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FRA DIVERSION HURTS

Employers, Insurers and Patients

WHAT IS THE FRA?

The Federal Reimbursement Allowance, or “FRA;” FRA Assessment Compared fo

is Missouri’s hospital provider tax. It began in 1992 State Sources of General Revenue

and is the third largest source of revenue in the state

budget. Estimated Revenve
(Atter Refunds)

The hospital FRA is used to fund nearly the entire Revenue Producer Fiscal Year 2016

state share of hospital-related Medicaid expenditures. Individual Income Tax $6.023 hillion

In state fiscal year 2015, it generated $1 billion in tax Sales and Use Tax $2.032 billion

revenue and $2 billion in federal Medicaid matching Hospital FRA $1.087 billion

funds for a total of $3 billion in Medicaid hospital- Corporate Income Tax $339.7 million

related payments. County Foreign Insurance Tax $219.0 million

The hospital FRA is a major source of revenue for
the state.

Hospitals Provide $3 Billion in FRA-Funded Care at

HOW IS THE FRA USED?2 Cost and Receive $2 Billion — 66% of Cost.

State Fiscal Year 2015 Spending Plan

Hospitals pay an The state receives and

assessment* of @ spends the assessment and
/ fund balance for a total of

$1.093 billion.
$1.140 billion. r

The total to be spent by
Medicaid is $3.089 billion.

The state earns a
federal match of
$1.949 billion.

Disproportionate Women's Health

Share Hospital [l Direct Payments Managed Care Services
Payments and GME Hospital Care (MC+) and CHIP

Administrative

Total Payments
to Hospitals: ($435.24 million| | $1.268 billion $1.099 billion $263.9 million $21.4 million $1.57 million

Net Payments to
Hospitals (After

Provider Tax): |$274.24 million $800 million $693 million $166.9 million $13.4 million $0 =$1.949 billion
Hospitals Receive: 100% 100% 100% 50% 50% 0%
Source: Missouri MO HealthNet Division Note: Based on tax of 5.95% for July-June. State Share is 36.905%. Federal Match Rate is 63.095%

‘includes assessment on the Institutions of Mental Disease



MO HealthNet Appropriations

« The FRA greatly benefits state government. State
government uses it to eliminate the need for
general revenue to fund Medicaid hospital care.
In FY 1990, 39.5 percent of the Medicaid budget
was funded by general revenue. By FY 2016, the
percentage had fallen to 15.4 percent.

o The hospital FRA frees up hundreds of millions
of dollars of traditional general revenue to
fund other state priorities, such as schools and
veterans’ services.

HOW MUCH COST-SHIFTING IS
GENERATED BY BELOW-COST
PAYMENTS?

Although the FRA has saved the state billions in
general revenue, the net losses incurred by the

payment system have been shifted to private payers.

Hidden Health Care Tax — Cost Shift In Missouri
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WHAT IS FRA DIVERSIONZ?

If state officials use their budgetary authority to
redirect FRA to uses other than hospital payments,
hospitals will incur even greater losses. This will
exacerbate pressures to cost-shift to employers,
insurers and patients — increasing Missouri’s
“Hidden Health Care Tax”

Cost-shifting occurs when
one payment source is
required to pay for cost
not paid by another.
Since Medicaid, Medicare,
other governmental

and self-pay payers pay
below cost, commercial
payers must make

up the difference. As

this shifting increases,
businesses and families
continue fo be burdened
by higher health care
cost pressure through
reductions in benefits
and increases in
premiums, co-pays and
deductibles.

For every $1 it
costs a Missouri
hospital to care for
a Medicaid patient

MEDICAID

For every $1 it
costs a Missouri
hospital to care for
a Medicare, other
governmental or
self-pay patient

MEDICARE, other
governmental

For every $1 it
costs a Missouri
hospital to care
for a Commercial
patient

S $1.34 PAID [ 3

26¢ UNPAID

$774 miillion in
unpaid cost must
be shifted to

74¢ PAID
everyone else

21¢ UNPAID

$2.052 billion
in unpaid cost
must be shifted to
everyone else

79¢ PAID

$2.067 billion in
profit used to pay
for unpaid cost
of government
insurers and self-
pay patients

Higher
health care
costs for
Missouri
businesses
and families



WHY ARE PRESSURES FOR FRA DIVERSION LIKELY TO GROW?

Smaller FRA Collections

Federal law caps the maximum provider tax rate
at 6 percent. Missouri is at the cap.

Traditionally, increased FRA tax revenues come
from growth in the tax base — hospitals’ net
revenues. With federal, state and private sector
payment changes, hospital net revenue growth is
flattening.

Potential Tax Cuts

2014 legislation will incrementally reduce the
state individual income tax rate if annual net
general revenue growth exceeds $150 million.

If fully implemented, the 2014 law could cut
general revenue collections by $620 million
annually. This would be about 8 percent of state
general revenue collections.

Medicaid DSH Cuts

Federal law imposes significant Medicaid
Disproportionate Share Hospital payment cuts
beginning in federal fiscal year 2018. This will
reduce hospital payments but also free up FRA
for other uses.

Without a replacement hospital payment stream,
the accumulating FRA proceeds will be a target
for state budget diversion.

Diversion of FRA Funds To Expand Medicaid Managed Care

Using FRA funds to fund Medicaid managed
care diverts funds away from the hospitals that
pay the tax. As shown in the graphic below,
approximately 15 percent of managed care
spending is for administration by and profit

of the managed care plans. Of the remainder,
50 percent is spent on non-hospital services.

Effect of Proposed Medicaid Managed Care

Expansion on FRA and Hospital Payments

9182 MILLION FROM HOSPITALS

Fm

S67 MIL ~ $115 MIL
FRATax  Federal Matching Funds

TO MANAGED CARE
Estimated Estimated Estimated
ST75MIL (42.5%)  $77.5 MIL (42.5%) | S27MIL (15%)
Paid to Hospitals Retained by Retained by
Outside “I-70 Corridor” MC Plans to MC Plans as
by MC Plans for Pay for Non- Non-Medical

Hospital Services  Hospital Services  Loss Ratio
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