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, 

(202) 205-8870, FAX NUMBER: 
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DEPAl!TMENT OF HLALTH &. HUMAN SERVICES 

TO: lackLew 
Bruce Reed 
Chris Jenning.;•Dan Mendelson 

FR: LaVarn~Burton c-13 
Exec:utive Secretary 

I 

RE: Memo f~u' the President on Commercial Health Plans WiUldraw1.ng From Medicaid 

i 
Attached is the signed Memorandum for the President from the Secretary that was sent to 

Erskine Bow1es today. Please let me know ifyou have any questions, 



OS/()6/P.S THU 16: 22 FAX 202 ;205 21.3:5 EXEC SECRETARIAT ~003 
I 
I 

I 


DEPARTMENT OF HfZALTH &. HUMAN' SERVICES 

August 6,1998 

MEMORANDUM FOR ERSKINE BOWLES 

The President requested an evaluation ofrecent media reports which suggested that corrunercial 
health plans "'" witMrawing from participation in Medicaid managed care. 

A review and evaluation of th... reports have been completed .. the President requested. 
Attached is Secretary Sh.l.l.'s mrunomndwn to tho Pr<sident advising him ofour findings. 

UI~G.--a~ 
Mary Beth Donahue 
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THE $ECR~TARV OF H£,.,LTH ANO HUMAN SERVI£;ES 

W....H',.o;rOt'f.D.c.IOICI 


AUG 61993 
MEMORANDUM FOR THE PRESIDENT, 

, 
Ree<nt media reports have suggested that cOllUllllrcial heallll plans (prinlarily fo ....profit HMOs) are 
withdrawing from participation in Medicaid man~ Carb. At your n::quest,. we have evaluated these 
reports over the past severa) weeks by speaking to a wide varlety of researchers. pian offi-cials, and 
state and federal regulators and by reviewing research on this issue. Our review generally supports 
the conclu.sion ~t $Orne commercial plans have withdrawn from Medicaid. but that theirwithdra\\'al 
haS' had little or no effC<\t on access to managed--care coverage in most areas. The number of local 
and Medieald-<lnly he.llll plans participating In Medicaid eontlnucs to grow. and for nQW th... 
health plans are assuring adequate capacity for Ille eontlnued expansion ofMedieald managed care. 
Th. growing dominance of Medicaid-only heallll plans. however. rnlse. important poliey issues 
about Medicaid beneficiary access to mainstream heahh care. 

Below we discuss the participation ofcommercial health plans In Medicaid, the rellSOIls for its 
. de.cl!o •• and some ofllle policy implications for beneficiarY access and quality ofcare. 

CommercIAl PllIo Participation 10 Medicaid 

~nlmedia reports ofplans leaving the Medicaid IllIIrket (Including articles in the Wall Str ••, 
Journal4n198 and the New Y",* Times 716198) have focused on commercial health plans. plans 
whose primary business is non-Medicaid. Although we cannot yet ccm.finn 1his trend with program 
doll!, aneedotal reports ""d our revIew of the issue generally support Ille ~oriclusion that some 
commeroial planS are pulling out oftha Medicsid market. Some plans have left the market entirely 
while oIhe... OOvi 'eft states that they view as unreliable business plll1ners. 

Th. Medicaid m&naged....., _Is still evolving. Overall••...,llment in full-risk managed care 
plans WI1S about 25 pc........ ofall Medicaid benefic:iaries In 1996, up from about 5 pcrcent iri 1991. 
Between 1993 arid 1996. the number ofmllMged care plans serving Medieald beneficiarieS more 
than doubled, with the largest Increase occurring in Medlcaid""nly plan. Wlans in which Medicaid 
beneficiaries comprise 90-100 percent oftolalenrollment). Medicaid-only plans include those 
established by public hospital. and other Federally Qualified Health Centers, as weI! as those that are 
subsidiaries ofcommercial plans. provider-sponsored plans. and new plans that have heeD 
specifically created to capture the Medicaid managed care matket. According to. 1997 survey by 
Ille National Assocl.tion ofPublic Hoopitals, approJtimately tluee-follrths oflbe uroan .afety-net 
hospitals surveyed have formed their own health plans, primarlly to serve the Medicaid population, , 
The number of commcreiB1 pJans serving Medi"aid also grew rapidly during this period, inoreasing 
from 102 plans in 1993 to 199 plans i. 1996. Comuiercial health pi.... initially viewed the Medicaid 
market as a complementary line ofbusinQSs to their other commercial operations. Many chose to 
expand Into Illis market at a time when plans were vigorously competing for ovemU mo.rltct share. 

More n:centJy, however. some cotnll1.C'n.:ial plans have begun to,question the financial advisability of 
continued participation in Medicaid. Commercial plans that bave left Medicaid (entirely or in 
selected states) have oRad concornll over low payment mos. high ndmlnistrative burdens, and high 
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volatility in e~Ument as reasons for their declining interest in Medicaid. Perhaps more 
importantly, the'nwket analysts that foUow these publioly troded HMO. have begun to ral.. 
questions .bout !be potential risk to pi"" profits posed by Medicaid participation. The understanding 
appem to be grOwing among plans that the Medicaid market is very different from the commercial 
ma.rkct and that participation in Medicaid requires significant investments in developing new 
sy~cms and new provider relationships that may not be rewarded by the low payment rates available' 
in many $lO.tes. [ 

The pattern ofwithdrawals varies across the country. In some states, commercial participation 
.ppe .... to be $!>.bl.. In other states, large commercial plans (predominantly those that are publicly 
traded) are beginning to question whether their future participation in Medicaid is viable. Specific 
examples ofwithdrawals ofcommercial planJI over the last two y..", have bee. identified in at least 
II states (california. Conneetieut, Del.waco. Florida. O<:orgia, Maryland, Massachusetts. Missouri, 
New Jersey, New York. and Ohio). Precise numbo" are difficult to abtaln because ofmerg... and 
consolidation in the managed care industry. 

-These wlthdtaJI. do 1101 appear to be ;"'using problem, for __ to managed""""" coverage in 
most ""'... a1tJuiugh no sy$lmnatic quantitative data have been collected to date. (In one state, 
O<:orgi., some managed-eare enroll.... will have to shift to r .... for....,..;"" Medicald, .t less< 
t<mponuily.) EVen as some large """"""rei.1 plans leave the Medi ..id managed care market, local 
health plans and'plans serving primarily Medicaid beneficiaries are "'placing them in most ....... , 
and the overall n)l1t!ber ofth... plans has been growing. Many ofth.... plans have developed 
autrea<h p"'gcsms. n_lies, and "'....gement syotems that may be more appropriale far the 
Medicaid popouilion and have shown • willingness to meet the special Medicaid ""luirements 
imposed in some state.. Th. potenti.l impli..nons of the growing dominance afthe.. Medlcald­
only plana is diseussed later in this memo. 

ReuoDI fot'Dec:llDe til Comme~iaJ Plan Participation 

Although the Medicaid population has hesIth and behavioral characteristic. distiMt from tIIc general 
population. milllY conun....lal HMO. believed they could provide coverage by expending their 
oxlsting busUress and building on their infrastru<turc and organizational systems. Rates would 
~ically be set by the government rather than the ll1lItket, but hcalth plans believed that Medicald 
was plagued by inefficient utilization pane"", that, if_ted, would allow them to make • return 
on investment. 

,, 
Large managed health plans withdrawing from the Medicald market evil( the past year or two cite 
several reasons for their decisions: 

• b<tt<>. understanding ofthe business; 
.. low capitation rates; and 
• "burdcNo,me contract requirements. 

Commercial health plans hav.1eomed that covering the Medicald population is not simply an 
expansion ofcurrent business, but rather a new and different line afbusin •••• The heslth und , 
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behavlotal needs ,of the population and the nature of the program (e.g., monthly eligibility) require 
distinct system, If be successful. Participation in Medicaid often al,o require. health pi"". to fonn 
relationships with new group••(provide,.. (including safely-net providers) that have traditionally 
served Medicaid Patients. As a result. the cost ofcoveting the Medicaid population can be much 
higher than manY; health plans had initially projected. 

, 

1\Uiny health pJan's eontend that when states set capitation rates, they do not reflect costs or demand, 
(although they sometimes involve competitive bidding). Under fedetallaw, capitation rates in the 
Medicaid managed care market cannot exceed the amoWJt of money thllt would bave been spent to 
provide a comprehensive: benefit pa.okage in Medicaid ft».for--scrvicc (FFS). 'This conrtrairtt bu two 
components. eaoh of which may contribute to suppressing capitation rates. The first is the low 
reimhuracment rate. the Medicaid program has hist<lri<ally pald in FFS. A 1991 study by the 
Physician Payment Review Commission showed that average Medicaid physiCian fees were about 62 
percent ofMedicare~s (whicb in t\lm were lower than those in the pri\fate seotor). The second is any 
under·utilization of oervices in FFS, resulting from both loW phy.i~ian participation in Medicaid and 
the less organized systmn ofcare dellvely characteristio ofFFS ntedlcino. 

• 
Over time, plans have pe ....ived Medicaid capitation rotc increases as inadequate. In lilcr, in about 
half the states wh~re we have information,. rates have been cut, in some instam:O$ up to 10 percent to 
15 percent over several years. A number ofhealth plans argue that capitation rates (or least the 
annllA! adjustmen\$ ofter rates are ru.t calculated) .... often lIIbitmy; thoy do not ,.,Hoct an _01 
lII1aIysis of an organl2ation's true costs ofserving this population. A number off(MO offlC;rus and 
tinaneial.".1ysts view Iitates' rate-setting procodlll'OS as primarily "political." Plans are doubtful of 
their ability to raise capi1ai or to malo:: an adequate retUrn on their investment over the long run. , 

, 
Health phlll$ also perceive Medicaid oon1nletlng n:quiremonts as mo", onerous than those imposed 
by private employers and Medicare. Ali purchasers, Medleald ogenci ...... looking both to ....­
.ctess to the range ofMedicaid beno.fits and io monitor quality. Ali _learn how to design 
oomprehenslve contracts, their contracts with health plans increasingly inelude provisions for 
services partieularty relevant for the Medicaid population - sucb as screening to< elevated lead 
levels, medical and mental health can: for childeen in the child ....,!llIre and JUVenile justioo systems, 
and asthma management programs and assessment. In addition, Medicaid agenc;ies: pl.ll'Cbuing a 
managed c .... benefit pa<:bgo ,eek to ensure that adequate, quality health care is delivered to 
beneficiaries through various reporting requirom ..... sueh .., utilization/encounter data, including 
hospital inpatient days; quatta'ly qu#1ity assurance reports; and patient satisfaction surveys. While 
there is significant overlap in ~uirements between Medicaid and either Medicare aT large employer 
health plan eont;mClS,·th~ an: a Dwnber ofprovisions unique to Medicaid. Although these 
differenees 'appeat 1argcly 10 be.the result ofMedicaid managed ""'" contracts conforming '" the 
Medicaid benefit package, health plans beUove that some ofth. requirements are arbitrary or pOOrly 
thought out ! . 

, 
Most states' experience with Medicaid managed care is only a few years old. As. result, they are 
still leamlng, for example, what contract requirements are an eflCctivC' mean~ ofensuring quality or 
access. A ",cent fuundatlon-funded study ofcontract requirementa, along with growing experienoe 
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nationwide, hns the potential to bring some stability. But in the meantime. the uncertainty plans 
often face in n8sotiatlons adds to the: perception that states are inflexible business partners. ,, 
We should note that HCFA will soon be promulgating a proposed rule to implement additional 

consumer protec!lOns. quality assurance mndards. and. other regulatory requirements stemming from 

the Balanced Budget Act. Whether I;Ommerclal plans view these provisions as an added burden or 

as an impetus toward gmater unifonnity among states remains to be seen. 


Medicaid's structure .also creates cha11e~ for health plans. The most frequently cited example is 

the "churning" In Medicaid enrollment. that is, benefICiaries cyeling on and offMedleald. Chwning 

hinders health plans' ability to provide oomprobenslve """', particularly cost-dfeetive preventive 

servioe. su<h tis pr<lnata! = as Medieald bene&i.rios may no! be enrolled in a health plan for a 

sufficient period ?f time for o=eh and managed care eduoatlon to tal<o place. For example, one 

plan r<IOOunted the ~.n<e ofMedl••ld ben.llclaries enroUinli in the seventh month of their 

pregnancy. This Problem is panlally addre..ed in the Balanced Budget Act through requirements for 

g\lllr8llteed eligibility. Another complexity is <reate<! in states wh.", Medlcaid contruct. .... written 

-at the county Ir.w~ generating additiorutlmanogemont and roportlnll obligations for health plan •. 
Th... structural challeages may contrlbttt» 10 the perception tbat Medleald managed..,., a an 

arduous undertaking for commercial plans, particularly those with no previous Medieald experience. 


For .Uplan.. theno is • ""~tial invootment """""iated willi l:llC<Oedinli in Medleald 'lnlID8ged care 

(partioularly ifthere i. broad choice). Plans will not make that In\leSlment without reason to believe 

they will be able io form a long-term business rel.tiolt'lhip with. state. Slate practices that plans 

perceive to be II1'hilW'y or poUti.a! disoo"",se that invootmont, pOttleularly for commercial plans for 

which this populaiio. is not oriticallo their rruirkct shale. 0Ihcr practice.< that appear on thair moe to 

be reasonable alsO may discourage oo_lal plmu, because they do !lOt assure adequate retUrn on 

investment. Examples ofsuch state puwtiees include permitting a large number ofplam to compete 

In each area (wbich may lead to inadequate enrol1ment in any one plan), or estab!ishinllauto­

assignment methods, ... ed when beneficiaries fall to choose a plan, tbat favor certain plans (usually 

public plans operated by safety-net providers). 


