
WebMemo22

 Published by The Heritage Foundation

Expanding Medicaid: The Real Costs to the States
Edmund F. Haislmaier

Both the House and Senate health care bills
would increase health insurance coverage princi-
pally by expanding the federal–state Medicaid pro-
gram. In fact, depending on the version enacted, the
Medicaid expansion would account for between
three-fifths and four-fifths of the projected reduction
in the uninsured population under the legislation.

While the national debate over the cost of these
bills has focused largely on their federal budget
implications, their Medicaid expansion provisions
would also impose significant additional costs on
state government budgets and state taxpayers.
Not surprisingly, governors and state legislators—
from both parties and across the country—are
objecting to the added costs that these bills would
impose on their states. Their concerns are genuine
and justified.1 

Hidden Expenses. Both bills attempt to address
state concerns by having the federal government
pay for a large share of the expansion costs. 

Under the House bill, the federal government
would pay all of the benefit costs for the expansion
in the first two fiscal years (FY 2013 and FY 2014)
and then 91 percent of the benefit costs in subse-
quent years. The Senate bill would pay for all of the
benefit costs for the expansion in the first three cal-
endar years (2014 through 2016) and then between
81 percent and 95 percent (depending on each
state’s match rate) in subsequent years. 

However, even with the enhanced federal match
rates, states would still face significant additional
Medicaid costs.

Added Administrative Costs. Furthermore,
beyond the benefit costs of the expansion, there
would be significant additional administrative
costs—which are not included in the official esti-
mates—to both the federal and state governments. 

Administrative costs are divided between the
state and federal governments at separate, uniform
match rates. The standard administrative cost
match rate is 50 percent, though the federal gov-
ernment provides higher match rates for a few,
specified administrative expense items. 

The most recent available Medicaid expenditure
data (for federal FY 2006 and 2007) show that
administrative expenses add an average of 5.5 per-
cent on top of total (federal and state) benefit costs
and that, on average, the federal government pays
55 percent of total administrative costs, with the
other 45 percent paid by the states.2 Because neither
bill changes the match rates for administrative costs,
this additional state spending on administrative
costs will occur even if the federal government pays
100 percent of the added benefit costs.

Just the state share of administrative costs for the
benefit expansion is projected to be $9.6 billion for FY
2014 to FY 2019 under the Senate bill and $14 billion
for FY 2013 to FY 2019 under the House bill. Indeed,
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the state share of administrative costs for the expan-
sions would exceed $100 million a year in each of the
four biggest states (California, Florida, New York, and
Texas) and, under the House bill, is projected to cost
California over $385 million a year by FY 2019.12

Cost Burden on States. Calculations of state
costs, derived from the coverage and federal cost
estimates prepared by the Centers for Medicare and

Medicaid Services (CMS), show that the Senate bill
would increase state Medicaid spending—for both
benefits and administration—by $32.6 billion for
FY 2014 to FY 2019, while the increased Medicaid
costs to states under the House bill would be $60
billion for FY 2013 to FY 2019.3

Table 1 summarizes the federal and state Medic-
aid costs under the two bills.

1. See Dennis G. Smith, “Medicaid Expansion Ignores States’ Fiscal Crises,” Heritage Foundation WebMemo No. 2744, 
January 5, 2010, at http://www.heritage.org/Research/HealthCare/wm2744.cfm.

2. April Grady, “State Medicaid Program Administration: A Brief Overview,” Congressional Research Service Report for 
Congress, updated May 14, 2008, and John Holahan, Alshadye Yemane, and David Rousseau, “Medicaid Expenditures 
Increased By 5.3% in 2007, Led by Acute Care Spending Growth,” Kaiser Commission on Medicaid and the Uninsured, 
September 2009.

Estimated Federal and State Costs for Benefi ts and Administration 
for the House and Senate Medicaid Expansions
Figures below are in millions, by federal fi scal year.

