributing funds based on category or type of beneficiary enrolled, our work has
also found that differences between states in the distribution of enrollees among the four major
eligibility groups do not fully explain the variation among states in overall per-enrollee Medicaid
spending, as states also vary in spending for each of the four eligibility groups.? Our work
suggests that a combination of measures that account for variations in (1) the demand for
Medicaid services, (2) geographic differences in the costs of providing health care services, and
(3) state resources could provide a basis for allocating Medicaid funds more equitably among
states than the current FMAP.

What are the effects of the current FMAP floor and ceiling on the equitable distribution of
funds? For example, a 2003 report by GAO noted that two of the 11 states that then
benefitted the most from the 50 percent “floor” receive matching rates that were 35 and
20 percentage points higher, respectively, than the rates they would receive based solely
on their PCI.

Federal law specifies that the FMAP will be no lower than 50 percent (referred to as the FMAP
floor) and no higher than 83 percent (referred to as the FMAP ceiling). (See 42 U.S.C. §
1396d(b)). In our 2003 report, we measured states’ ability to fund Medicaid services by dividing
each state’s financial resources potentially subject to state taxation by its number of low-income
residents, adjusted for the cost of providing health care to them.® We then compared states’
funding ability from their own resources with their funding ability after their resources have been
augmented to include the value of the federal share they receive under the FMAP. Based on
this comparison, we reported that the FMAP floor of 50 percent generally further increases the
funding ability of states that already have higher than average funding ability based on their own
resources. Specifically, 11 states received higher FMAPs in fiscal year 2002 because of the 50

'See GAO, Medicaid: Alternative Measures Could Be Used to Allocate Funding More Equitably, GAO-13-434
(Washington, D.C.: May 10, 2013).

2See GAO, Medicaid; Assessment of Variation among States in Per Enrollee Spending, GAO-14-456 (Washington,
D.C.: June 16, 2014).

3See GAO, Medicaid Formula: Differences in Funding Ability among States Often Are Widened, GAO-03-620
(Washington, D.C: July 10, 2003).
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percent FMAP floor than they would have if their FMAPs had been based only on their PCI, and
10 of the 11 states already had higher than average funding ability based on their own
resources. With regard to the FMAP ceiling, no state is currently receiving the maximum FMAP
of 83 percent. The highest FMAP for fiscal year 2016 is 74.17 percent. In fiscal year 2016, 13
states have FMAPs of 50 percent; however, we have not analyzed what these states’ FMAPs
would have been without the FMAP floor.

The Honorable Leonard Lance

When there is a national economic downturn, which would also affect federal revenues,
why does GAO think it preferable for the federal government to provide the increased
funding rather than the states? How does this impact the Federal-State partnership?

Whether to provide increased federal funding during a national economic downturn is a policy
decision under the purview of the Congress. During previous economic downturns, however,
Congress has, on multiple occasions, elected to provide increased Medicaid funding to assist
states experiencing revenue declines and expenditure increases that are associated with the
downturns. For example, in response to the U.S. recession that occurred from December 2007
to June 2009, the American Reinvestment and Recovery Act of 2009 (Recovery Act) temporarily
increased the federal share of Medicaid funding to help states maintain their Medicaid programs
and provide states with general fiscal relief. The Recovery Act also included a provision for GAO
to study options for providing a temporary increased FMAP in response to future recessions.
We developed a prototype formula that would provide a baseline of funding for state Medicaid
needs during an economic downturn by offering automatic, timely, and targeted assistance to
states.*

The assistance provided under the American Recovery and Reinvestment Act included
“hold harmless” and “across the board” increases. Why are these not included in GAO’s
formula?

The inclusion of across the board increases and hold-harmless provisions in the assistance
provided under the Recovery Act reduced the extent to which funds were targeted to states
most in need because these provisions did not take into account how states were differently
affected by the economic downturn.® Thus, past efforts were not as responsive to state
Medicaid needs as they could have been. In the development of our prototype formula outlined
in our November 2011 report, we made a number of choices about specific elements of the

4See GAO, Medicaid: Prototype Formula Would Provide Automatic, Targeted Assistance to States during Economic
Downturns, GAO-12-38 (Washington, D.C.: Nov. 10, 2011).

5The Recovery Act formula incorporated three components for calculating the increased FMAP: (1) a hold-harmless
provision that maintained each state’s regular FMAP to at least its highest rate since fiscal year 2008; (2) an across-
the-board increase of 6.2 percentage points; and (3) an additional increase in each state’s FMAP based on a
qualifying increase in the state’s rate of unemployment. The hold-harmless provision maintained the regular FMAP
regardless of changes in PCI. As a result the largest increases in FMAP due to the hold-harmless provision went to
states with improving economic conditions relative to the national average, as measured by PCI. The across-the-
board increase provided an equal percentage point increase in FMAP, which disproportionately benefits states with
higher regular FMAP rates.
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formula design for improving the timing and targeting of funds.® In contrast to the Recovery Act,
which provided funds for broad state fiscal relief in addition to supporting state Medicaid
programs, our formula was calibrated to provide a baseline of funding only for state Medicaid
needs during a downturn.” The prototype formula uses two targeting components: (1)
unemployment, and (2) wages and salaries. The amount of Medicaid assistance states receive
would be commensurate with their increases in unemployment and decreases in wages and
salaries.

6See GAO-12-38.

"However, this formula could be scaled up to address broader state needs or scaled down to meet only a portion of
state Medicaid needs.
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