PoliCy Implication. 
, 


, 

SlaWS have two central and SOO1Olimes 

, 

competing goals fur Medicaid managed care, First, they are 

looking to control'their costs, expecting that plans will use ""'''''roes more wisely. Second, states 

may view mana~ care in Medicaid as a means of improving access. which may mean t:ither rnore 

utilization or better providers. The second goal might be addre..ed in two dllf<rent wa)'!! - by 

.eeking to maln.s!l:Cam Medicaid beneficiaries and by requiring eontraeting plans to address the 

speeial needs of the Medioaid population and the unique benefit. and other requirements ofthe 

program itself. 


Recent experience! in Medicaid, however, suggests that these goals ~ difficult to achieve 

simultaneoUl!ly. For e"""'ple, ensuring that payment. to safety-net providers "'" mrt'ficietrt to 

mainwn their finanew status sometimes oonfIicts with efforts to reduoe costs. The withdrawal of 
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some commerchll plans. if it continu~ raises qucstions about wbether Medicaid managed care can 
provide access tQ mainstream providers. 

MalflSt'<omlng as 0 Po/Icy Goal 

For years, a key 4ebate in fte-for..service Medleaid has been whether beneficiaries have access to an 
adequate range ofproviders and, specifically, to the same providers that serve other Americans, 
Research suggestS that so-caHed HMedicaid mills" have arguably contributed to poorer health 
outcomes, ! 
This same: issue now arises in Medicaid managed care, Some argue that having the same health plan 
card as anyone .Iso can be empowering to 1he beneficiary and avoid 1he stigma of welfare """"'. 
The concern raised by reports ofcommercial pIIln$ leaving this market is that rnaitl.stream plans 
(particularly national plans) will not participate in Medicaid managed care unless conditions are 

favorable - thus jeopardizing the goal of tmlinstreaming.
, 
At the same time. there is an issue ofwhether co.mmcrciaJ plans, ror wbiclJ the Medicaid population 
is only one line of business, In faet mm the same effort to serve the special needs "fthill population 
as plans created specifically to .."'" 1his population. In addition, thero ill evidence !hot some 
commercial plans essentially operate a separate, smaller provitier network: within their pJ8fl$ for 
Medicaid beneficiaries - achIeving the goal ofmainstreamlng in name only. 

The Role ofMedicaid-Only Plans , . 

Given the apparent 
I 
tmld toward more reliance on Mcdlcaid-only plans) it is important to understand 

the ability o!these plans to """" the Mcdioald population. Bvcn lfwithdrawals by comm• ..,ia( plans 
do not persist, change. made by the Balaneed Budget ACt (i.••• elimination o!the need to get. 
_Ivet Ifl... than 25 percent ofa plan'. enrollment Is non-Medicaid) may _cltmte the grov.1h of 
Mcdieaid...,nly ptans. Little ~ hM been done to da.e on th..epi...., although some worlc bas 
been funded by private found.dons. 

Medlcald-ooly plans may have particular stmtgths. Thoy can be designed to meet tho spocifie need. 
ofMedicaid enroll.c. and, be..... of their focus 00 Medicald, can de.elop particular expertise in 
diagnosing and ""ting conditions that dlspenportionateiy .ft'cot the Medicald population. They also 
may be mOt'e likely to invest in enabling Jen'iccs. such as transportation and translation services. that 
assist Medicaid ben~ficlaries in ob«afnfng needed service!,!, 

Furthermore, Medicald-only pllUlll are likely to be operated by or rontmct with the .1Ull. providers . 
!hot have ttaditionally served beneficiaries ander fue..for-service Mcdlcald. In particular, they often 
collaborate actively with - or an: owned or sponsored by - safety..... providers. In .hort, these 
providers are located in the communities where beneficiaries live and have the cultural competencies 
appropriate for this Population. 

'There are questions, -however~ about the long-range viability ofMedicaid-.only plans, specifically 
.beut their ability t<>:eope with tho sam. low payment ",to. and ...gelatory roquirnmcnts fioocd by 
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other plans. 'J'hCse plans lack the abitity to cross-subsidize from other Lines of busIness, creating a 
potentially greater risk offnsolvency. Some ofthese organizations may survive only as 8 result of 
special protections - for example, special tax status, lower financial requirements, or government 
subsidies - that can avert insolvencies or their cons.~w:nc<:s. 

Medicaid-only plans also Uce other challenges. Becousc they tend to be smaller thlUl other plan,. 
they have B. harder time sp~ding fixed costs, suoh as the investment in infonnation systems that are 
important for internal management. Medicaid reporting requiremen~ and performance 
measurement. Their smaller size may all$O make them more vulnerable to fluctuatiOnS in the 
Medicaid Nils. Because they are often newer entrants to the market. some may lack administrative 
or other needed ~rti$e,, 

Conclusion 

Although we ""-"!lOt yet quantifY the magoitude ofthe <ko(H>ff in commON..I health plan 
participation in Medicaid, thenHlle certainly growing numbers ofplans ohoosing Itot to participate in 
-<elected geognlphical are.,. This crond may not affect significant numbers ofMedicaid managed 
care enrollees, either because these p!ans have low enrollment or becaUSt: other managed care 
options 8re avaita6te to affected beneficiaries; However, as the interest ofCQIIlnteroial plan.o; in 
Medicaid waneSt th~ prospects of using managed care to mainstream Medicaid beneficiaries clearly 
become more limIt.d. Whelher or not the Medicaid population can be better served by Medlcald­
only pllUl. i. a question that n:mallLs to be answorcd, ,, 
Regordless of the type ofplan, payment rates based on historically low f_for-servi"" payment may 
not provide ad~ floxlbility to improve ...... in ways that proponents of Medicaid managed 
.,.,., have envisioned. Ideally. additional services em be financed by savings due to greater 
efficiency and avoidance ofunneee.ssary services, such as costly emergenoy room carc:. Whether tltls 
CIU1 be accomplished in practice is uncertain given the hisrorieal ...ess defl¢iencios ofMedicaid. 
These issues will become even more diftloult as g:n::atcr numbers ofmore costly populations (i.e., the· 
disabled and the elderly) Join Medicaid managed care. fw:1her study of capitation rates (both 
methodologies and level.) will be importnnL 

Viewed against the baclcdlvp of.1I the ooncems outllned here. the ,ignifiemt adjustments to 
managed core mndel, that health plans are OOtnpelled to make to meet Medicaid program 
requirements and benefielmy needs must be rcoogoized. HeFA wiU.oon be promulgating a 
proposed rule to implement additional consumer protectionst qwdity assura.n(;e standards. and other 
n:guIatory requirements stemming from the Balanced Budget Act, which may add t() the 
adminlstmtlve burden for health plans. This rule will amplll}< the difficult tradeofiS between the 
goal. ofasauring quality and ~ng rights ofbencfiolarles on the one hand, and the objective of 
ensuring broad plan partioipation and choice on the other. 

, 
The Department will continue to analyze these issues further to cns~ that decisions made by 
commercIal health plans do not have an advorsc Impact on _os. to health care for Medicaid 
beneficiaries. One compo~ofthis effort will be- incre.aed suzveillance, including factors such as 
what types ofPtans: arc participating. how much choice is av~ilablc. and how these patterns "Vary by 

l 
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state and market larea.. A s:econd component win be research On some of me underlying issues 
discussed in this 'memo (e.g., plan capitation payments and the characteristics ofMedfcrud-only 
plans). Finally. ~dditional consideration win be given to 1ht; Qverall goals of the Medicaid program 
and Medicaid managed care initiatives in particular~ with attention to the tradeoffs between 
improvIng atce~ IISSUting quali saving money. ' 

,:"""'honnll E. Shalala 
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THE WHITE HOUSE 

WASH1NGTON 

June II, 1998 

,/ 1~1f\ i·~..-ti<'l,o{b(, f(.:,jTO: Bruce R" Gcne S. 

~...,ktr•"-Ai,,,. tJor
FROM: Chris 1., Diana F., Jeanne L. 


",~..L L, I . j' 

.o"()(f t"'f fto-t...O~T til.. 

·RE: . Resolving the Medicaid "100~Hour Rule» issue ~J+- t";s t~;)! .;., 
, "-'o!.<,r {v4.. u..r 

It.< "''- ......... -, I.<u"~"t +t. "'Ht. ~J<. L.t....;CC. : Elena K., Sally K. 
.0, ~ "";:'01,-'- ~<cj,'::I -u....kq 

,This is an update on an important Medicaid coverage issue that we would like . to resolve as soon ~ 
as possible. but that may be at an impasse. HHS hus proposed a regulatory change to the ~ 
definition of an uncmp10yed parent for Medicaid purposes (i.e,~ allow alternatives. to defining 
"unempJoyed" as working less than 100 bours pt::r month), This change gives states the option of' 
allowing two-parent families meeting the other eligibility criteria to qualify for Medicaid. States 
with pre~wclfare reform waivers of this provision say it's impor1nnt both iii their \velfarc to work 
efforts and in ~ncouraglng two-parent families. Howcver, the Actuaries have estimated tha~ for 
the J7 or so states without a pre-welfare refoml waiver of this rule, this reg will {;ost about $850 
million over 5,years, OMl3. HHS and White House staff all support the policy} and it is an 
important reg to the Governors. However, OMS is currently insisting that HHS find an offset for 
its cost sjnc~ they ure uncomfortable with its size. HHS has refused to do so because it is: (1), 
virtul.llly impossible for OMB and HHS to find this amQunt in Medicaid (partlcularly in a way 
thal the States will support), (2) against HfIS policy and politically unviable to use Medicare 
savings to offset Medicaid costs, and (3) 111l OMB policy thut has not been used in other health 
reg during this Administration. 

We wouJd Hke;to get a decision'on this issue, one way or the other. for two reasons. Firsl. states 
and advocates continue to ask fur this reg and wonder why it is delayed; and, second. if we 
decide to go forward with this reg, we would like to announce it at tbe Fnmily Conference on 
June 22. We think that OMS and 1·IHS may be trying to wor~ out this issue tomorrow, but think 
that we ought to weigh in uS well, especially if it docs not get resolved, 

BACKGROUND 
"100~bour rule." The proposed regulation would ulIow stales to cover two-parent families 1hat 
meet other slate Medicaid eligibility rules. It would do so by changing an old AFDC ' 
"deprivation" requirement that restricted AFDC f Medicaid eligibility to families that include a 
child who was deprived of parental support or care by reason of dealh; absence (single parents), 
incapacity, or Jnemploymcnt of the parent. The old AFDC regs defined "unemployment" as 
working less th:an 100 hours per month. Before welfare reform> J 1 states rc~civcd statewide and 
another 6 states received substatc 1115 waivers of this rute because they thought it overly strict 
and anti~famil{ However, because welfare reform locked in place the rules in effect in 1996. 
stutes without those waivers want this change in regulution,, 



Post-welfare reform history. This reg was one of several that were contemplated immediately 
after welfare ~eform. In fact, had it ~een drafted in 1996, its costs probably would have heen 
included in the Medicaid baseline released in January 1997. However, because of the huge 
regulatory schedule that resulted from welfare reform, this reg was put off. The final rule with 
comment was signed by Shalala and submitted to OMB on January 30, 1998. 

On substantive health and welfare reform grounds, OMB, I·IHS and White House staff all support 
this policy. It not only allows states to align their TANF and Medicaid eligibility, but could 
serve as a way for states to cover low-income parents, should they choose to do so. This could 
be especially helpful in the tobacco debate. 

OMB concern.s. Since its submission, OMS expressed concern about the cost of this reg and 
recommended that HHS use a Medicare offset for this provision. Specifically, they worry about: 

, 
• 	 Spending the surplus: Since this reg's costs were not included in the post-welfare 

reform baseline, they would represent an increase to the baseline I decrease in the surPlus 
ifnot ~ccompanicd by an offset. This goes against both the BSA and the President's 
"Social Security First" pledge. 

• 	 Had precedent. This reg's cost arc high. Allowing it to be published without an offset 
could encourage agencies to ignore the cost implications of administrative changes, and 
could make OMS vulnerable on the Hill, which has become aware of this issue. 

HHS reaction. HHS disagrees with OMS for two main reasons. 
I 

• 	 Not a new precedent. I·II·IS points to the fact that several regs (e.g., change in the timing 
of SSI payments $10 million, SSI "bucket" reg $1.4 billion over 5 years) that did or could 
have had cost implicatio.ns were not required to have offsets. 

• 	 Even if they concede the cost issue. no acceptable options. HHS thinks that it would 
be nearly impossible to find a Medicaid administrative offset of this size, and have policy 
concerns about using non-Medicaid savings -- in particular, Medicare savings. Although 
HHS support reducing Medicare spending, they are concerned about both enacting them 
because of the regulation and the political challenge of explaining why ~ Medicare 
change!is needed for a Medicaid regulation. , 

As much as th~y want the reg, they are not willing to come up with an offset for it. 
I, 

Our thoughts. We believe that this reg is important and should be published one way or 
another. It wo~ld be particularly appropriate for the Fmnily Conference, because it would give 
the President an opportunity to talk about how he has changed Medicaid from being a program 
for single mothers to families. It also can help us fight off States desire to use CHIP for adults. 

http:implicatio.ns


However, we think that there is a bigger issue here.- While OMS is right that such a reg could 
decrease the surplus, the decision to hold regulatory actions to the same budget rules as 
legislative actions has important ramifications. First, it may result in delays in publishing regs, 
since ageneie~ may start holding regs with savings so that they can be published at the same time 
as with regs with cost. Forcing a coupling of regs with savings and costs could cause political as 
well as poliey:problems. Second, we are already uncomfortable with the extent to which often 

•
extremely un~ertain cost estimates influence policy decisions. Given that reg effects are 
typically smaller and probably more difficult to estimate, we don't think making cost estimates 
the central wncern in whether to publish a reg is good policy. Third, it is only a small step from 
requiring an offset for a regulation to requiring an offset for other administrative actions (e.g., 
executive orders, Secretarial initiatives). Should the offset requirement be broadly applied, we 
are, in essence, placing a new, important restriction on executive authority. And, lastly, at a time 
when the Congress is rushing to spend the budget surplus, a legitimate question needs to be 
raised about the advisability of restricting our ability to address priorities administratively, 
consistent with our legal authority, eyen if there are cost implications. 