Sources: Author’s calculations based on data from CMS Offi ce of the Actuary estimates for the cost and coverage effects of the legislation, U.S. Census data on the 
distribution of the uninsured population by state (as reported in a Federal Funds Information for States study), historical Medicaid match rate data from Kaiser Family 
Foundation, StateHealthFacts.org, and a Congressional Research Service Report on Medicaid administrative costs. See Methodology appendix for further details.

Table 1 • WM 2757Table 1 • WM 2757 heritage.orgheritage.org

2013 2014 2015 2016 2017 2018 2019 2013–2019
Senate Bill
Benefi ts
   Federal 0 $33,066.6 $51,927.1 $63,835.8 $67,264.3 $71,740.2 $76,843.2 $364,677.0
   State 0 –66.6 –127.1 –135.8 5,381.7 8,227.9 9,274.5 22,554.7
Administration
   Federal 0 1,000.0 1,569.7 1,930.3 2,201.4 2,423.3 2,609.6 11,734.3
   State 0 821.1 1,288.8 1,584.9 1,807.5 1,989.6 2,142.6 9,634.5

Subtotal Federal 0 34,066.6 53,496.8 65,766.1 69,465.7 74,163.4 79,452.8 376,411.3
Subtotal State 0 754.5 1,161.7 1,449.1 7,189.2 10,217.5 11,417.1 32,189.1

Total 0 34,821.1 54,658.5 67,215.2 76,654.9 84,380.9 90,869.9 408,600.5

House Bill
Benefi ts
   Federal $38,600.0 $60,100.0 $68,400.0 $75,900.0 $83,300.0 $89,700.0 $96,100.0 $512,100.0
   State 432.4 648.5 7,485.4 8,227.2 9,031.1 9,736.2 10,441.2 46,002.0
Administration
   Federal 1,169.7 1,821.2 2,277.7 2,527.5 2,773.9 2,987.0 3,200.1 16,757.1
   State 986.1 1,533.8 1,912.9 2,118.0 2,324.6 2,503.9 2,683.1 14,062.4

Subtotal Federal 39,769.7 61,921.2 70,677.7 78,427.5 86,073.9 92,687.0 99,300.1 528,857.1
Subtotal State 1,418.4 2,182.4 9,398.4 10,345.2 11,355.7 12,240.0 13,124.3 60,064.5

Total 41,188.1 64,103.6 80,076.1 88,772.7 97,429.6 104,927.0 112,424.4 588,921.6
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The Medicaid expansion is bigger in the House
bill than in the Senate bill. The House bill would
expand Medicaid up to 150 percent of the federal
poverty level (FPL), while the Senate bill would
expand coverage up to 133 percent of FPL. In the
House bill, the expansion provisions would take
effect in 2013; in the Senate bill, they would start a
year later. 

In addition, the House bill (but not the Senate
bill) would require states to provide Medicaid
“wrap-around” coverage to Medicare beneficiaries
between 100 percent and 150 percent of FPL—at
standard match rates.

Table 2 provides estimates of state spending
for each of the 50 states and the District of
Columbia under the Senate and House bills,
respectively.

The Senate Medicaid Special Deals. The last-
minute inclusion in the Senate bill of provisions
giving three states special Medicaid funding deals
has generated considerable attention and contro-
versy.4 Table 3 projects the savings to the three
states from their special Medicaid funding deals.

Massachusetts and Vermont were given tempo-
rary increases in their federal matching rates for
spending on their existing Medicaid populations
for periods of three and five fiscal years, respec-
tively.5 The rationale offered is that those states
have already expanded Medicaid coverage above
the levels specified in the Senate bill and thus
would incur few or no new costs as a result of the
expansion. 

While some might consider it illogical that
extra federal funding should be earmarked for two
states on the grounds that they need it the least, it
is likely that the authors of these deals view the

extra federal payments as “rewards” to those states
for having already imposed on their taxpayers the
burdens that Congress intends to impose on the
other 48 states.

