WHAT IS THE ACTUAL STATE COST OF

MASSHEALTH IN STATE FISCAL YEAR 2025?

MassHealth is 31 percent of the total state budget, but 20 percent if you count only state dollars.

KEY TAKEAWAYS

MassHealth, the name for Massachusetts’ Medicaid program and the
Children’s Health Insurance Program (CHIP), has always been a
partnership between the state and federal governments. The state and
the federal government both pay for MassHealth, with the federal
government covering about half of the cost of MassHealth overall.!
Because the federal government reimburses the state for a large portion
of state spending on MassHealth, a detailed look at the state budget
shows that the actual state cost of MassHealth is substantially less than
may be evident at first glance.

In state fiscal year (SFY) 2025, the state projects it will spend approximately
$20.3 billion on MassHealth. This total (or “gross” amount) is
approximately 31 percent of total estimated state spending for SFY 2025.
However, due to federal government reimbursement, the state’s actual
cost for MassHealth (“net of” — or minus — federal revenue) is $10.2
billion or 20 percent of the total net state spending in SFY 2025.

BACKGROUND

MassHealth currently provides health benefits to more than 2 million
residents of the Commonwealth. This publicly funded health insurance
program directly touches the lives of more than one out of every four
Massachusetts residents, including more than 40 percent of people below
age 21.% It provides health insurance for children in low-income
households, low wage workers, older adults in nursing homes, people
with disabilities, and others with very low incomes.?

MassHealth plays a central role in ensuring access to health care for
people of color in the Commonwealth, in part because Black and brown
residents of Massachusetts are disproportionately left working in lower
paying jobs and therefore more likely to experience periods of instability
in health insurance coverage." MassHealth is a critical backstop
protecting those families’ health and financial stability.

Not surprisingly, such a comprehensive program accounts for a large
share of the state’s budget. 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
by revenue from any source. The “net state cost” on the other hand
includes only the amount paid with state revenues. This distinction is
important given how much of the state’s MassHealth spending is
directly paid for by the federal government. Unlike any other major
expenditure area in the state’s operating budget, the federal government
reimburses the state for 50 percent of the cost of most MassHealth
expenditures. For some specific services, the federal government pays
even more (see call out box to the right).
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FEDERAL REIMBURSEMENT DURING SFY 2025

The Federal Medical Assistance Percentage (FMAP) is the federal
government'’s reimbursement rate for a state’s total Medicaid
spending.

For most MassHealth spending, the FMAP is 50%. This means that
the federal government reimburses Massachusetts for 50% of most
MassHealth spending. There are key exceptions to this basic FMAP
where the federal reimbursement is higher such as:

* 65% — Spending on children in the Children’s Health Insurance
Program (CHIP) and on the Breast and Cervical Cancer Treatment
Program.

* 75% — Spending on ongoing operational costs for claims and
eligibility systems.

* 90% - Spending on members covered under the Affordable Care
Act's Medicaid expansion.

* 90% — Spending on design of claims and eligibility systems and on
family planning services.

SFY 2025 will be the first full year since SFY 2020 in which
Massachusetts will not receive COVID-19-related enhanced federal
Medicaid reimbursements (see page 2 for more about how the state
and federal Medicaid partnership changed over the course of the
COVID-19 pandemic).

people « partnerships * policy é'_Fft_s»,
massbudget

FIGURE 1: FIGURE 2:

SFY 2025 TOTAL SFY 2025 TOTAL STATE

STATE SPENDING SPENDING NET OF
FEDERAL REVENUE

MASSHEALTH

$10.2B

(20%)

MASSHEALTH

$20.3B
(31%)

TOTAL STATE
SPENDING

NET STATE
SPENDING

$64.8B $50.5B

Nancy Wagman
Consultant



THE COST OF MASSHEALTH

In SFY 2025, the state expects to spend approximately $20.3 billion on
MassHealth programmatic costs.” As depicted in Figure 1, this total is
approximately 31 percent of total estimated state spending for SFY 2025.¢

However, the state’s cost for MassHealth (“net of” — or minus — federal revenue)
is $10.2 billion. As depicted in Figure 2, the net cost is 20 percent of total state
spending (net of federal revenue).