We have had preliminary conversations with OMB, and they may eventually give on this reg if 
HHS promises to find offsets for all future regs. We are hoping to have some news tomorrow 
and will keep you informed. 

I 
• 



THE WHITE HOUSE 

WASHINGTON 

January 21,1998 

MEMORANDUM FOR THE PRESIDENT 
, 

FROM: i Chris Jennings c-:: 
SUBJECT: : Waivers and the Children's Health Insurance Program 

i ,/ 
ee: i Bruce Reed, Gene Sperling, Jack Lew, Josh Gothaum, Elena Kagan 

, 
This memo seeks your guidance on how much) if any, additional flexibility should be 

given to states in the Children's Health Insurance Program (CHIP) through the use of §1115 
waivers, Although waivers have been instrumental in modernizing and reforming welfare and 
Medicaid, questions have been raised about the feasibility and advisability of granting waivers 
for the new children's health care program so soon after its enactment,, 

Despit~ acknowledging the great amount of flexibility given to the states in the new 
CHIP grant program, the Governors asked - soon after the law's enactment - if additional 
flexibility would be given through waivers. HHS's interim response was that it would be 
difficult to review and evaluate the merits ofwaiver proposals until we had some experience with 
the implementation of the new law. Your advisors agreed that this wns the appropriate, initial 
response, but we a1so underscored that this was not necessarily our final position. 

The National Governors Association (NOA) immediately responded by formally 
requesting that we affinn states' ability to seek 1l!l)V CHIP grunt p(Qgnlll §11l5 )Vaiyers. Since 
then, two other issues have bee~ raised: (l) Will we approve new Medicaid §1115 ¥-'Rivers in the 
Medicaid option within CHIP, and (2) Will we allow states with current Medicaid §1115 waivers 
to expand those programs through CHIP (even though some have provisions below the CHIP 
minimums), ! 

, 
All ofyour advisors agree that the HHS Secretary does have the authority to grant waivers 

for CHIP. wh~ther administered through a new non-Medicaid grant program or through Medicaid. 
They also generally agree that the CHIP waiver policy need not conform to existing waiver policy. 
However, they (HHS, OMS, Treasury, NEC/DPC) disagree 011 whether and under what 
circumstanceslHHS should approve waivers In CHIP. 

. j 
Because HHS is holding state conferences this month on CHIP and the annual NGA 

conference is in February, it is important that we receive direction from you in short order on this 
issue. This memo, developed in collaboration with HHS and OMB. outlines these issues, provides 
policy options' for your consideration, and summarizes where your advisors stand on these options.,, 



BACKGROUND 

Your Administration bas given states unprecedented flexibility for their health care 
programs. Since 1993. we have granted 15 comprehensive Medicaid waivers that test approaches 
not allowed in Medicaid like experimenting with premiums and cost sharing for low·income 
populations, waiving benefits •.and accelerating enrollment in managed care. States have atso used 
waivers to expand coverage to millions of Americans, In addition. with the Administration's 
strong support. the Balanced Budget Act secured much greater administrative flexibility for the 
Medicaid program (e.g., eliminated the need 'for a waiver for a managed care program, repealed 
'the Boren amendment. and reduced cost~hased reimbursement requirements for community health 
centers). In s6 doing, we eliminated the need for many time~consuming waivers that we 
heretofore req¥ired from states. 

The BBA also created CHIP, which has fewer Federal guidelines than IDly other health 
insurance program that the Government oversees. Unlike Medicaid, CHIP allows states that opt to 
expand through a new, non-Medicaid grant program to cap the number ofchildren covered (i.e, no 
entitlement requirement)~ to limit programs to parts of the state; to not cover Medicaid's EPSDT 
(Early~ Periodic. Screening, Detection and Treatment) benefit; and to charge beneficiaries long· 
sought-after (although limited) cost~sharing, Alternatively, states may expand using the enhanced 
Federal match:through the now more flexible Medicaid prQgrn.rn. However, states choosing this 
option must follow Medicaid rules (e.g., no benefits changes or cost sharing). 

Although extremely flexible, CHIP includes standards for accountability, benefits, and cost 
sharing limits; 'these were secured by you and Congressional Democrats. Accountability provisions < 

include limits on the type ofstate contribution (e.g., no provider taxes and donations) and provisions 
to prevent "aowd out" (substitution of the new coverage for existing coverage), For the new non­
Medicaid grant program, we developed a benefit standard that simultaneously ensures that it is 
valuable but provides great flexibility to states in benefits design. Cost~sharing is allo\vcd in the 
grant program but limited to moderate premium and copayment schedules for those below 150 
percent of poverty and to 5 percent of farnily income for those above 150 percent. As under current 
law~ states eledting the Medicaid option must follow Medicaid rules for benefits (ineJuding EPSDT) 
and cost sharing (for childrent none is allowed). 

Despite the flexibility in CHIP, some states 'have indicated that they want §1115 waivers. 
There are three types ofwaivers that states are seeking. First. several states want to waive 
provisions for non~Medjcaid, CHIP grant programs (e.g" California wants to impose greater cost 
sharing above the CHIP limits), Second, others want to waive Med1caid provisions within CHIP's 
Medicaid option since states choosing the Medicaid option must use all Medicaid ruJes (c. g.; 
Missouri wants to waive the Medicaid requirement to cover non~emergency transportation). Third, 
most states that already have Medicaid § 1115 waivers want to expand those programs to more 
children to receive CHIP's higher matching rate - even though some include provisions that arc 
significantly below the new CHIP minimums (e.g., Arkansas has higher cost sharing requirements 
than allowed i~ CHIP). It is important to note that the provisions that states want most to waive are 
the benefits and cost sharing minimums we worked to secure before signing off on the budget 
agreement. 

2 
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CONSENSUS RECOMMENDATION: DEFERRlNG NON·MEDICAID CHIP WAIVERS ,, 
Your advisots have achieved consensus on one of the major issues. For CHIP non~Medicaid 

grant progr.unk. we believe the Administration should consider waiver applications only after it state 
has had at least a year's w~rth ofexperience, followed by an cva1uation of Its children's health 
insurance program. As we gain experience with the new CHIP grant program, we will have a better 
understanding'ofwhat types of CHIP demonstrations are appropriate and will develop guiclclincs at 
that point. 

We heiieve that deferring approvals for waivers of the already extremely flexible CHIP is 
advisable beca~se this enables us to see how the program you signed into law last summer will 
work, Grantin'g waivers now would place great pressure on us to weaken the accountability and 
benefits 5tand~s that we secured in the Balanced Budget negotiations: that base Democrats and 
advocates think are too modest anY'Nay, Having said this, waiver policy for CH1P may wen be 
advisable after,we have had time to learn about the program's strengths and weaknesses. 

(fyou agree, we will inform Governors ofthls policy in a response to their letter. While we 
believe that Governors will be disappointed with this position. they will likely appreciate that Qur 
poHcy is temporary and that we open up the prospect for waivers soon after they implement their 
children' s, health programs. 

Decision 

___Agree ~n deferring n~nwMedicaid grant program waivers until plans in place for one year 

___Let's diScuss 

ISSUE: POLICY FOR MEDICAID WAIVERS 

The other types ofwaivers. about which there is disagreement amongst your ,ad':lsors, 
concern the Medicaid option within CHIP, We an agree that our Medicaid waiver policy should be 
modified to acknowledge the fact that the Congress did pass legislation that explicitly outlines new 
guidance on balancing tlie need for greater flexibility with the need for accountability. However, 
we differ on how our policy should be modified to reflectthis policy change and, more specifically, 
the extent to which we would hold Medicaid waivers to the CHIP standard,, 

There are two questions, The first is whether we grant new waivers to states that expand 
CHIP coverage through Medieaid. States have indicated that they are interested in expanding 
coverage through the Medicaid option, but since the law allows no flexibility from Medicaid rules, 
they want waivers, particularly in the area ofcost sharing. The second question is whether we anow 
states that already have Medkajd §1115 waivers to expand those programs, without change, to get 
the CHIP aHotment and higher match. The following arc the options proposed by your advisors, 
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OPTION I (HHS): Defer new Medicaid CHIP waivers (with minor exceptions) and 

allow expansions of eXisting Medicaid waivers: if consistent witli CHIP standards for non~ 


Medicaid gra~nt programs. HHS recommends that we apply the same policy for new Medicaid 

and non-Medicaid, grant program waivers. It would hold off on approving any new Medicaid
, 
waiver under CHIP until we have at least a year's experience plus an evaluation. (The only 
exception would be for waivers for small, incidental provisions that have little or no effect on most 
children -.- like Missouri's desire to waive the Medicaid requirement for non-emergency 
transportation.) For states that have waivers already, HHS WQutd allow them access to the new 
enhanced matching dollars only if they met CHIP's non-Medicaid grant program standards, 

'I, 
Althougb HHS/OMB have, in years past, approved a number of Medicaid waivers that have 

less generous oenefits than even the new CHIP grant program, HHS believes the new law set a floor 
that we should not fan below. They fear that once we open the door to waivers, we will have a 
difficult time maintaining these standards, )n addition, they are concerned that waiver negotiations 
will delay implementation of new programs in a numher of Slates, Rapid implementation is one 
critical compo~ent to covering our target 5 million uninsured children .. , , , 

(fyou choose this option, the Democrats and children's health advocates will applaud our 
decision to respect the rules enacted in the widely praised new health insurance program for 
children. Howe::ver. Governors - who arc hoping that we will allow some type of Medicaid waivers 
- will surely relICt strongly and negatively to this policy. 

I 
OPTION 2 (NECIDPC): Allow Medicaid CHIP waivers (new or old) if g,enernlly 

consistent with CHIP standards for non~Medicaid grant programs. This option would allow 
new waivers through the Medicaid option of CHIP if those waivers were consistent with the 
standards provided under the new CHIP grant modeL In other words, states choosing the Medicaid 
CHIP option could waive Medicaid rules as long as the benefits, cost~sharing and other 
accountability provisions are in line with the CHIP grant program standards. Existing (old) 
Medicaid § J 115 waiver programs could also receive the higher matching rate, but they too'would 
have to meet ,CHIP standards; in a number ofcases, this would mean they would have to strengthen 

. some oftheir benefitsfcost·sharing protections to access these additional d01lars. Although a few 
states would have 10 reduce cost sharing requirements to comply with CHIP, we believe that the 
higher matching rate available under CHIP would be sufficient to offset these costs: 

DPCIh'EC believes that this option strikes an appropriate balance by maintaining the 
integrity of the CHIP program and the Balanced Budget Act and giving the new standards time to be 
tested, It also removes an important disincentive for states to use the Medicaid option in CHIP, 
Many states would prefer to use their already-in-place Medicaid programs because it is 
administratively simple. Moreover. having a seamless Medicaid program serving bot1'! poor and 
children ofworking parents has obvious advantages. However. allowing any new Medicaid waivers 
through CHII' will be criticized by our base Congressional Democrats, some Republi~ans, and 
advocates. They believe that their support for the flexibility in the non~Medicaid CHIP program 
was conditionalIon no new flexibility in Medicaid. The GoveI1!0rs would like this approach better 
than the HHS option, but they could be eounted on to say that it is still not flexible enough. 

I 
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Within this option. NECIDPC also recommends that the Secretary have the authority to 
approve Medicaid CHIP waivers that may be modestly below those standards provided for in the 
new CHIP grant program. While we strongly believe that the CHIP standards should be the guiding 
principle for Medicaid waivers, we also recognize that it is unwlse and unrealistic to treat the new 
law's standards as "ljnes in the sand" that can never be crossed regardless of a waiver's merits, 
One good exainple is in the area ofcost sharing. 

I 

In both previous Medicaid waivers and our internal policy positions. we have allowed 
limited cost sharing that exceeds the CHIP grant program standards. Such cost sharing can 
appropriately increase beneficiaries' cost sensitivity in using health services and decrease possible 
employer insurance dropping problems. since such a policy would more accurately mirror 
marketplace c9verage. While we recommend providing this additional flexibility authority, we also 
believe that waivers of the CHIP grant standards for children not be granted below 133 percent of 
poverty ~~ the level your.Administration advisors had previously concluded (during the balanced 
budget discussions) achieved the balance between appropriate and excessive co~t-sharing, 

VVhile some might point out that it is inconsistent to allow flexibility below CHIP standards 
for Medicaid and not the grant option, we believe that the advantages of this approach far outweigh 
this criticism, First. the CHIP standards were designed for the grant program - not Medicaid. 
Second, Medl~aid waivers are quite variable 009 have never been publicly held by Democrats and 
advocates to the same standards as legislated changes to public programs. And thirdly, as described 
above. having k additional incentive to administer the chHdren's health progr~ through Medicaid 
is desirable. : 

GivingHHS the authority to allow any oost sharing flexibility in Medicaid willlikcly anger 
base Congressional Democrats and some moderate RepUblicans. They will argue (as does HHS) 
that once we ~ction higher cost sharing below 150 percent of poverty. decisions will be perceived 
as arbitrary. making i~ dlfficult to say no to statcs that demand even greater flexibility, We believe 
these are valid fconcerns and should be seriously considered. However. we arc also well aware of 
states (such as ·Wisconsin) who will be requesting cost-sharing levels just under 150 percent (i,e., 
143 percent of poverty) that we would find difficult to oppose on purely policy grounds. 