It was, however, the Senate leadership’s offer to
pay all of Nebraska’s added benefit costs for the
Medicaid expansion that sparked the most contro-
versy, with lawmakers in other states demanding
similar deals. In fact, due to the way that provision
was drafted, Nebraska will actually have to pay its
share of the benefit cost for the expansion in FY
2017—estimated at $16.9 million—with the
exemption then applying in FY 2018 and beyond.
Of course, as with all other states, Nebraska will still
be responsible for paying its share of the extra
administrative costs starting in 2014 when the
expansion takes effect. Nebraska’s extra administra-
tive cost over the period FY 2014 to FY 2019 would
be an additional $42.5 million burden on Nebraska
taxpayers.

Effect of Expanding the “Nebraska Exemp-
tion.” As Table 1 shows, expanding the “Nebraska
exemption” by having the federal government also
relieve all of the other states of all of their remaining
benefit costs for the Medicaid expansion would add
another $23 billion to the federal 10-year cost for
the Senate bill, or another $46 billion to the federal
cost for the House bill, while still leaving states
responsible for funding their share of administra-
tive costs.

Washington’s Solution: Punt It to the States.
Hiding behind all the costs, complexity, bureau-
cracy, and disruptions that these massive bills
would impose on Americans who already have
health insurance can be found this Congress’s
principal solution to the problem of uninsurance:

3. Richard S. Foster, “Estimated Financial Effects of the ‘America’s Affordable Health Choices Act of 2009,’ as Passed by the 
House on November 7, 2009,” U.S. Department of Health and Human Services, Centers for Medicare and Medicaid 
Services, November 13, 2009; Richard S. Foster, “Estimated Financial Effects of the ‘Patient Protection and Affordable 
Care Act of 2009,’ as Proposed by the Senate Majority Leader on November 18, 2009,” U.S. Department of Health and 
Human Services, Centers for Medicare and Medicaid Services, November 13, 2009, at www.cms.hhs.gov/ActuarialStudies/
05_HealthCareReform.asp#TopOfPage (January 13, 2010).

4. See the Patient Protection and Affordable Care Act, H.R. 3590, 111th Cong., 1st Sess., Section 10201.

5. The enhanced match for Massachusetts applies to the last three quarters of FY 2014, all of FY 2015 and FY 2016, and the 
first quarter of FY 2017. The enhanced match for Vermont applies to FY 2015 through FY 2019.
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State Costs for Medicaid Expansion, by State

Sources: Author’s calculations based on data from CMS Offi ce of the Actuary estimates for the cost and coverage effects of the legislation, U.S. Census data on the 
distribution of the uninsured population by state (as reported in a Federal Funds Information for States study), historical Medicaid match rate data from Kaiser Family 
Foundation, StateHealthFacts.org, and a Congressional Research Service Report on Medicaid administrative costs. See Methodology appendix for further details.

Table 2 • WM 2757Table 2 • WM 2757 heritage.orgheritage.org

Senate Bill House Bill

Cumulative Costs for Federal Fiscal Years 2014–2019 Cumulative Costs for Federal Fiscal Years 2013–2019