There are also MassHealth-specific fees and assessments that are important
revenues for MassHealth. These “departmental revenues” are levied on
MassHealth providers and health insurers explicitly to expand funding for
MassHealth. For example, there is an assessment levied on hospitals that helps
fund MassHealth payment rates, and pharmaceutical companies pay rebates to
the state to help fund the costs of prescription drugs. Considering these
departmental revenues as well as the federal revenues yields a net state cost of
MassHealth at $8.2 billion. This is 18 percent of state spending (net of both
federal and departmental revenues). Table 1 shows these gross and net
spending totals.

TABLE 1. STATE FISCAL YEAR 2025 TOTAL GROSS AND NET SPENDING (BILLIONS)

TOTAL TOTAL TOTAL
DESCRIPTION (Net of Federal (Net of Federal and
(Gross)
Revenue) Departmental Revenues)
State Budget Total $64.8 $50.5 $45.2
MassHealth Programs $20.3 $10.2 $8.2
MassHealth Programs 31% 20% 18%

Share of Total Budget

DETERMINING NET STATE COST

'The state budget relies on revenues of four types described below and depicted in
Figure 3.7 Total or gross revenue includes all four types. Net state cost can be
either total revenue less federal revenue, or alternately, total revenue less federal
and departmental revenue.

Tax Revenues: The SFY 2025 budget assumes $41.8 billion in tax revenues. This
total includes tax revenues available for appropriation by the legislature as well as
the tax revenues that are directed to specific spending based on statute (“pre-
budget transfers”), such as sales tax revenues to support spending at the MBTA,
gambling revenue to fund some local economic development and public health
efforts, or cigarette excise revenues supporting operations at the Health
Connector, the state’s health insurance marketplace.

Federal Revenues: The SFY 2025 budget assumes $14.3 billion in federal
revenues. The federal Medicaid funds are by far the largest source of federal
revenues in the state budget, accounting for $12.3 billion or 86 percent of the

total of the federal revenues that fund the state budget in SFY 2025.% Most of the

other federal revenues used to support the state budget come through the federal
block grants for childcare and transitional assistance for families.

Fees and Other Departmental Revenues: The SFY 2025 budget assumes $5.2
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 that pay for MassHealth.
Non-health-related fees include licensing fees and assorted fines. About half of all
departmental revenues support the state’s health care spending.

Lottery, Trusts, and Miscellaneous: The SFY 2025 budget assumes $3.3 billion
in other revenues transferred from the state lottery and assorted trusts.
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FINANCING MASSHEALTH AFTER THE PANDEMIC

To help states pay for the health care costs associated with
the pandemic, in 2020 the federal government provided a
temporary 6.2 percentage point increase in the
reimbursement rate for most state Medicaid spending. A major
condition of this enhanced funding was that states were
required not to make eligibility more restrictive nor to disenroll
members unless a member moved out of state or voluntarily
withdrew from the program. This was known as “the
continuous enrollment provision.”®

The U.S. Department of Health and Human Services declared
the expiration of the COVID-19 national public health
emergency in March 2023. With the COVID-19 public health
emergency declaration officially over, the continuous
enrollment provision ended on March 31, 2023. The pandemic-
related enhanced federal Medicaid reimbursement rates
ended on December 31, 2023.°

Even though the public health emergency declaration is
officially over, the COVID-19 pandemic continues to have an
impact on the state fiscal year (SFY) 2025 MassHealth budget
in two ways: 1) MassHealth enrollment continues to be higher
than it was pre-pandemic; and 2) the state must absorb the
loss of temporary enhanced federal funding that helped to
finance MassHealth over the past four fiscal years. Each of
these impacts are discussed in greater detail below.

Increased enrollment. The economic impacts of the
COVID-19 pandemic on individuals and families and the
“continuous enrollment condition” led to a dramatic increase
in enrollment in MassHealth. From a pre-pandemic caseload of
about 1.8 million in SFY 2020, MassHealth enroliment increased
by about 650,000, to more than 2.4 million in SFY 2023. As the
state “winds down” the continuous coverage provisions, the
administration projects enrollment will return to about 2 million
in SFY 2025 - still about 11% greater than pre-pandemic levels."

Loss of enhanced federal reimbursements. Since 2020,
Massachusetts has received $3.3 billion in increased federal
funding from the temporary 6.2 percentage point increase in
the federal reimbursement rate for most state Medicaid
spending.? With the end of the public health emergency, the
administration estimates that the state budget will have to
absorb the impact of close to $1 billion in reduced federal
revenue. The administration estimates an $820 million net
impact on just SFY 2025 alone.®
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