OPTION 3 (OMB & TREASURy): Allow new CHIP Medicaid waivers if consistent. 
with CHIP sta'ndards for Don-Medicaid, grant programs, but allow existing Medicaid waivers 
to expand wit~ no change. For states requesting new Medicaid waivers, OMB/Treasury agree with 
DPCINEC option that the CHIP standards should guide approval ofsuch waivers (also allowing for 
greater cost shanng for families no less than approximately 133 percent of poverty). This policy 
should be re~eva1uated after states gain experience with their programs, at the same time the 
Administr~tion'is re-considering non~Medicaid. grant p~gram waivers, 

For stat~s with waiver programs already approyed (since the 1994 NGA waiver agreement), 
OMS and Treasury recommend that we recognize their history and different situation and not hOld 
them to the CHIP standards. We anticipate that these 11 states wiH want to expand their current 
waiver programs under CHIP; OMB and Treasury think they should be permitted to do so with no 
changes, Allbaugh this option provides only a few more states with additional flexibility in cost­,, 
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sharing or benefits under CHIP than the DPCINEC option, it helps these states avoid significant 
coor~jnation problems by sanctioning CHlP programs consistent with approved waiver programs, 
In addition~ lower income children in these states might pay more in premiums than the higher 
income childrbn newly eligible under CHiP. Waiver states will consider the Administration to have 
reneged ifwe,don't pennit them to carry their waivers [0 CHIP. This Opti9t1 excludes pre-NGA 
agreement waivers (e.g., Tennessee) since states have been held to a higher standard since then. 

Allowing existing Medicaid waivers into CHIP unchang(.'(\ will surely be noticed and 
strongly oppo~e<l by base Democrats and children's advocates. They believe that some ofthe 
waivers that we have approved to date, such as Tennessee and Arkansas. have gone too far by 
allowing slateS to impose "excessive)' cost sharing on low-income beneficiaries and waive EPSDT, 
Ironically. thi~ policy may also be criticized hy some Congressional Republicans, who think: that 
many ofour CHIP implementation decisions are steering states toward the Medicaid option, It 
would, however, be the most acceptable option to the NGA and the relevant (existing waiver) states. 

Decisions 
, 

Medicaid Wah'crs 
I 
, 

_---'OPTION I: 	 Defer ~Medicaid waivers in CHJP (with minor exceptions) 
AHow existing waivers to eXpm1d through CHIP ifconsistent with CHIP 
standards for non-Medicaid. grant programs 

Allow ~ & existing, Medicaid waivers in CHIP ifconsistent with CHIP 
standards for non~Medicaid! grant programs 

__OPTION 3: 	 Allow ~Medicaid waivers in CHIP if consistent with CHIP standards for 
non-Medicaid, grant programs 
Allow existing waivers (post-NGA agreement) to expand through CHIP with 
no program changes even if they fall significanUy below new CHIP grant 
standards 

, 
___Let's di,scllss 

Cost Sharing Flexibility 

___OPTION I: 	 Hold all Medicaid ,,";vers to lhe cost sharing in CHIP for non-Medicaid, 
grant programs 

__OPTIO)-l2: 	 Authorize the Secretary to approve~ within limits. Medicaid waivers in CHIP 
with cost sharing below, CHIP standards for non~Mcdicaid, grant programs I 
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. STATES WITH MEDICAID tlt5 WAIVERS (Chronological Order) 

STATE , Approved Eligibility Limit Benefits for New Eligihles Cost Sharing: New F,ligibles 

Arizona , lOi82 Existing eligibles "'·ledicaid benefits None 
, 
:Oregon 3193 People <: 100% PL Priori[ized benefits Premiums: $6 to 28 

; No copay:> or deductibfes 

IHawaii 7193 P¢ople <: 3QO'J:~ PL, No long-term care Premiums: $142 ~ L6R 
plus assets test Copays: $5 , 

, 

Maryland 10193 Children 133-185% No inpatient, oOlpatient, Copay: 55 
PL emergency room, WIDe 

EPSDT; no long4enn eure 
to/96 Existing eligibles Medicaid benefits None 

Rhode Island 11193 Children <: 250",~ Medicaid benefits IPremiums: From 18S~2So% ,, 
PL !PL: $1.50· $10,75 

, No COP<li'~ Of decluctib!es 

Tennessee 11/93 People up 10 400% Medicaid benefits Premiums: $14.25 to ,175 
PL. with enrollment Deductibles: $250 I $$00 , 

COlllSurance: 2 to 10% 
, 

cap II 
", 

Florida 9194 People < 250% PL : Excludes some EPSDT, premium.I·,' $90 ~ 550 1 mo II 
" " tralfSporl(11iO!1. some l(1flg­ Deducliblcs." Up 10 $500 " ,, 

term care and menIal health CoptJ)'s.' $ lO-}{j() or 20% 

Ohio 1/95 People < !00% PL Medicaid benefits INone ,, 

Massachusetts 4/95 People <: 200% PL Medicaid benefits Premiums: Variable I., 
Deductibles:Sloo I 5250 ••·, Capays: $5 I to · . 

!4;95 
, 

Minnesota Children <275% . Medicaid b'enefits Premiums: $4 In 104/010 
I PL No copays or deductibles , 

: l)elawMI! "5195 People < 100% PL Medicaid wi small changes None 

• iPremiums: Above 25% PL:: Vermonl 7.'95 : People -< 150"A> PL !No transportation, long*term 
, :care $5 to $20 every {; months 

, , Copays: $3 for dental, ,, 

Kentuc/..y 1/0195 . &xisting eligibles, Medicaid benejics 
, 

None 
, 

Oklahoma 10195 Existing eligibles Medicaid benefits : None 

'I~a 7196 Engeligibles Medicaid benefits None 
. 
12/96 Existing eHgibles Medicaid benefits None 

, 
New York 7/97, Home relief pop, , Medicaid bellefits None 

Arkansas 8/97 Chlldren -< 200% N? EPSDT,limiteu Jong- CQpays: S J{} outpatient; 200/0, 
PL term care &. mental heal!h inpatient; $5 for drugs , 

.
. 


italICS mdlcated ~proved but not Implemented. States above the lme were appro\ed prior 10 NGA 1994 agreement. 

7 




THE WHITE HOUSE 

WASHINGTON. 
September 22, 1997 

, 
MEMORANDUM TO THE PRESII)ENT 

FROM: Jack Lew, Josh Gotbaum, Chris Jennings 

SUIlJECT: New York Medicaid Provider Tax Issue' 

In response to sc~emes 1n many states to tax he3.Ith care providers tuld then rebate funds to obtain 
additional Feder4l Medicaid matching, Congress in 1992 passed a limitation on the eligibility for 
matching ofcertain state provider taxes. One of the vetoed items in the Balanced Budget Act was a 
provision that would have legislatively exemptCd several New York taxes On h~alth care p~ovjdcrs 
from the 1992 law, In BBA negotiations, the Administration offered an alternative to target the 
particular taxes (Le,. those on regional providers) that should have been exempted, but these were 
rejected, 

At the time ofth~ cancellation, the Administration said that it would seek to use its existing regulatory 
authority to allow matching ofthe regional provider taxes. In a lctter to Governor Pataki on September 
10, YOU promised that Fr31lk Raines would coIl and work with the state to resolve these issues, Since 
the~, HHS. OMS', Justice and the \Vhite House reviewed the situation. not just for New York but for 
all states. Within the two weeks, we expect timt HHS will be able make nn announcement along the 
following lines: 

A regulatory notice that would modify the test for regional provider taxes, (This would 
allow NY state to get matching funds for these taxes, which account for almost twoMthirds of 
its 1993 to 1997 claims); . ~ 

~:~~ :::ted;changcs in the current HHS tests that WQuld make eligible other state provider 

Disapproval of waiver requests on other taxes from various states (including some NY 
taxes). 111is, in turn. would begin a process under which HHS audits and then possibly 
negotiates with states to decide both (a) that states will cease Icvying inappropriate provider 
taxes, and (b) ,hOW much of the arrearages (matching funds already paid on thuse tuxes) the· 
state must repay,, 

We are developing a plan for announcement of these changes, Within New York, there is 
intense interest not only from Pataki, but also from the New York delegation (Moynihan and 
Rangel in particular). Dennis Rivera und the unions and the hospital associations. For other 
states, the news wili be m.ixed, since many state taxes (including some NY taxes) will continue 
to be ineligible and those states will bave an Obligation to repay them, Regardless of whether 
these actions are rinnounced jointly or separately, a careful roJl~out strategy is in order before 
any public announcement. 



NEW YORK LINE-ITEM VETO 


Q: 	 POLITICIANS IN NEW YORK ARE SAYING THAT YOU HAVE AGREED TO 
WORK OUT THE PROVIDER TAX ISSUE. HAS THE ADMINISTRATION 
AGREED TO A COMPROMISE TO HELP THE STATE OF NEW YORK? 

A: 	 I have not changed my position on the line-item veto of the New York provider tnx 
provi~ion. Some provider taxes have been used in the past to drive up the costs of 
Medic~aid. Many of them are clearly impermissible under law. Others, such as New 
York's regional tax, might be allowable. During the budget negotiations, we offered a 
legislative proposal that would have clarified its permissibility. Congressional 
negotiators rejected this solution so that there was no other choice but to veto the 
provIsion. 

I havc,directed the Department of Health and Human Services, OMI3 and my staff to look into 
admin~strativc clarifications of provider tax provisions. They expect to get back to the state of 
New York and other states with similar provider tax issues within the next two weeks. , 

I 

, 
,, . 



TH E WH ITE HOUS E 

WASH!NGTON 

March 19. 1997 

MEMORANDUM TO THE I'RESIIlENT, 

FROM: 	 9hris Jennings C5!l. . ,. 

SUBJECT: 	 Response to the Suggestion of Increasing Medicaid Obstetrician and 

Gynecologists' Fees to Improve the Health of InCants 


cc: 	 Bruce Reed V 

The February 21 Council of Economic Advisor's Weekly Economic Briefing (attached) 
suggested that "'n 50 percent rise in Medicaid fees would decrease the incidence of tow birth 
weight babies (for women on Medicaid) by more than 20 percent." It suggested that "roughly 75 
to ] 00 percent of the direct cost is offset by reductions in expensive hospital services. ". Gillcn 
these statistics j you understandably asked ifwc should integrate this provision into 1he budget 

,, 
Because (a) there is little to no evidence that such a policy would reduce: poor birth outcomes and 
{b) it runs directly contrary to the tre-nd to provide state flexibility and avoid state mandates, I 
would recommend against such a policy a( this time" 

IIACKGROUNI) 

• 	 Poor birth outcomes arc: common in the United States. While last year tbe inHmt 
morta!ity~ratc declined (from 8.0 to 7.5 deaths per"l.OOO live births) and the proportion 01 
mothers getting prenatal care increased modestly (80.2% to 81.2% received care in the 
first trimester), the United States still ranks nearly laSI among industrialized countries in 
infant mortality rales. At least as disturbing, the National Center on Health Statistics 
reports thai the proportion of low birth weight babies has reached its highest level (7 J 
percent °1811 births) in almost 20 years. This problem rcquire~ an aggressive response, 

I 
• 	 Medicaid is tbe primary payer for births, making it a logical place to begin to 

address: this serious problem. Medicaid is the single largest purchaser of maternity 
care, In 1994, an estimated 104 million births - nearly 40 percent ofall births - were 
covered by Medicaid. Thirty~four states have used Medicaid~s options to expand 
eligibility to pregnant womcn above mandatory levels .. 

• 	 However, mandating that states increases their Medicaid payment rutes for 

obstetricians and gynecologists docs not appear to be tbe solution. 


o 	 Higher rate!' may not n:sult in greater access. Some argue that higher 
Medicaid rales lead to improvcd birth outcomes since they attract more doctors 
who provide more prenatal care. Yet, Medicaid obstetrical care jCes are ~dready 
thc1closest to private rates of un Medicaid fees and vary tne least across states, 



Thcrt.':forc, Hlelms besides h4cdicaid's reimbursement sllch ns irs population's 
greater difficulty with compliance (due to lower education and poor health 
:behaviors) and the reluctance of some providers to serve minorities have been 
,suggesled as reasons why some obstetricians ,md gynecologists limilthcir 
'Medicaid participation. 
I , 

o 	 Greater access may not significantly redUCl~ low birth weight. Even ifrate 
increases did increase t-.·tedicaid~covercd prenatal care, successful birth outcomes 
ure not guaranteed. While universally supported, prenatal care has not 
conclusively been proven to yield higher birth weight and lower infant mortality. 
!n fact, it appears to be cquolly or less effective than interventions such as 
tmtritional counseling, social services, 01' smoking cessation. Most importantly, 
education improves mothers' chances ofdelivering healthy babies. Women are 
more likely to seek and follow prcnatal care and modify their behaviors in ways 
that lead to bettcr outcomes when they have more education (see attached chart). 

Study cited is methodologically flawed. The primary ana~ysis cited by the WEB 
is an unpublished dissertation thul, itself, )Jcknowledgcs that previous research on 
this topic has been inconclusive and contradictory. lts methodology is flawed in 
that it did not control for education which, according to most studies. is a major 
predictor of birth weight 

I 
• 	 Mandating rate in<:fcascs contradicts our policy to give states more rather than less 

flexibility iii the administration of Medicaid. Raising obstetrical fees would require a 
mandate on states. Currently, states have latitude in seHing physician fees. We propose 
giving states rnore control over provider payment policies by repealing the Boren 
amendment To mandate a rate increase for ob/gyns would contradict this commitment to 
gI\IC states more flexibility. 