State Benefi ts Administration Total Benefi ts Administration Total
Alabama $178,677,869 $159,108,628 $337,786,497 $739,829,113 $229,480,953 $969,310,066
Alaska 49,097,256 18,279,984 67,377,239 81,004,690 25,497,619 106,502,309
Arizona 306,774,136 273,175,475 579,949,611 1,280,913,513 409,886,766 1,690,800,279
Arkansas 127,439,363 113,481,889 240,921,252 513,949,752 164,521,711 678,471,462
California 5,609,655,848 1,410,423,054 7,020,078,902 6,603,642,597 2,020,386,934 8,624,029,531
Colorado 715,325,242 179,852,604 895,177,847 789,500,695 246,662,143 1,036,162,838
Connecticut 277,929,104 62,070,557 339,999,661 313,418,474 87,452,667 400,871,141
Delaware 76,883,317 17,265,469 94,148,786 92,484,675 25,404,608 117,889,283
District of Columbia 13,794,983 12,284,122 26,079,105 57,782,700 17,612,405 75,395,105
Florida 1,431,949,345 696,357,113 2,128,306,458 3,475,611,941 1,069,412,098 4,545,024,039
Georgia 396,113,071 352,729,789 748,842,860 1,678,739,355 531,752,910 2,210,492,265
Hawaii 37,792,781 17,430,110 55,222,891 92,704,450 25,584,893 118,289,343
Idaho 45,326,371 40,362,115 85,688,486 203,620,360 64,271,180 267,891,540
Illinois 1,509,032,039 380,988,253 1,890,020,292 1,730,991,344 521,071,396 2,252,062,739
Indiana 174,736,446 155,598,879 330,335,325 780,796,332 237,185,031 1,017,981,362
Iowa 66,355,387 59,080,979 125,436,366 291,345,982 85,858,520 377,204,502
Kansas 112,040,435 76,138,837 188,179,272 352,168,424 105,736,179 457,904,603
Kentucky 160,284,559 142,729,799 303,014,358 670,519,866 207,716,184 878,236,050
Louisiana 218,092,105 194,206,119 412,298,225 930,399,113 294,727,577 1,225,126,690
Maine 22,334,734 19,888,578 42,223,312 118,305,481 32,851,218 151,156,698
Maryland 616,028,427 137,579,070 753,607,496 639,859,737 191,941,734 831,801,470
Massachusetts 112,464,916 89,586,371 202,051,286 492,013,494 123,443,544 615,457,038
Michigan 482,288,162 228,641,513 710,929,675 1,108,698,019 329,484,257 1,438,182,275
Minnesota 381,078,050 85,107,052 466,185,102 404,395,067 117,192,618 521,587,685
Mississippi 173,422,638 154,428,962 327,851,600 685,860,320 223,145,634 909,005,954
Missouri 180,759,139 155,748,726 336,507,864 806,330,634 241,087,537 1,047,418,171
Montana 41,384,948 36,852,366 78,237,314 168,540,810 52,980,865 221,521,675
Nebraska 16,908,661 42,498,143 59,406,804 215,433,473 66,427,508 281,860,981
Nevada 296,318,022 95,507,702 391,825,724 415,865,632 131,115,546 546,981,178
New Hampshire 82,827,133 20,825,038 103,652,172 104,507,617 29,782,942 134,290,559
New Jersey 923,648,032 232,230,731 1,155,878,763 1,070,583,501 317,378,031 1,387,961,532
New Mexico 102,477,013 91,253,478 193,730,491 433,922,570 140,891,860 574,814,429
New York 2,080,717,986 523,150,207 2,603,868,192 2,476,494,891 715,104,771 3,191,599,661
North Carolina 359,326,451 319,972,130 679,298,581 1,536,968,888 474,811,404 2,011,780,291
North Dakota 17,079,502 15,208,913 32,288,415 75,378,373 22,861,579 98,239,952
Ohio 376,716,718 264,112,004 640,828,722 1,306,968,200 386,532,461 1,693,500,661
Oklahoma 175,393,350 156,183,837 331,577,187 704,659,937 224,840,139 929,500,077
Oregon 159,993,865 129,075,826 289,069,691 609,124,975 191,160,002 800,284,977
Pennsylvania 690,419,825 240,074,664 930,494,489 1,283,093,507 350,135,168 1,633,228,675
Rhode Island 55,459,401 17,869,662 73,329,063 94,519,419 26,207,403 120,726,822
South Carolina 157,656,944 140,389,966 298,046,909 698,337,113 216,720,832 915,057,945
South Dakota 20,364,022 18,133,704 38,497,726 95,911,095 28,948,580 124,859,676
Tennessee 206,924,738 184,261,830 391,186,569 920,352,381 279,343,787 1,199,696,168
Texas 1,855,211,343 1,306,207,368 3,161,418,711 6,030,064,732 1,926,201,724 7,956,266,455
Utah 78,171,568 69,610,025 147,781,593 353,174,640 114,074,116 467,248,756
Vermont –174,104,157 8,315,135 –165,789,021 49,755,870 13,330,395 63,086,265
Virginia 737,914,461 185,532,160 923,446,621 906,288,663 274,534,877 1,180,823,540
Washington 512,524,564 133,298,011 645,822,575 655,592,393 196,550,159 852,142,552
West Virginia 63,719,681 56,740,945 120,460,626 277,385,058 86,328,148 363,713,206
Wisconsin 202,202,195 102,263,891 304,466,086 520,825,394 148,496,276 669,321,670
Wyoming 39,742,964 12,361,104 52,104,068 63,386,672 18,315,763 81,702,435
U.S. Total $22,554,674,953 $9,634,472,885 $32,189,147,838 $46,002,021,928 $14,062,442,651 $60,064,464,579
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Dump the vast majority of the uninsured into
Medicaid, leave the states with the messy job of
trying to make it work, and give states just enough
in extra transfer payments to buy off opposition
until enactment. 

