STATE OF MINNESOTA

Office of Governor Tim Pawlenty
130 State Capitol ¢ 75 Rev. Dr. Martin Luther King Jr. Boulevard ¢ Saint Paul, MN 55155

April 30, 2010

The Honorable Kathleen Sebelius

Secretary

U. S. Department of Health and Human Services
200 Independence Avenue Southwest
Washington, DC 20201

Dear Secretary Sebelius:

Minnesota takes pride in having one of the nation’s lowest rates of people without health
insurance. We also were among the first states to create a high risk pool which now has the
largest enrollment in the country. Based on our experience and concerns over the new national
high risk health insurance pool, Minnesota will not participate in the new federal program.

Of particular concern is a recent report by the Chief Actuary of the Centers for Medicare and
Medicaid Services that states, “By 2011 and 2012 the initial $5 billion in federal funding for this
program [national high risk insurance pool] would be exhausted, resulting in substantial
premium increases to sustain the program; we anticipate that such increases would limit further
participation” (see attached).

This identified risk suggests the potential for creating a program and financial obligations for
our state that are simply unsustainable and otherwise unwise. Minnesota, along with most
other states, is managing its budget through challenging fiscal times. In light of this and the risk
stated above, we cannot afford to expose Minnesota taxpayers to added potential costs and
administrative burdens now.

In addition, the proposed federal risk pool is another example of federal government
encroachment upon local control and innovation. I remain concerned by the ongoing pattern of
federal overreach in this and other areas.

Thank you for the opportunity to consider this program.

Sincerely,

N

Tim Pawlenty
Governor

cc: Commissioner Cal Ludeman, Minnesota Department of Human Services
Commissioner Glenn Wilson, Minnesota Department of Commerce

Voice: (651) 296-3391 or (800) 657-3717 Fax: (651) 296-2089 TDD: (651) 296-0075 or (800) 657-3598
Web site: http:/ / www.governor.state.mn.us An Equal Opportunity Employer
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DEPARTMENT OF HEALTH & HUMAN SERVICES
Centers for Medicare & Medicaid Services

7500 Security Boulevard, Mail Stop N3-01-21
Baltimore, Maryland 21244-1850 CENTERS for MEDICARE & MEDICAID SERVICES

Office of the Actuary

DATE: April 22,2010

FROM: Richard S. Foster
Chief Actuary

SUBJECT: Estimated Financial Effects of the “Patient Protection and Affordable Care Act,”
as Amended

The Office of the Actuary has prepared this memorandum in our longstanding capacity as an independent
technical advisor to both the Administration and the Congress. The costs, savings, and coverage impacts
shown herein represent our best estimates for the Patient Protection and Affordable Care Act. We offer
this analysis in the hope that it will be of interest and value to policy makers and administrators as they
implement and monitor these far-reaching national health care reforms. The statements, estimates, and
other information provided in this memorandum are those of the Office of the Actuary and do not represent
an official position of the Department of Health & Human Services or the Administration.

This memorandum summarizes the Office of the Actuary’s estimates of the financial and
coverage effects through fiscal year 2019 of selected provisions of the “Patient Protection and
Affordable Care Act” (P.L. 111-148) as enacted on March 23, 2010 and amended by the “Health
Care and Education Reconciliation Act of 2010” (P.L. 111-152) as enacted on March 30, 2010.
For convenience, the health reform legislation, including amendments, will be referred to in this
memorandum as the Patient Protection and Affordable Care Act, or PPACA.

Included are the estimated net Federal expenditures in support of expanded health insurance
coverage, the associated numbers of people by insured status, the changes in Medicare and
Medicaid expenditures and revenues, and the overall impact on total national health
expenditures. Except where noted, we have not estimated the impact of the various tax and fee
provisions or the impact on income and payroll taxes due to economic effects of the legislation.
Similarly, the impact on Federal administrative expenses is excluded. A summary of the data,
assumptions, and methodology underlying our national health reform estimates will be available
in a forthcoming memorandum by the OACT Health Reform Modeling Team.

Summary

The table shown on page 2 presents financial impacts of the selected PPACA provisions on the
Federal Budget in fiscal years 2010-2019. We have grouped the provisions of the legislation into
six major categories:

(1) Coverage provisions, which include the mandated coverage for health insurance, a
substantial expansion of Medicaid eligibility, and the additional funding for the Children’s
Health Insurance Program (CHIP);

(if) Medicare provisions;
(iii) Medicaid and CHIP provisions other than the coverage expansion and CHIP funding;

(iv) Provisions aimed in part at changing the trend in health spending growth;



in 2019, as the effects of the Medicare market basket reductions compound and as the excise tax
on high-cost employer health plans becomes effective. The NHE share of GDP is projected to be
21.0 percent in 2019, compared to 20.8 percent under prior law.

The increase in total NHE is estimated to occur primarily as a net result of the substantial
expansions in coverage under the PPACA, together with the expenditure reductions for Medicare.
Numerous studies have demonstrated that individuals and families with health insurance use more
health services than otherwise-similar persons without insurance. Under the health reform
legislation, as noted above, an estimated 34 million currently uninsured people would gain
comprehensive coverage through the health insurance Exchanges, their employers, or Medicaid.
The availability of coverage would typically result in a fairly substantial increase in the utilization
of health care services, with a corresponding impact on total health expenditures. These higher
costs would be partially offset by the sizable discounts imposed on providers by State Medicaid
payment rules and by the significant discounts negotiated by private health insurance plans. We
estimate that the net effect of the utilization increases and price reductions arising from the
coverage provisions of the PPACA would increase NHE in 2019 by about 3.4 percent.

The PPACA will also affect aggregate NHE through the Medicare savings provisions. We
estimate that these impacts would reduce NHE by roughly 2.4 percent in 2019, assuming that the
productivity adjustments to Medicare payment updates and the impacts of the Independent
Payment Advisory Board can be sustained through this period. The legislation would have only
a slight impact on the utilization of health care services by Medicare beneficiaries (subject to the
caveat mentioned previously regarding possible access issues under the provision to permanently
reduce annual provider payment updates by economy-wide productivity gains). Medicaid
outlays for health care would increase under some provisions and decrease under others;
excluding the coverage expansion, the overall higher level of such costs would lower total

U.S. health expenditures in 2019 by about 0.1 percent.

The immediate insurance reforms in Title I will affect national health expenditures as well,
although by relatively small amounts. We estimate that the creation of a national high-risk
insurance pool will result in roughly 375,000 people gaining coverage in 2010, increasing
national health spending by $4 billion. By 2011 and 2012 the initial $5 billion in Federal
funding for this program would be exhausted, resulting in substantial premium increases to
sustain the program; we anticipate that such increases would limit further participation. An
estimated 2.7 million retirees and dependents would be affected by the Federal reinsurance
program for early retirees with employer-sponsored insurance. Although the reinsurance
program would increase Federal costs by the allotted $5 billion, we estimate that the impact on
total national health expenditures would be negligible.

Beginning in 2010, qualified child dependents below age 26 who are uninsured will be allowed
to enroll under dependent coverage. An estimated 485,000 dependent children will gain
insurance coverage through their parents’ private group health plans, increasing national health
spending by $0.9 billion. These impacts are expected to persist through 2013. Additionally,
because this provision would not expire when the Medicaid expansion, individual mandate, and
Exchanges start in 2014, we anticipate that these individuals would continue to remain covered
as dependents even though they may be newly eligible for other coverage. Finally, we did not
estimate NHE coverage or cost impacts for the other immediate reform provisions, such as
prohibiting limitations on pre-existing conditions or elimination of lifetime aggregate benefit
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