, 
Furthemlore, almost all states have voluntarily raised their ob/gyn rales in an attempt to 
reduce poor birth ou1;.;orne:t They, like U$, recognize the seriousness of this problem. As 
states co~tinuc to try t9 improve their care, we remain committed to matching their 
efforts. 

CONCI.t:SION 
Raising Medicaid obstetrician and gynecologists' fees by itsclfis not likely to reduce poor birth 
outcomes. Medicaid reimbursement is one - and probably a small- contributor to addressing 
this problem. AJ indicated above. educational, social, economic and biological conditions are 
probably 1U0re il~lportllI1t to decreasing infant mortality and low birth weight. 

i 
Your budgel rcf1~cts the need for a comprehensive, multi-faceted strategy ro address this 
problem. Specifically, it increases funding for (1) WIC to promote full participation, (2) 
substance abuse treatment and prevention, with a special emphasis on pregnant women, and (3) 
abstinence education and family planning to prevent teen pregnancy, which all too often ends in 
poor birth outcomes. Perhaps most importantly, your budget hus a heuyy emphasis on education. 
AI! the health car~ and other information may faU on deaf ears if the educational attainmenl of 
women remains low. 
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SPECIAL ANALYSIS 

Medicaid Fee Policies and the Health of Infants 

MaJy state Medicaid programs pay very Jow fees for the services 
'-, j IQi;lstetricianigyne<;ologisls. Research suggests that raising ob/gyn reimbursement 

1(.'I~ rates for Medicaid patients could be an effective policy for improving infant health 
!outcomes, 

Medicaid payments for ob/gyn services. Medicaid reimbursements for ob/gyn 
services arc quite low compared to those in the private sector. In 1979 the ratio of 
Medicaid to private fees was about 55 percent nationally, By 1992 it had crept up 
to about 58 percent. Despite the modest upward trend. Medicaid payments remain

I 
substantially below those in the private 

Ratio of Medicaid to Privata Fees. 1992I 	 sector in virtually aU states (see chart for " 

I 

the ratios in ~omc large states). Many 
observers claim thai the supply of 
obstetrician/gynecologists willing to treat 
Medicaid beneficiaries is inadequate. 
The Physician Puyment Review 
C<Jrnmission found, for example, that 38ft' 
states identified low fees as a major 
cause of low physician participation rates 

OH FA in the Medicaid program. 
I 

Mcdkaid policics and pediatric health. Expansions in Medicaid over the past 
sevcrJ.! years have made morc pregnant women eligible for the program. But the Iow 
fees paid to ob/gyns appear to have restricted the supply ofdoctors willing to provide 
these services and have limited access to such care. The lack of adequate prenatal 
care ~ises the probability that pregnant women and their newborns will require 
expensive medical services in hospitals, Even after this expensive care, however. 
many of these infants may be less healthy than if their mothers had received 
appropriate care while pregnant. 

Effects of raL"ing Medicaid fecs. Research suggests that higher Medicaid payments 
for oblgyu services can result in improved infant heah.h outcomcs. One recent study 
predicts that a 50 percent rise in Medicaid fees would decrease :he incidence of 1m\' 
birthwcight b;!bic.s (for women on Medicaid) by more than 20 percent A second 
analysis finds that a comparable increase in Medicaid fees would significantl), reduce 
the infant mOl1ality r.1tc. 

! 
Interestingly, these studies find that the cost increases associated with higher ob/gyn 

reimbursement rates are likely to be quite modest Most evidence suggests that 


, roughly 75 to 100 percent of the direct cost is onSet by reductions in expensive 

hospital services, In short, higher Medicaid ob/gyn fccs rna)' be a very cosl..cffective 

method 'ofimpmvrng the heaHh of infants. 

I 

I 
2 	 Feuruary :11.1997 
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Prenatal Care 
Figure .l.J. Receipt of carly prenatal cart' umong mothc~ 20 years of age and over by 
maternal cdu<:ation: United States. 1970-93 

Percent 01 live births 

100 

90 

80 

Educatiol'; 

13 or more yearS -
-: -2 years 

-
-

70 


,..
60 

~ 
Less than 12 years 

50 

40 
1970 1975 1980 1985 1990 1993 

NOTES: Oata ShoWn only lor Slat" with education of mother arl(1 prenatal care items on !flair birth cel'llf\cales, The 
flumbm 01 Stutes repo1ir'lg benh items Jncreased from 35 In 1970 to 50 and the District 0: Columbia $tMino In 1002 lase 
Apj}endix I), Percents a~ plotted on a 10g seale. 

SOURCE: CifflietS lot Disease Control und Pf(l'#)nton, National C<tnter tor Health Statistics, N;llional Vital Slatistics 
SYSIBnl. See related Health, Umlcd Slates, 1995. table 7. 

• In 1993, 90 percent of mulncn: 2tl yenTS of age 
and over with more than 12 years of euu('alion 
received c:nly prenata! care, compared with 
S{J pCf\:enl of mothers with l2 yeats of education. 
and (i~ percent of mothers with fewer than 12 years 
of .education. this assocation hetween materna! 
education level and lhe likelihood of receiving firsl 
trimesler prenatal {:are h:t.<; been omcrved ~i!K:e 
thcsl" data were first c{)llected. 

• The p!.:rcco! of mothers wilh fewer than 12 
year& uf ~'dlJl..'ati;)n who received lits! !cimes!er 
prenatal care increased by 16perccnl between 1970 
and 1980, decrca~tl by 8. percent between 1980 and 
1990, then increased 9 percent from 1990-9}. In 
[nn1~aS!, at 00 point between 1970 and 199.3 did 
receipt nf early prena1al care by mo!hcr~ with mote 
Ihan l2 years of education decline_ 

• In 199} black mothers were less likely !{) 
receive early prenatal care than were white mothers 
31 every educational level. Among black mother!' 
with fewer than 12 years of education, 5S percent 
received firs! trimester care, compared with 
65 percen! among while mothers. Amung motheTh 
with more than 12 years of education. 79 percenl of 
black mothers and 92 percent of white mothers 
received first trimester prenatal carc. 

50 
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MEDICAID FY 1998 PROPOSALS 

STATE FLEXIBILllY AND NEW INVESTMEl\'TS 

PROMOTING STATE FLEXIBILllY 

InCreaR Flexibirity ill Provider Paymmt 

o Repeal Boren Amendment , 
i . 

Repeal the Boren amendmenl for hospitals and nursing homes, wbile establishing. clear 
and simple public notice process for role setting for both hospitals and nursing homes, 

Modify the process for determining payment rates for hospitals. nursing facilities and 
lntennediate Care Facilities for the Mentally Retarded (ICFsIMR) to add. public 
notification process that provides an opportunity for review and conunent, which should 
result in more mutually agreeable rates. 

i 
o Eliminate cost-based reimbunemtnt (or hultb dinics 

Federal requirements that most Federally Qualified Health Centers (FQHCs) and Rural 
Health Centers (RHCs) be paid based on costs would be removed beginning in 1999; and 
• capped; temporary funding pool would be established 10 help these facilities during the 
tran.sition. 

Increase Fle:dJ>.mtv in Program Eligibility 

o AUow B~dget Neutral eligibility simplification and eoroUment npan.ion 

Enable Swes to expand or simplify eligibmty 10 cover individual. up to 150 per...t of 
the Federill poverty level through. simplified and expedited procedure, Current rules 
would be~retained to the extent they are needed to ensure coversge for those who do not 
meet the eligibilitY criteria of the new option. Federill spending would be restrained by the 
per capita cap for current eligibles and such expansions would be approved' only ifthey 
were demonstrated to be cost neutral (i.•. no credit for persons who were not otherwise 
Medicaid eligible in the determination of cap number). 

This proposal .nables States to expand to new groups that are not eUgible under current 
law witbOOt a Federal walver. Administration would be streamlined and simplified in that 
States would be able to use the same eUgibitity rules for everyone eligible under the new 
pereent-of-poverty option in place ofthe current plethora ofdifferent rules for different 
group.. Integrity of Federal sponding limits would be maintained by the cost neutrality 

, ' reqwrement. 



.. Guarant.. eligibility rOt IZ monlh. rOt children, 
This proposal would pennit States 10 provide 12-month continuous Mndicaid eligibility for 
children ages I and older, (Continuous coverage was enactnd for infants by OBRA 90.) 

This proposal would provide stable health care cov ....ge ror children - particularly 
children in families with incom.. close lolhe eligibility income limits. whO often lose 
eligibility for a month due to an exira pay period within a month. This proposal would 
also redUce SWe administrntive hurden by requiring fewer eligibility determinations. 

Eliminate Un"~m." Administrative RequirementJ 

• Elimina.., OBIPnd. pb)'liclAn qualili .... tioo requirem ...ts 

Fndcrnl requirements relatnd to payment for obstetrieal and pndlatric services would be 
tepcalnd: States would only hove to certifY provid.... serving pregnant women and 
children basad on their Stale ficensure requirements 

The minimum provider qualification requirements under current law do not effectively 
address quality ofcare, In addition, current law fans to recognize an bodies ofspecialty 
certification, SO certain providers are precluded from participation in Mndicaid (e.g,. 
foreign medieal graduates). Congress amended the law in 1996 to include providers 
certified by the American Osteopatruc Association and emergency room physicians., . 

o Eliminate annual State reporting requirements for certain providers 

States would no longer have to submit reports regarding payment rates and beneficia<y 
access to 'obstetricians and pediatricians. 

Current Iliw assumes that access is linked to payment rates. However. the State-reported 
data do not reveal much regruding the link between payment rat.. and access. 

o Eliminate Federal requirements on private bealth U:J.urantt purchasing 

Eliminate requirement that Stat.. pay for private health insurance premiums for Mndicaid 
beneficiaries where cost-effective. 

The currenllaw provision is not necessary. SUIteS hove an inherent incentive 10 move 
Medicaid beneficiaries into private bealth insurance where it is cost-effective. The 
proposed per capita spending limits incr...., this incentive. The current, detannd,. one-.ize­
fits-all Fndera1 rule. hinder States from designing progtams that most effectively suit local . ,
arcumstances. 



, , 
o SimplifY <omputertyri<ms nqulrtments, 

, 
Eliminate detailed Federal standards for computer systelTl$design. State systelTl$ would be 
held to general performance paiameters for electronic claims processing and information 
retrieval ·systems. 

Current detailed requirements for system design were developed for an earlier time in 
which technology was primitive and detailed Federal rules were necessary to move States 
closer 10 what was then state-of-the-art. 'This is no longer the case. II is now sullicienl to 
require States meraly to show that their State-<leslgned system meets perfonnance 
standards established ueder an outcome-orienled measurement process. 

o Redact uonuesury per.wond requirements 

We would work with States and State employees to replace the current. excessively 
detailed, and ineffective Federal rules regarding administrative issues that are properly 
under the purview ofStates, su('h as personnel standards, and tralning ofsub-professional 
staff. 

o Modify upper payment limit for c.apitttioD rates 

Modify upper payment limit and actuarial soundness standards for """italion rates to 
bener rellect historical managed care costs by requiring actuarial review of tile rates. 

The currJnt Medicaid upper payment limit for managed care eontracts (i .•.• 100"/0 offee­
for-serviCe) is not an accurate payment measurement for Medicaid managed care plans. It 
does not reflect historical managed care costs and States claim il i. inadequate to attract 
plans to participate. This proposal would modltY the definition ofthe UPL to more 
accuralely r.flect Medicaid speoding. II would also modiJY actuarial soundness standards. 

o Convert managed ",,",wawe.. 11915(b)(I)1 to State Plan A';'endm.nts 

Permit mandatory enrollment in managed care wilhout federal waivers. States would be 
able to require enroUmetit in managed care withoul applying for a freedom ofchoice 
waiver [1915(b)(1»). States would be aUowed to establish mandate enrollment managed 
cote programs tbrough • State plan amendment. Qualified ms. tribal, and uiban Indian 
organiution providers would be guaranteed the right to participate in State managed care 
networks. 

This proposal would provide States greater !lexibility in administering their State Medicaid 
programs bY eliminating the freedom-of-cl!oice waiver application process. States wmdd 
not have to submit applications for imptementation or renewal. The Administration is 
pursuing strategies to assure quality in Medicaid managed care that are more effective and 
less burdensome than the assurances added wough the wiliver'process. Guaranteeing 
uiban Indian organization providers tbe right 10 participate in Stale Medicaid managed 



.0 

i 
eare networks integrates nus into managed care delivery systems and recognizes their 
unique health delivery role . 

Modify Quality Assuranc~ witb new data (olledion autbority while eliminating 
75125 curoUm.at composition ruI. 

Replace the current enrollment composition rule with a new quality data monitoring 
system under a beneficialy purchasing strotegy with new data coUection authority. 

, 
As part .,fthe conUouous effort to ensure Medicaid maMged care beneficiaries """"". 
quality care, HCFA proposes to implement a "beneficialy-<:eotered purchasiIIg" (BCP) 
straIqjy. BCP will replace ce:ruin ~ federal managed COle..,DII'act requirements. 
The current enrollment composition rule (i.e., 7S12S rule) requines that no more !han 75 
percent ofthe enrollment can be Medicare and Medicaid beneficiaries. The ~ 
requirement is • process-related, ineffective proxy for quality. This requirement would be 
replaced with • quality monitoring system based on standardized performance measures. 

, 
HCFA. iIi coUaberation with States, would define and prioritize a new standard set of 
program Performance indicators, including. new quality monitoring system. These 
measures would be used to quan!iJY and compare plans' quality ofcare, provide purchas­
ers and beneficiaries with the means to hold plans accountable, and provide HCFA with 
companlhle data to compare the performance of State programs to effectively hold States 
""""untable as weD. 