It is neither an edifying spectacle nor good
health policy.

—Edmund F. Haislmaier is Senior Research Fellow
in the Center for Health Policy Studies at The Heritage
Foundation.

Estimated Medicaid Savings for States with Special Deals in the Senate Bill 
By Federal Fiscal Year

Sources: Author’s calculations based on data from CMS Offi ce of the Actuary estimates for the cost and coverage effects of the legislation, U.S. Census data on the 
distribution of the uninsured population by state (as reported in a Federal Funds Information for States study), historical Medicaid match rate data from Kaiser Family 
Foundation, StateHealthFacts.org, and a Congressional Research Service Report on Medicaid administrative costs. See Methodology appendix for further details.

Table 3 • WM 2757Table 3 • WM 2757 heritage.orgheritage.org

2014 2015 2016 2017 2018 2019 2013–2019

Massachusetts $66,558,785 $94,367,587 $100,808,077 $26,935,425 $0 $0 $288,669,874

Vermont $0 $32,700,442 $34,955,837 $37,366,340 $40,154,054 $43,177,139 $188,353,812

Nebraska $0 $0 $0 $0 $27,923,986 $33,086,808 $61,010,794
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APPENDIX: METHODOLOGY

State-level estimates were generated by using the
CMS Actuary’s estimates for the effect of the Medic-
aid expansions on enrollment at the national level
and on federal Medicaid spending to derive the
average federal cost per enrollee per year and by
using the distribution of the uninsured population
by income among the various states as a proxy for
the distribution of the population that would be
newly enrolled under the expansion provisions. 

For example, if today a particular state accounts
for, say, 1.2 percent of all uninsured Americans
below 133 percent of FPL, then it is assumed that
the state will also have a 1.2 percent share of the
total new Medicaid enrollment under the Senate
bill. Multiplying the projected per-capita federal
cost by the number of projected enrollees in a state
gives the portion of federal benefit spending that
will flow to that state. The state costs are then calcu-
lated off the federal cost estimates by using the
applicable match rates for each state as adjusted by
the provisions of the legislation. 

The added administrative cost load was calcu-
lated by applying current ratios for total administra-
tive costs as a percent of total benefit spending and
then apportioning those costs between the federal
and state governments based on historical data that
indicate an average effective Federal Medical Assis-
tance Percentage (FMAP) of 55 percent for all
administrative costs.

These state-level estimates should be treated as
approximate. State officials will likely be able to
construct more precise estimates for their own
states using their own coverage and Medicaid pro-
gram data—data that are not easily available to
external researchers.

In general, basing these estimates on the CMS
projections implicitly incorporates into them the
underlying CMS assumptions for future population
and spending growth rates. Using CPS data on the
uninsured as a proxy for distributing the expansion
population across the states should capture most of
the differences among states in their current pro-
gram eligibility levels. 

