FACT SHEET

“Medicaid Formula Fairness Act of 2005”

Senators Jeff Bingaman (D-NM), Olympia Snowe (R-ME), John D. Rockefeller IV (D-WV), Kay Bailey Hutchison (R-TX), Harry Reid (D-NV), and James M. Jeffords (I-VT) introduced  bipartisan legislation May 11th to protect 28 states from negative changes to their amount of federal funding they can expect to receive in FY 2006 from the Medicaid program.  The legislation will limit the negative impact the loss of federal funding with have on states, the vulnerable populations they serve, and the safety net providers that serve Medicaid patients.

Background

In the fall of 2004, the Centers for Medicare and Medicaid Services (CMS) published the Federal Medical Assistance Percentage (FMAP) for fiscal year 2006 based on per capita income (PCI) data from 2001, 2002, and 2003.  According to the Federal Funds Information for States (FFIS) Issue Brief in September 2004, changes in the FMAP will cause states to lose a net $527 million in federal matching funds in the Medicaid program with decreases of $867 million to 29 states partially offset by increases for nine states.

CMS acknowledges that 29 states will lose, nine states will gain, and the balance of the states will not be impacted by the Medicaid changes because the latter group of 12 states are already at the statutory minimum FMAP of 50%.

Federal law dictates that the FMAP is determined based on the “three most recent calendar years for which satisfactory data are available from the Department of Commerce.”
  Thus, for FY 2006, the PCI data used are from the years 2001, 2002, and 2003.  The federal intent of a three-year rolling average is to limit the fluctuations that states might experience since only one-third of the formula is changed on a yearly basis.  Thus, Congress felt it important enough to limit the fluctuations in the matching rate through the three-year rolling average of PCI data that the result is the use of data from 2001 for the calculation of the FY 2006 FMAP.

However, as analysis by the Oklahoma Health Care Authority shows, in the case of the calculation of the FY 2006 FMAP, the U.S. Department of Commerce’s Bureau of Economic Analysis (BEA) performed a comprehensive revision of its calculation of PCI in 2003, as it does every four to five years, and provided revised data for previous years as well.  As a result, CMS changed the 2001 and 2002 PCI data for states in the calculation as well.  Consequently, all three years of the PCI data were being changed rather than just one-third.

The result is rather dramatic fluctuations to state FMAP calculations.  As the FFIS Issue Brief indicated, “Fifteen states are projected to have changes of greater than one percentage point in FY 2006, compared to only three for FY 2005.”
 Not since 1998 have the fluctuations been this dramatic.

According to the Congressional Research Service (CRS), the average change in the FMAP between FY 2001 and FY 2002 was -0.26, for FY 2003 it was +0.32, for FY 2004 it was +0.12, for FY 2005 it was -0.09, and for FY 2006 it will be -0.55.  Compared to FY 2005, for example, the FMAP average change will be over six times or 600% more dramatic.

As a result, 29 states will absorb a decline in the FMAP for FY 2006 that will cost those states an estimated $860 million by the Oklahoma Health Care Authority (an estimated lose of $867 million by FFIS).  The largest projected percentage point decreases are for Alaska (-7.42), Wyoming (-3.67), New Mexico (-3.15), Oklahoma (-2.27), Maine (-1.99), West Virginia (-1.66), North Dakota (-1.64), Vermont (-1.62), Utah (-1.38), Montana (-1.36), Alabama (-1.32), Louisiana (-1.25), Nevada (-1.14), and Mississippi (-1.08).

The largest declines would be experienced by the states of New Mexico (-$79 million), Louisiana (-$72 million), Alaska (-$69 million), Tennessee (-$68 million), Oklahoma (-$66 million), Alabama (-$55 million), and Maine (-$47 million).

FFIS adds, “While the changes in FY 2006 are significant, for many states they only add to previous reductions.  Thirteen states (Alaska, Kentucky, Louisiana, Maine, Montana, New Mexico, North Dakota, Oklahoma, Rhode Island, Vermont, West Virginia, Wisconsin, and Wyoming) will experience three consecutive reductions – from the fiscal relief FMAP to the base FMAP in FY 2004 to a second reduction in FY 2005 and a third in FY 2006.  The cumulative five-year reduction for a number of states is large, and for many unprecedented – Wyoming (-10.37), Alaska (-9.97), North Dakota (-4.14), Vermont (-3.91), Oklahoma (-3.33), Maine (-3.22), and South Dakota (-3.24).”

The loss in funds to these 29 states is already resulting in cuts in benefits and services to Medicaid eligible recipients (e.g., low-income children, pregnant women, the elderly and disabled) and decreased reimbursement to Medicaid providers (e.g., physicians, hospitals, nursing homes, community health centers, etc.).

In an effort to minimize the dramatic fluctuations in the FY 2006 FMAP, this legislation would limit the loss of states in the FMAP to 0.5 percentage points, which restores $442 million of the lost Medicaid dollars to 18 states, and to give 10 additional states a higher FMAP if changes to PCI for 2001 and 2002 were not retroactively applied by CMS.  This translates to approximately $229 million for a total of $671 million.  This is still far less than the $860 million lost to the 29 states by FMAP reductions.  See Table 1 for the state-by-state impact of the legislation.

TABLE 1 – STATE-BY-STATE IMPACT OF “MEDICAID FORMULA FAIRNESS ACT”

	STATE
	IMPACT OF FY 2006 FMAP CHANGE
	BENEFIT BY 0.5 PERCENTAGE POINT HOLD HARMLESS
	BENEFIT BY FMAP W/OUT PCI REVISIONS FOR 2001 AND 2002
	NET IMPACT TO STATES FROM LEGISLATION

	Alaska
	(68,834,550)
	X
	
	64,196,104

	Wyoming
	(15,106,269)
	X
	
	13,048,194

	New Mexico
	(78,969,277)
	X
	
	66,434,471

	Oklahoma
	(66,391,454)
	X
	
	51,767,786

	Maine
	(46,656,263)
	X
	
	34,933,584

	West Virginia
	(39,214,073)
	X
	
	27,402,606

	North Dakota
	(9,278,658)
	X
	
	6,449,799

	Vermont
	(14,573,415)
	X
	
	10,075,447

	Utah
	(19,953,777)
	X
	X
	13,591,703

	Montana
	(9,883,439)
	X
	
	6,249,822

	Alabama
	(55,104,207)
	X
	
	34,231,401

	Louisiana
	(71,694,134)
	X
	
	43,016,481

	Nevada
	(13,706,906)
	X
	X
	16,953,279

	Mississippi
	(40,530,203)
	X
	
	21,766,220

	Arkansas
	(29,145,348)
	X
	
	14,275,272

	South Dakota
	(5,972,048)
	X
	
	2,861,607

	Rhode Island
	(17,677,283)
	X
	
	8,173,368

	Tennessee
	(68,222,869)
	X
	
	26,623,559

	Idaho
	(7,592,425)
	X
	X
	5,132,907

	Wisconsin
	(35,458,033)
	X
	
	8,996,814

	Kansas
	(12,332,873)
	X
	
	2,055,479

	South Carolina
	(25,361,542)
	X
	X
	6,229,151

	Arizona
	(24,985,457)
	
	X
	22,327,430

	Texas
	(38,834,174)
	
	X
	112,804,029

	North Carolina
	(12,772,441)
	
	X
	13,684,758

	Florida
	(1,477,629)
	
	X
	25,119,699

	Georgia
	13,363,571
	
	X
	7,517,009

	Oregon
	13,525,691
	
	X
	6,011,418
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