. 
This proposal would enhance the Seeretaty'. ability to ensure that beneficiaries' interests 
are being protected as enroUment in managed care increases, and to detect and correct 
possible abuses by managed eare plans. A more outcome oriented quality review pr<>CeSS 
is vital to the Federal and State oversight ofmanaged care plans to ensure that Medicaid 
beneficiaries are receiving the highest quality care possible. nam would be vital to the 
success of such an effort. 

o Changetbr..bold ror rederal review of (ontnoctl 
I 

Raise the threshold for the federal review ofmanaged care contracts from the current 
SI00,OOO threshold to 51 miUion eontract amount (or base tbreshold for federal review on 
uves covered by plan). 

This proposal would provide greater State flexibility in management and oversight of 
Medicaid managed care programs. It would also reduce the number the ofmanaged care 
plan contractsrequiring HCFA review and approval. 

http:curoUm.at


'. 
o 

o 

o 

Ine!p!. Flexibility Bu.rdln!! Long-Teno CaB 

! 

Nominal copaym~nt! for BM:O enrollee.s 

Pennit States to impose nominal copayments on HM:O enrollees. 

This proposal would bring policy on Medicaid ""payments for HMO enrolloes more in tine 
with Medicaid copayments that a State may eject to impose in fee-for service settings. It 
would also allow HMO. to treat Medicaid enroD... in • manner simllar to how they treat 
non-Medicaid enroDoes. However. impact on beneficiaries would Dot be harmfW since 
copayments. ifimposed, would still have to be nominal. 

Convort Home and CommuniI)' _ Walv.... (1'15«)) 10 Stale Plan Amendments 
I 

Give Stat.. the option to create. home and community-based services program without a 
Federal waiv.... through a State plan amendment. This proposal would benefit States and 
beneficiaries by eliminating the constant and coStly necessity of renewing the waive.... 
while ensuring • high level ofcare. 

Ineffil,elh. Medicaid Federal financial participation rate from 75 perc ..t 10 85 for 
nuning ~ome Survey and Cutirteation activities 

Raise th~,Medicaid Federal financial participation (FFP) rate to 8S percent. 

Federal funding i, important to maintain hoth quality standards establiabed by OBRA 87 
and resulting enforcement activities. Increasing the Medicaid federal financial 
participation percentage to 85 percent would encourage States to increase total spending 
on nursing home suf'Vey and certification activities, 

, . 
Permit waiver of prohibition of.u.... aide training a.d .ompeteney evaluation 
program'. in .ertain fa.Uities. Oarify tbat Ibe trigger for disapproval or nurse aid. 
or home health aide training and competency evaJuatioD programs is substandard 
quality .rare (Medica", and Medicaid). 

This would .uow States to waive the prohibition on nurse aide training and competency 
evaluation programs offered in (but not by) • SNF or Medicaid NF if the State: (1) 
determines that there is no other such program offered within. reasonable distance ofthe 
facility; (2) assures, through an oversight effort, that an adequate environment exists for 
operating the program in the facility; and (3) provides notice of such determination and 
assurances to the State long-term care ombudsman. The propOsal would also make clw 
that a survey finding substandard quality ofcare. rather than the mere occulTence of an 
extended or partial extended survey is what triggers the sanction ofthe training program. 

, 

The curreitt prohibition on nurse aide training and competency evaluation programs causes 
• special Problem for rural nursing home where a commllnity coDege or other training 
facility may be inaccessible to nurse aides. This proposal would safeguard the availability 
ofnursing homes which might otherwise stop panicipation in Medicare and Medicaid as a 



result oflosing • training program's approval. This proposal is also a part ofthe 
Vice~President>s Reinventing Government initiative. A clarification ofthe circumstances 
under which a program must be sanctioned is needed because the fact that an extended or 
partial extended survey is conducted is not, in itself; an indication that substandard quality 
ofcare exist. in tbe SNF, NF, or HHA 

o 	 Eliminate repayment requirement for aJtunative remedies fot Duning home 
!BnctioD' 

Elirnini!te the requirement for repayment offederal fund. received ifa State chooses 10 use 
ailernalive remedi.. to GOITect deficienci.. rather than termination ofprogram 
participation. 

I 

This proposal would allow States to promote compliance by employing alternative 
remedies o. nursing faciliti... This provision for alternalive remedi .. gives Stales the 
flexibility for more creative implementation of the enforcement regulations. 

, 
o 	 Delete InspedioD "fCare requirements in mental hospitals ud Intermediate Care 

Facilities ror the Mentally Retarded (ICFs/MR) 

Eliminate the duplicative requirement for Inspection ofCare (Ioe) reviews in mental 
hospitals and JCFsIMR. The survey and certification reviews that currently take place in 
mental hospitals and ICFsIMR would remain in place. 

Inspection ofCare (Ioe) reviews were originally designed to ensure that Medicaid 
recipients were not being forgotten in long term care facilities. The current survey prooess 
has been improved Ihrough a new outcome-oriented process that protects recipients in 
mental hospitals and ICFsIMR from improper treatment. Consequently, Ioe reviews are 
no longer needed and are, in fact, in direct conflict with the revised lCFIMR survey 
protocol. The current requirement for two reviews (Ioe and the ICFIMR survey) has 
bec<>me duplicative. !fthe Joe wore eliminated, the ICFIMR survey and certification 
process would remain in place.

I 
o 	 Alternative sanctions in Intennediate Care FacilitieJ ror tbe MentaUy Retanled 

(ICFs/MR) 

Provide for alternative sanctions in ICFsIMR that already are available for nursing homes. 
Alternative sanctions tbn! currently are available in nursing homes include: directed in­
service training, directed plan ofcorrection, denial ofpayment for new admissions, civil 
monetary penalties and temporary management. 

Sanction.. other than immediate termination were established fur nursing honies under the 
OBRA-S7Iegislation, but not for JCFsIMR. This proposal would ""'end the alternative 
sanction option to JCFsIMR. 

I 
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Thank you for arranging the opportunity for us to present our views on the 
privatization of the Medicaid and Food Stamp programs. [t should be clear from OUr 
discussion that we think the federal government would be ill-advised to permit the 
deputation ofprivate companies to administer these public welfare programs for at least 
the following reasons: 

The Food StamP Act and Medicaid Place Broad Restrictions on Delegation of 

Adminis(rntiYe Functions to NQn-Publie Employees. and a Waiver ofThea~ 

ft!lW;!ions Would be Vulncl'llble in 11 Legal Challenge, 


i, 
Discreti~nary decisionmaking in these two programs is to be performed by public 

officials and employees. For example, the statutory language governing certification of 
eligibility for food stamps is clear that eligibility determinations must be made by public 
employees. Specifically, the Food Stamp Act states that "the State agency personnel 
utilized in undertaking. , . certification shall be employed in accordance with the current 
standards for a Merit System of Personnel Administration ..." 7 U.S.C. § 2020(;')(6). 
The Department of Agriculture's regulations reinforce tbe ftmdamcntnl principle tlmt 
public employees must conduct certification interviews and certifY households for food 

" stamps: 
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State agency employees [employed in accordance with a merit system of 
personnel administration 1shall perfonn the [eligibility] interviews .required 
in § 473.2, Volunteers and other non-Stat. agency employees shall not 
conduct certification interviews or certify food stamp applicants. 

7 C.P,R. § 272.4(a)(2) (emphasis added). 
I 

Similarly, Medicaid requires that States establish or designate a single State 
agency for administering their Medicaid plans, and provides that "the detennination of 
eligibility for medical assistance under the plan shall be made by the State or local agency 
administering the State plan" -- that is, by public employees. 42 U.S.C. § 1396a(a)(5). 
The accompanying regulations echo this point, directing that the State agency "must not 
delegate, to other than its own officials, authority to (i) [e]xerdse administrative 
discretion in the administration or .supervision of the plan, or (ii) [i]ssue policies, rules, 
and regulatiorls on program matters." 42 C.F.R. § 431.1 O(e). I 

, 
The foregoing statutory and regulatory provisions plainly demonstrate Congress' 

and the Executive Branch's clear expectalion that administrative functions in the Food 
Stamps and Medicaid programs are to be handled by public employees -- an expectation 
which we believe is finnly grounded in compelling policy arguments, set forth below, in 
favor ofpublic administration of public benefits programs. The Administration should 
not act in a manner contrary to legislative intent in evaluating proposals implicating these 
provisions. 

Waiver authority under these programs is limited, and privatization of 
discretionary1administrntive functions will in most instances exceed that authority. 
Both the Pood Stamps and Medicaid programs authorize waiver of certain requirements 
under certain I~mited circumstances.! The scope ofadministrative waiver authority is 

1 It is worth noting, as we discuss in greater detail below. that one area where HHS has 
permitted privatization ~~ 1.&.., outstationing of intake funetions at hospitals -~ remains 
overwhelmingly' public. 

2 It is ouT understanding that no waiver request has been submitted in connection with the 
proposed privatization of numerous programs by the State of Texas. Given the clear statutory 
language mandating eligibHity determimttions by public employees in the Food Stamps and 
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constrained by important elements of these programs. Only limited changes in the 
provision ofservices are pennitted~ subject to individual assessment and approval of a 
particular state's waiver request. , 

The Secretary of USDA may waive requirements of the food stamp program only. 
for pilot projects of a limited duration and only "to the extent necessary for the project to 
be conducted:" 7 U.S.C. § 2026(b)(I)(A), as amended by P. L. 104-193. § 850. 
"[I)mprov[ing] program administration" and "allow[ing) greater confotnlity with the rules 
ofother programs" are among the permissible purposes of a waiver arguably relevant to 
the issue at hand, iJ!" but any such initiative "must be consistent with the food stamp 
program goal of providing fuod assistance to raise levels of nutrition among low-income 
individuals." ,House Rep. 104-725, accompanying H.R. 3734, at 479. Thus, in order to 
justifY a waiver of the public eligibility determination requirement, the Secretary would 
need to demonstrate (I) that the waiver was necessary for the project in question; (2) that 
the project furthered a permissible purpose, J:Jl,.,that is, that the project would actually 
improve program administration; (3) that the project furthers the goal of providing food 
assistance to low-income individuals; and (4) that the project is ofa limited duration. For 
the reasons sc\ forth below, we believe a studied review ofan actual request to privatize 
eligibility determi!llltions will reveal that contrary to improving program administration, 
privatization will in reality have a detrimental effect on program administration as well as 
on benefit recipients. Consequently, we believe approval ofa waiver request seeking to 
privatize eligibility determinations will be vulnerable in any subsequent judiCial review. 

Similarly, while the Secretary ofHHS is permitted to waive requirements of the 
Medicaid statute for an "experimental, pilot, or demonstration project" which is '~Iikely to 
assist in promoting [statutory objectives]", 42 U.S.C. § 1315(a), that authority is not 
without its limits. Rather, "§ 13 I 5(a) plainly obligates the Secretary to evaluate the 
merits of a proposed state project, including its scope and its potential impact on [benefit] 
recipients." Beno y. Shalalll, 30 F.3d 1057, 1068 (9th Cir. 1994). In other words, "[o]n 
its face, the statute allows waivers m (I) for experimental, demonstration or pilot 

Medicaid progrnk.s, it is manifest that no privatization is pennissible in those programs unless 
the federal government approves a State waiver request following notice. comment1 and agency 
evaluation of any such request. In any case, we do not believe a waiver pennitting privatization 
ofeligibHhy determinations would be permissible under the standards set forth in the statutes. as 
described in morc detail above. . 
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projects, which (2) in the judgment ofthe Secretary are likely IQ assist in promoting tbe 
obiectives oflh. Social Security Acl and only (3) for the extent and period she finds 
necessary," ld. at 1069 (emphasis added), As with waivers under the Foqd Stamp 
program, we believe careful scrutiny ofa proposal to privatize eligibility detenninations 
in the Medicaid program will reveal that such an approach contravenes the purposes and 
objectives ofihe Social Security Act, compromises a strong policy in favor ofpublic 
administration, and neg.tively impacts Medicaid recipients, Consequently, we believe 
such a waiver would be vulnerable under judicial review. 

TANF'did nol alter these fundamental principles. When the Congress passed,. 
and the President signed, the most sweeping repeal ofan entitlement program since the 
Social Security Act was passed, Congress stopped short ofexpanding private 
administration and eligibility determinations in the food Stamp and Medicaid programs 
even as they were allowing private actors to playa greater role in former AFDe 
functions. For aU the changes in administrative procedures which the new law allowed, it 
made precious few changes in Food Stamp and Medicaid administration. In fact, while 
one version of the 1995 welfare bills struck the medt-based requirement for food stamps, 
it was restored in the conference committee. Given this legislative history, it would be 
particularly distressing if the Administration now chose to move in a policy direction 
which Congress rejected in favor of public provision ofservices. 

Pnblie!y-Fu~d.d Benefit Programs DeseITo Public Accountability, 

Federal benefit programs funded by taxpayer dollars, and especially programs of 
the magnitude ofFood Stamps and Medicaid. deserve full public accountability, which 
we believe is best provided through public administration by public employees. Private 
contractual arrangements cannot sufficiently assure the requisite level of public 
accountability. ,Moreover. privatization of public benefit eligibility determinations raises 
numerous other problems, described in greater detail below. For these reasons, as State 
\\'aivcr requests are received~ we believe the Administration would be well advised to 
disapprove req~ests for private administration and eligibility determinations. 