That is, if two states have about the same total
population but the uninsured rate is higher in one

than the other, it is likely that at least part of that dif-
ference can be explained by differences in the two
states’ Medicaid eligibility criteria for non-elderly,
non-disabled adults as well as any other Medicaid
waiver or state-only program targeted to that popu-
lation. 

However, one uncertainty is the extent to which
the uninsured population of a given state consists of
illegal immigrants, who would be barred from
obtaining coverage through Medicaid. Estimates for
the share of the national uninsured population that
consists of illegal immigrants are imprecise, and
attempting to adjust for the presumed uneven dis-
tribution of that subpopulation across the states
would be even more problematic.

Moreover, reliable state-level data, consistent
across all states, for per-capita Medicaid spending
for the subset of current beneficiaries who most
closely match the characteristics of the expansion
population are not readily available. However, each
state’s program officials should be able to use their
own state’s Medicaid data to project their own costs.

Thus, a major limitation of this set of state-level
estimates is the need to assume the same per-capita
spending amount for new enrollees across all the
states. The inability to incorporate state-level
spending variations into these estimates is likely to
be a major explanation for any variance between
these estimates and a state’s own calculations.

Components and Data Sources

Enrollment and Federal Spending. CMS projec-
tions as found in Tables 1 and 2 of the CMS Actu-
ary’s memos entitled “Estimated Financial Effects of
the ‘America’s Affordable Health Choices Act of
2009,’ as Passed by the House on November 7,
2009” (November 13, 2009) and “Estimated Finan-
cial Effects of the ‘Patient Protection and Affordable
Care Act of 2009” (December 2009). 

CMS projections were used instead of the equiv-
alent CBO projections because CBO implicitly
assumes that this expansion would follow the
observed pattern of previous expansions, with
enrollment growing gradually over a period of years
as newly eligible individuals sought assistance or
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were identified through outreach efforts. In contrast,
CMS explicitly (and more plausibly) assumes that
other provisions of the legislation—specifically, the
individual mandate, the additional eligibility deter-
minations to be conducted by the new exchanges for
a much larger population that might be eligible for
new subsidies outside of Medicaid, and the Medic-
aid automatic enrollment provisions—“would result
in a high percentage of eligible persons becoming
enrolled in Medicaid” and that “the great majority of
such persons would become covered in the first year,
with the rest covered by [the third year].”

Enrollment Distribution. As noted, the current
distribution of the uninsured population at the
applicable income levels by state was used as a
proxy for assigning each state a share of the national
enrollment estimates generated by CMS. The
underlying data used for the uninsured distribution
were taken from “Table 3: Three-Year Average of
Uninsured by Federal Poverty Level” in “Special
Analysis: State Impact of Medicaid Eligibility
Expansion,” produced by Federal Funds Informa-
tion for States on April 23, 2009, which was in turn
derived from the U.S. Census Bureau’s “Current
Population Survey, 2008 (Uninsured data; three-
year avg. 2005–2007).”

Federal Match Rates. Kaiser Family Foundation,
StateHealthFacts.org data on FMAP rates by state
for the five years FY 2005 through FY 2009 (using
the pre-stimulus FMAPs for FY 2009) were aver-
aged to produce a projected “baseline” or “normal”
FMAP for future years for each state. These param-
eters were selected to exclude the otherwise distort-
ing effects of the temporary FMAP increases in FY
2004 and post-stimulus FY 2009. The baseline
FMAPs were then adjusted in accordance with the
specific provisions of the legislation.

Administrative Cost Load. The administrative
cost load was calculated using ratios for adminis-
trative spending to benefit spending and average
federal and state shares of administrative costs,
derived from the most recent actual data (FY 2006
and FY 2007) as reported in April Grady, “State
Medicaid Program Administration: A Brief Over-
view,” Congressional Research Service Report for
Congress, updated May 14, 2008, and John Holahan,
Alshadye Yemane, and David Rousseau, “Medic-
aid Expenditures Increased By 5.3% in 2007, Led
by Acute Care Spending Growth,” Kaiser Com-
mission on Medicaid and the Uninsured, Septem-
ber 2009.