Privatization o'fPublic Benefit Programs Faces an Array of Problems 
I 

DiscrcU~nary control over access to public programs. As we illustrated in our 
discussion, the intake processes around Medicaid and Food Stamps are replete with 
instances where'personnel arc making judgements about the validity of information and 
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the weight of various factors. Under private detenninations, this discretion is exercised 
under the direct influence of financial incentives which may work CQunter to public goals. 

i " 
During Our discussion, the issue of private control over distribution of public 

benefits in the Pell Grant and Guaranteed Student Loan programs was raised. However, 
these programs, and the types ofprivate activities conducted under them, are in no way 
comparable to Food Stamps and Medicaid. First, it is important to point out that 
Congress expressly contemplated significant activity by private actors in these programs, 
contrary to the Food Stamp and Medicaid programs. Furthermore, the Pell Grant and 
Guaranteed Student Loan programs are extremely small compared to the billions of 
dollars spent under Food Stamps and Medicaid. Unlike student loans, food'and medicine 
are fundamentally more important to survival than are other categories of benefits. The 
types afclients and the nature of the decision being made are more complex. What is 
more, the incentives under Pell Grants and Guaranteed Student Loans would encourage 
ov~[sUJ!llly ofloans, not restrictions on benefits as would be the case for food stamp Or 
Medicaid eligibility under private determinations. It is worth noting that just two days 
ago Pell Grants were the subject ofa Wall Street Journal article highlighting fraud 
problems involving overpayment by colleges. 

Unlike student aid, the private entities which would be asked to determine Food 
Stamp and Medicaid eligibility have no particular expertise in these programs and are 
being asked to enter a policy area undergoing dramatic change. Finally, the food stamp 
program includes specific, detailed provisions governing the behavior ofeligibility 
workers (~ face-to-face intclViews, etc.) and even the facilities in which interviews can 
occur (in order to preserve privacy). This detail suggests that the framers ofthe 
legislation understood that the benefits and information they were dealing with are 
uniquely sensitive and must be protected through merit-based personneL Taken together, 
the combination ofdiscretion, financial incentives, lack of expertise, and vitally important 
benefits argues strongly against private eligibility determination in these programs. 

Eligibility determination related to appeals process. It is important to 
remember that the lead staff person on eligibility is also responsible for informing clients 
of their appeal rights. We believe that allowing private contractors to stand between 
clients and the ~jght to appeal will raise serious issues around due process. We fear that 
private contractors arc both more likely to deny clients due to t1nancial incentives and Jess 
likely to be forthcoming about appeal rights than are public servants. , 
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priv1~e internal accounting process can disadvantage clients. Particularly in 
social service'areasJ measurement issues influence outcomes, For example. President 
Nixon used administrative authority instead of legislation to reduce welfl\l:e payments by 
changing "quality control" measures to look only at overPayments. Even if states make 
no legislative~changes, private firms have every reason to monitor themselves only in 
ways that reduce payments. Sometimes this will match public goals and sometimes it 
will not. These issues are extremely difficult to specify in advance through contract 
arrangements; given the control over internal accounting which private firms wiH always 
enjoy. 

Contractual boundaries are DOt as protective as direct public accountability. 
Privatization advocates will argue, in the abstract. that private contracts can capture all 
contingencies, We don't believe this. It is simply untenable that a written agreement 
with private firms can adequatelysafeguard against all contingencies. The essence of 
public, merit~based service provision is the emphasis on public accountability, procedural 
guidelines, and extensive written records .. Complete protection of public trust through 
contract language is unrealistic. Public provision ofservices acknowledges that all 
contingencies cannot be predicted, replacing the rigidity ofcontracts with direct 
democratic accountability, Privatizntion places supervisors and auditors outside the 
process ofdeterminations, forcing them to evaluate reports without being able to assess 
the capabilities of the individuals who compiled the information or the validity of the 
documents upon which they are based. Line supervisors, on the other hand, are in direct 
contact with the individuals responsible for eligibility detennination. The accountability 
is direct, personal, and informed by practice. In private settings, ultimate accountability 
is to shareholders, not elected leaders. Taxpayers don't elect the CEO ofLockhecd. It is 
the combination of discretion over vital benefits and financial incentives to limit their 
distribution that troubles us. 

Accurate accounting requires vast monitoring expense. We do not believe it is 
possible to effectively monitor contracts in a manner that is less costly than public 
provision. Cost estimates for private contracts never fully account for the cost of public 
mOliitoring. Moreover, private contracts run the risk of generating both public and 
private layers of management, aUditing, and processing functions. If the federal action 
allows states to hand offcontracts, the federal government will end up spending more on 
administrative oversight or risk political and financial problems. 
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The potential for fraud and cost over-runs appears high. Current practice 
proves that contract monitoring must be taken very seriously. As mentioned in our 
meeting~ Canadian experience with the same contractors that are pursuing,contracts in 
Texas raises ~erious questions about cnst over-runs and performance. The Department of 
Public Works and Government Services canceled their $44.5 million contract with 
Andersen when the company failed to meet its obligations and demanded a doubling of 
the contract cost. 

Experience in the U.S. also encourages caution. Lockheed and Martin Marietta, 
for example, have paid millions of dollars in fines related to bribery lawsuits. In 
December, Lockheed Martin paid over $5 million to settle a lawsuit involving 
overcharging.! In Texas, former state officials have left public service specifically to 
pursue more lucrative private contracts. Andersen Consulting's contract for the Child 
Support Enforcement Tracking System is currently four years behind schedule and the 
contract cost has grown 600 percent. The Texas auditor's report noted that Andersen 
underestimated the complexity ofthe tasks and made insubstantial provisions for a 
changing environment. 

From the individual level all the way to corporate policy, public monitoring of 
private conlraclors would have to be extremely vigilant -- and even then there will be 
problems which involve misuse offederal dollars. Moreover, the cost-sharing 
relationships which exist in these programs open the federal government to greater 
financial and legal exposure when contracts go awry. 

Confidentiality issues. We are concerned that the full extent ofconfidentiality 
problems have not been addressed. Eligibility detenniners enter social security data, 
unemployment insurance databases, and other public program benefit tiles. Allowing . 
private individuals connected to private finns to access these databases raises a wide 
range ofconfidentiality issues, some of which will be unforeseeable. 

Private'encroachments into Medicaid already go too far. We acknowledge 
that private firms are entering new areas related to Medicaid right now. But these 
incursions only illustrate the negative consequences. We believe the Administration has 
gone too far in allowing private actors to encroach upon the Medicaid program. For , 
example, new positions called Health Benefits Manager should be public, not private. 
The honest broker role may not be "honest" ifprivate. seif-intcrested.partics arc involved. 
Mathematica's 'evaluation of Medicaid managed care in California (May 1996) illustrates 
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this problem. They describe the privatized enrollment process as "chaotic and 
problematicI', The solution proved even worse: 

Recognizing the confusion. DHS allowed providers to assist individuals to 
enroJl'but this actually led to even greater problems. Doctors (and clinics) 
worke,d with patients to complete enrollment forms designating themselves 
as primary care provider (in whatever plan they belonged to). 
Unfortunately. however. since many clienl, visit more than one provider. 
many clients enrolled in several plans. selected several doctors as their 
primary care physicians. or both. 

Ultimately. DHS had to step in to untangle the problems and the study notes that "DHS 
admits it had too few staff to ft.lly monitor the conversion." With crucial health and 
nutrition benefits on the line, we believe it is inappropriate to risk similar problems on a 
national scale, 

The Outstationing Experience. HCFA has acknowledged the constraints placed 
by the Medicaid statute on eligibility determinations. It did so in the context of 
promulgating'regulations to enloree the requirements ofOBRA 1990 that states provide 
for the receipt and initial processing of applications of certain persons atloe.tions other 
than welfare offices, Such "outstation" locations include certain hospitals and health 
clinics, (n interpreting what <4initial processing" means for purposes of this requirement, 
HCF A explained that "[i]f we were to define initial processing to include making a 
determination of eligibility. tlte defmition would conllict with the requirement of[42 
U.S.C. § 1396a(a)(5)]. Under [that] section, the plan must be administered by a single 
State agency and determination ofeligibility is restricted by this section to the Medicaid 
agency. thetitl. IV-A agency, or SSA when administering the SSI program." Medicaig 
and Meqieare Guide. para. 42,662 at 41,820. 

We question whether HCFA exceeded its authority by bifurcating initial 
processing and eligibility determinations in this way, and by permitting initial processing 
to be performed by private actors. These eligibility functions are closely related, and do 
not lend themselves to such an artificial division of labor, as indicated by the apparent 
reluctance of states to utilize private actors at outstations. In any case, outstationing 
remains overw!.clmingly public. Only a handful of states havc health care provider staff 
trained to be outstationed eligibility workers. (Medicaid Source Dook, CRS, 1993), Two 
of the largest Pfograms, Los Angeles.County and New York City, usc public workers for 
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, 
these functions. The State ofOhio outstationed these functions to county public health 
providers wh6 were public employees. Similarly, in New Mexico, even though private 
workers are involved in application intake, a public welfare worker is on-site and 
involved in the process. In other words, even when given the opportunity'to privatize~ 
slates are quite reticent, for good reasons, to permit private providers to engage in 
eligibility functions. 

As the foregoing discussion demonstrates, we believe any decision to expand 
private functions within the Medicaid and Food Stamps programs will put federal dollars, 
federal agencies, important federal programs, and recipients of federal benefits at risk. • 

,, 
While our discussion last friday did not focus on the severe impacts on the almost 

500,000 public employees whose jobs potentially arc in danger, I would like to dose this 
letter by noting that these are enormous issues in their own right. The public employees 
who currently administer the Food Stamps and Medicaid programs are commited public 
servants who have devoted their energies and talents to important social programs. They 
deserve our appreciation and respect. Privatization ofthe administration of these 
programs could well result in dedicated employees losing their jobs and job-related 
benefits, to the advantage of private corporations with an incentive to maximize profits by 
keeping wages and benefits as low as possible. However, because we believe proposals 
to privatize the administration of Food Stamps and Medicaid fail for the reasons detailed 
in this letter, we have not focused here on the extensive worker protections, standards, 
and programs that would be required in any privatization initiative. 

I would appreciate your prompt consideration oftheso points. 

Sincerely, 

./:}4.J....i. 1-/, ,Ll./'..&....../ttf" 
Gerald M. Shea 
Assistant to the President 

ce: 	 Gene Sperling 
Ken Apfel 



MEMORANDUM 

TO: Distribution List 

FR: Chris J. 

i 


RE: Medicaid Growth Rate Changes 

Attached is a copy of the "Decline in Medicaid Growth R~te and Baseline" memo that Caml 
requested. It reviews current and future possible declines in the Medicaid baseline, and 
summarizes the potential impact they may have on budget and health policy. 

I thought you would be interested in seeing a copy. Please feel free to can me at 456-5560 
with any questions, 

• 



September 23, 1996 

MEMORANDUM TO THE PRESIDENT, 

FROM: Carol Rasco and Chris Jennings 

SUBJECf: Decline in the Medicaid Growth Rate and Baseline 

, 
Largely unnoticed, Medicaid basc!inc reductions have made a significant contribution to 
the decline in the Federal deficit. In fact, in their recently-released budget outlook report 
that reduced the 1996 Federal deficit to $116 billion, the Congressional Budget Office (CBO) 
stated thai "the: largest single fe-estimate is a (1 year) $4 billion reduction in Medicaid 
outlays." The reduction in expenditures has produced an aggregate Medicaid growth rate of 
3 percent between 1995 and 1996, the lowest growth ratc in over 20 years. This translates 
into an astounding 1 to 2 percent per capita (or per person) increase in spending -- well 
below the 20-year average annual Medicaid per capita growth rate of 11 percent. 

Since you unveiled your balanced budget last year, the CBO Medicaid baseline has declined 
by $52 billion.:The comparable reduction in the Administration Medicaid baseline is about , 
$20 billion; (it .is less because OMB started with a lower spending base, has been assuming 
lower growth rates, and has integrated more accurate economic assumptions all along.) 
This trend will continue as we fully expect this winter's baseline adjustments (off both the 
CBO and OMS baselines) to produce tens of billions of dollars of additional savings. As a 
result, without hnacting a single Medicaid cut, you will preside over a program whose CBO 
baseline (after this winter's adjustment) will have been reduced in the budget window by as 
much as (if not more than) $80 billion since 1995, and more than $50 billion off of the OMB 
baseline during that same period. 

Many factors h1ve contributed to the decline in the Medicaid baseline. They include: 
(1) increased utilization of managed care and other cost-cutting initiatives implemented 
by the states; (2) an improved economy with much lower inflation; and (3) reduced use of 
"creative" Disproportionate Share and provider donation financing mechanisms by states. , 
The fact that Medicaid's growth has slowed so rapidly is good news. It mirrors the positive 
news about health care inflation in the private sector you occasionally cite. However, we 
must be cautio~s about heralding it too much because it tends to undcrnline our criticism of 
the magnitude of the Republicans' Medicare cuts. For example, we appropriately criticized 
the Republicans' Medicare cuts, but their proposal (at the time of the veto) would have 
allowed for a (9 percent per person growth rate -- above what the 1995 to 1996 per capita 
Medicaid growth rate was by 2 to 3 percentage points. In short, when we highlight the 
success of the private and Medicaid sectors in constraining costs, we risk someone charging , . 
that we arc being inconsistent in not suggesting that Medicare be held to the same standard. 



"',.. 


Most health economists arc dubious that last year's low growth rate can be extended for a 
prolonged peri.od. They believe Ihat much of the savings represent a one-time constriction of 
excess capacity and inefficiency in the health care syslcm. Moreover, because of historically 
high healtb inflation (recall the 11 percent average per cnpi1a over the last 20 years), CBO 
and OMB cstlinators arc extremely weary of lowering their projected Medicaid growlh rates, 
particularly in'thc out-years. While the'y moy lower Iheir budget window per capita growth 
rates from 7 percent to 6 percent or at most 5 percent (which is probably the range that they 
will assume private sector growth rates will be), the estimators will not lower their projected 
growth rates to anywhere ncar last year's unofficial McdicaW per capita number of between 
1 and 2 percent. 

, 
Regardless of the final projections, it is clear that OUt current Medicaid 5 percent per capita 
cap proposal wiH not score significant savings off the downsized CBO Medicaid 5 to 6 
percent averag~ per capita baseline. If we do need or want additional savings, we will need 
to tighten up tf:te allowable avcrnge growth ratcs to probably no more than 4 percent ove! the 
budget window. The primary outstanding question is: Can this program sustain this level of 
constraint withQut undermining the care it provides to its population? 

Clearly, medicaJ and general health inflation have significantly moderated, Very few health 
care analysts ~ould havc projected two ycars ago that health inflation would be running as 
low as it is. If current trends Dre suslained! holding the Medicaid program to a 4 percent 
average per capita growth rate is conceivable. , 
Having said Ihis, since Medicaid would bave to grow 20-30 percent below what will likely 
be the revised CBO average private sector per capita rate (of 5-6 percent), we probably could 
not get many health care economists to validate such a low. sustained growth rate. This is 
particularly the case because of Ihe increasing numbcrs of high-cost elderly and disabled 
populations served by Medicaid., 

More importantly, we might re-open the door to another serious block grant debate, since 
states would be: more likely than ever to rejcct such reductions in Federal support witbounhc 
elimination of virtuJ.Hy aU Federal strings, Coverage expansion through or with Medicaid 
would have to be put off for a while, since no or few states would have the appetite and the 
resources to take it on, And lus1l)'J reducing Fcdcrul finuncing might place overwhelming 
pressures on the states to demand that their waivers (old or new) be e..xemptcd from changes 
in financing, If this occurred, we would have even a greater rush to grant and grandfather-in 
poHticany~chargcd state waiver applicants. If this happened, Medicaid savings would he 
much more difficult to achieve. 

, 
We still believe'that the Medicaid flcxibiHty tcforms you have proposed can achieve s3vings 
for the states (and the Federal Government) and arc good policy. Moreover, we probably 
could get some limited savings from 3 slightly tighter per capita cap, as well as some 
additional contributions from DSH, Having said this, as we continue to witness billions of 
dollars of additional Medicaid baseline reductions help lower the deficit) we may want to start 
lowering our expectations of how much savings we can Or should include in our next budget 
proposal. 

http:virtuJ.Hy


The Impact of Medicaid Expansions 

Until 1984, the close historical tie between Medicaid eligibUlt), and participation in 
Aid ill Families with Dependent Children (AFDC) limited Medicaid to single-parent 
households with very low incomes. Since 1984, eligibility has been exp~ded 
substantially, The increased coverage associated with these expansions has 
improved tht health ofinfitnts and children. But ~ct increase in covera!e was 0r 

SPECIAL ANALYSIS 

less than the increase in eligibility.'f" _. 

Medicaid expansions and health outcomes. The period from 1984 to 1987 saw 

incremental increases in Medicaid eligibHity to populations with circumstances 

similar to AFDe families. For example, coverage was extended to children of two­

parent families meeting the AFDC income criteria and pregnant women who would 

become'eligible for the progr.un once their children were born. After 19871 


. Medic.ill and AFDC eligibility were virtually decoupled. By 1992, states were 

required to provide Medicaid coverage to all children under the age of 6 living in 

households with incomes no more than 133 percent of the poverty line and to all 

pregnant women in such households. 


e I. coo 1m rtant health improvements. For instance. making 
xpectant mothers eligible for Medicaid greatly increased tKeir chances of receiving ~ 
renatal care in the first trimesJer ofpregnancy. Increased eligibility between 1984 s.; 

and 1992 was associated with .ml.Ighly a 1.6 "pereeat Qe\iliAe in ]ow-birthweis!!t ~ , ~'1 V. 

'-'...v.,.~biesl a 7.3 percent decline in infant mortaHty.~~ an 8.8 percent decline in child ~..-s.~V. ~ 


..rnoffubty. 
 y, 
ECCeets on Medicaid eligibility and coverage. Although eligibility expanded 
greatly. ~e-up rates in mea,ns..test~ programs like Medicaid are relatively low and 
many of the newly eligible already had private health insurance. Hence, the net 
increase in Medicaid coverage was much smaller than the increase in eligibility, 

.~ Between 1984 and 1992. the fraction o' . , e for Medicaid rose m 
-V 16 to 31 ereent while the ro rtion actuaUy ccwered by Medicai mcreased from 
19 L3 to 21 Eercent. --t\mong women, an increase In e 19l 1 1 Y 0 more than 
. 25 percentage points led to an increase in coverage ofonly about 2 percentage points 

for some types of expenses. ' 

_The net increase in health insurance covcr4ge is even small~se the Medicaid 

ex siOllS also decreased prhfatc h~ltb jnsurance £overa.ge. Some families may 

have replaced cosrly private insurance with free Medicaid coverage. even though 

some family members who were not eligible for Medicaid may have lost coverage 

altogether as a result. Some employers may have reduced their coverage because 

they thought more of their employees would be eligible for Medicaid coverage. 


, , 
Weekly E.conomic Briefing 3 January 24, 1997 

I. 
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THE WHITE HOUSE 


WASHINGTON 


January 16, 1997 

MEMORA'iDIJM FOR THE PRESIDENT 

FROM: GENE SPERLING 

cc: FRANK RAiNES, BRUCE REED, JOHN HILLEY 

SUBJECT: Child Health Investments and Medicaid Update 

As you have recently inquired about our child health investments, I asked Chris Jennings and 
Nancy-Ann Min to provide you with a summary of the child health care initiatives in our FY98 
budget Secretary Shalaln's memo is also at<.ached. 

Child Health Initiative, Your budget incllldes a w:l£ 5 year, $8.5 billion investment to 
cover uninsured children, It includes all of major initiatives outlined in Secretary 
ShalaJa's memo to you. Chris and Nancy Ann believe that this new initiative will cover 
between 4, and 5 million uninsured children by the end of 2000, when combined with your 
Workers Between lobs Health lnitiative. 

Medicaid. Even though your children health initiative is likely to be popular, base 
Democra.~ governors~ liberal health advocates. and providers, are likely to be less 
enthusiastic abeut your .$22 billion Medicaid reduction which uses a per capita cap and 
disproportionate share (DSH) payment cut to aclrieve the savings. On the other band, 
because it will be viewed as fiscally responsible, moderates are likely to be rel.tively 
receptive to your proposal as a responSible way to protect the Medicaid guarantee, 

While We don't want to give out exact details on our budget at tb15 time, you can establish 
that your proposal will meet the following 4 principles: 

1. 	 Protect the fundam~ntal guarantee of Medicaid, recognizing its importance 
to our core values ..~ protecting health care for children in poor families, the 
disabled, l!lld safeguarding healtb care for millions of middle class families 
with family members jn nursing homes. 

2, 	 Must have a real long term budget safeguard that en-Swe:'l that outyear 
spending does not rise too quickly. and overaH entitlement do not groW. out 
of c;ontro1. 



3. 	 Provide more coverage for uninsured childrcn, [w'hen we decide to talk 
about details of our budget, we could let groups know that our 522 billion 
reduction actually works out to a modest $9 bil!ion savings after the 
Medicaid and welfare improvements are nettcd out] 

4. 	 Provide states \.\ith the flexibility to meet their unique needs, while covering 
more people and ensuring the integrity of the individual guarantee of solid 
Medicaid health henefits. 

, 
Leon, Erskine. Chris Jennings, Nancy~Ann Mi~ and I did a conterence call with 
govemors'lhis week, and Chris, Nancy-Ann and I met with the AARP yesterday. In both 
conversations, strong concem~ were raised about reports that we were including a 
Medicaid per capita cap. Wirhoot confirming details, we stressed our belief that inclusion 
of. re5p<lnsible budget safeguard would hell' protoct the individual guaran,ee because 
with no b\Idget constraint, it could open the door to Republicans seeking to re~propose n 
Medicaid block grant. 

.I 



THE WHITE HOUSE 

WASHINGTON 

January IS. 1997 

MEMORANDUM TO THE PRESIIlENT 

FROM; Chris IemUngs and Nancy-Ann Min 

SUBJECT; Children's Health Investments and Medicaid Update 

You recently asked Gene Sperling for the status of your children's health care investments, What 
follows is a summary of your policy and a brief review of the likely reaction to your Medicaid 
and health investments from advocates, the Hill. and the Governors, 

Unins.red Children and FY 1998 Budget. 

There are currently about 10 million uninsured children in the nation, Your budget ineJudes a 
~ 5-year. $8.5 billion investment to cover uninsured children. It includes all major initiatives 
outlined in Secretary Shahdals attached mem.o to you. We beli~!Ve that these proposals., in 
combination with your Workers Between Jobs Health Initiative (which will extend coverage to 

700,000 children annually) and the I million children (aged 14-18) who v.iWbe added to 

Medicaid during your second term Wlder current law, will cover between 4 and 5 million 

unUlsured children' by the end of 2000. 


Specifically. your FY 1998 budget includes four new initiatives explicitly designed to expand 
coverage and/or services to children; 

. (J) 	 Support for Inno\'3tive StateIPrivate Children's Coverage Expansions for Populations 
Above Medicaid Eliglb!llIy'Line. 
!!J.v!lSlment: $3.75 billion. Covern".; Abcut I million children. 
indireCl Investment; $1.1 billion Cov~!J!l!e: Aoout 400.000 (These indirect numbers 
are the result of the actuaries' nssumption that Medicaid eligibles "m be enrolled when 
they apply for the state innovation proposal outlined above.) 

(2) 	 St.te Option to Extend Medicaid Coverage To 12 Montbs Wit bout Eligibility Re­

Determination. 

lnvestment: $3,6 billion. Coverage: About t million children. 


(3) 	 Outreat'h, to tbe 3 Million Medicaid Eligibles Not Enrolled. 

Investment Non~. Future baseline. Coverage: Now Unknown. Perhaps 1-2 million. 


(4) 	 Suppurt for lncreased Access to Services tbrough School~Based Ilnd otber 

Community Health Centcr,\. 

Investment: At least $25 mHHofi.' Coverage: Increases services/not cuverage. 




Medicaid and Health Investments: Ulteiy Reaction to the Ii'V'9S Budget 

While the public may embrace your proposal to expand coverage to children and workers in­
between jobs, the base Democrats, the Governors) the advocates, and providers win not 

, necessarily share such enthusiasm. They will be displeased about our $22 billion Medicaid 
reduction and our use of a per capita cap and disproportionate share (DSH) payment cut to 
achieve this savings number. Not surprisingly, all of these groups clalm that the baseline has 
come dovlIl so far as to no longer justify more savings. They also fea.r that any savings number 
will only increase during nt::gotiations, 

OUf response to these groups win be three~fold: (1) Our $22 billion reduction actually works out 
to n modest $9 billion savings number after the Medicaid and welfare improvements are netted 
out; (2) Our retention of the pcr capita cap is primatily a budget safeguard that assures that out: 
year spending does not rise 100 quickly; and (3) Supportbg • fiscally responsible per capita 
approach is in the long-run interest of the program (as protection against future moves to hlock 
grant il). 

In general, we believe tllat the Blue~Dog Democrats and the Republicans wiH be relatively 
receptive to your Medicaid proposaL The ·Blue ..Dogs wiJI like it because it is fiscally responsible 
and consistent with their past policy. The Republicans will like it because they will think 'they 
can simply tighten up the per capita cap's index to achieve more savings, They will also like it , 
because it gives them cover with their RepubJican Governors, (ill short, the Rcpublica.'l 
Leadership does not want to have a block grant fight; they do want to bJame us, however! for the: 
need to stick with a per capita cap.) It remains unclear how both these groups will respond to 
your health investments. They will probably want 10 see how much room they have to operate 
under the new CBO baseline and how much steam your proposals pick up before being either 
overly supportive or critica1. 

We wiU keep you apprised of developments on the Hill with regard to the proposal to expand 

coverage to children. In brief, Senator DascbJe and Congressman Gephardt are pUshing for a 

fairly expensive 'and difficult to administer tax credit; Senators Kennedy and Kerry arc 

advocating for a costly subsidy program; and Senators Rockefeller and Chafee appear to be 

quietly workilig ·on more modest, targeted approaches. Tomorrow the Democrats are scheduled 

to hold a press conference on Kid's Health Initiative. 


Because of the interesl in tax credits/deductions by the Leadership (and perhaps ",me 
Repub1icans)~ we \\0111 write you a separate memo on the strengths and weaknesses of this type of" 
approach, Even though there may wen be insurmountable admirustrati ve and structural problems 
(e,g., the amount of substitution of private and state donars that takes place w:th higher subsidies 
and tax crodits/deductions), being overly critical of any kids' investment proposal s!!ems unwise 
until after the Congress has lock(;)d in on an investment number fur a kids coverage expansion. . . 

• 	 There wjU be d~tible·collnting or overlap in It number nf our policies. We believe. however, 
that our future Medicaid outreach illitiatives (which are not now scored in the budget) will 
make it pnssible for tiS to crooibly claim tbat YO-ur p~Uties ,will expand coverage to about 5 . 
roilliou children. Having said thi~, s,nct' then appears to be an increasing uninsured 
problem, coverage of 5 million more children may not represent half the uniosured children 
in 2000. Thereforet while many will infer we are going to addt'($s "ball' of the probl~m. we 
IIlAY want to aVQid spedflcally s1ating it oursel",es until/unless we get OUl'\itle validation for 
doing 50. 


