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. Table 6. Projections of National Health Expenditures 
(By calendar year, in billions ofdoilars) 

i 

1997 1998 1999 2000 2001 2002 2003 2004 

Baseline 1,263 1,372' 1,488 1,613 
! 

1,748 1,894 2,052 2,220 

I 

Senator MitcheWsPrciposal-Without Mandafe in Effect 
, ' , I 

I 

Proposal '1,301 1.401 1,519 1,647 1,779 1,923 2,079 2,246 

Change from Baseline 38, 29 31 ; 33 31 29 27 25 

Senator. Mitchell's Proposal-With Mandat~ in Effect , 

Proposal 1,301 1,401 1,519 1,647 ,1,779 1,943 2,093 2,254 

Change from Baseline, 38 29 31 33 31 48 41 34 

SOURCE: Congressional Budget Office. 
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Hillary Rodham Clinton 

"... I'm sorry Senator Moynihan can not be here because of the votes on the floor of the Senat~ 
because no one is more eloquent in talking about the social contract that Social Security 
represents ... " 

( 
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·MEM 0 RAN DUM' 

, . 

TO: HillaryRcidh~m ~linton Apnl 23, 1995 . 
FR: Chris J. . 

RE: MedicarelMedicaid polling 

CC" . Melanne 


Following up on the Republican/AHA polling results I forwarded you last week,)I wanted to 
make sure you got a 'copy of the attached piece that Morton Kondracke wrote on this issue 
for Roll Call this' past week. Since so many Members anq staff read this paper" I thought you 
might want to have on hand.' . . . " 

Hill Update '. 

The latest from the Hill is that many Republicans are Just 'now learning of the upcoming 

White House Conference on Aging. As you know, Senator Domenci had already postponed 


, the release of his mark-up to May 1st of 2nd; There are now reports that he is under 
significant pressure to hold off another week, until the conClusion of the White House CoA. 
(The House continues to track a couple ofweeks behind the senate.) 

" ' 

, The 7-year Medi<;:.aie;Medicaid target numbers' keep m()ving around. The Budget Committee 
staff seem to want to "push up the Medicare numbers to about $300-;-$320, primarily because, 
they cannot justify (to themselves) the level of cuts that would be necessary,from Medjcairl 

. and the non-health entitlements. (Havmg said this, to place the Medicare rlumber in context, , 
the HSA-equivalent 7-year Medicare savings number is about $100 billion less and, as you 
know, mucbofjt w~'reinvested AND the proposed cuts were off a much higher,base.) 

Although on a policy basis, it is easier to justify Medicare cuts. than Medicaid and the non­
health entitlements, the political pressure is definitely coming down hard., on. moderating the ' 
Medicare cuts. As a result" the Medicare number may come down. The consequence of such 
an action; ofcourse, is that the current $130-:$160 billion Medicaid number may go back up . 
to the 5 percent 'cap' level of $190 billion (or even more.) The Governors. will NOT be . 
pleased about this development. The bottom line,though,' is that the combination 
MedicarelMedicaid number is still between $400 and $500 billion over 7 years. . 

On the non-Medicare/Medicaid health "reform" front, Senator Dole an,d; Packwood are 
drafting up a bill .. Obviously they will 'call this initiative health reform and use it as a way to 
begin to call us' on our "no Medicare cuts outside the context of reform If' line. The bill's 
provisions apparently include: (1) insurance reforms, (2) tax incentives and consumer 
protections ~or long-term care, (3),MedicaIS~vings.Accounts, and (4), a "simplification" 
section that Contains incentives and standards for billing, data collection and electronic claims 
transfers. I will keep you posted Q,n developments and spedfics~. .' , 
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GOP Poll Warns.. . i· ,.~~Jfj)~MemberSto.~Oijhe@.:restguestions"anai'Supportfor~ .
". M d": :;;:Uf~,~CUtsli:ildlnsteadereateabipar,;·~:~INCRBASES.":·.:··:·,!: .·.":.1,,, .. "":;;;Cuttinge teare, /;'~:M~:~onuSmg.theb8S&i::'i;;:ody~ven~ntof~ters~ythey'dbe

Could Be Fatal .~.:~~Ost.:.'~~j,~;to.:;~:futuie." tiitU~,·/:;?·leSs_to'tVote fora candidate Who'SUra 
. . . .:::;:Ai1~.~,tffinksJhatthe studyfiild.i @eC!~careCUtS:onlY 16 percent wou . 

CongressionalRepubli.cans think they Can. •~:iriis:~>~:.'.~cIa!Cd.... 'm.lihOtherqopW~,'~·more~d 30 percemsaid it Woo.ld 
avoid the fatal"thinl rail" ofAmerican pOliS ;~'~;b'J~~;p,iXaJr.'h8veJedltdiSei@hno . ce.:: 

h 
•• : •• t. ';-<•• ••' 

tics by cutting Medicare while sparing SociaJ .• 1UpUI:)~tif~~8OOutMediciirectttS ", ;;J'ii~g1ci the AHA; r&us' g'fuupfind~ 

· Security. But a top GOP pollster is warning "ana ib,shiif,ii;:~edicarereronn:i mdildinil(inas ilt'dicated.'that voters are "interested in, 


that it won't work. ' i~],1an'tOOfed niCeirtty bY' H~ ..·bUtcautiousabout"J't'OPosals for,"means test-

According to pollster Bill McInturff, near~ .Speakei:' NeWt GirigriCh (R;.Qa). ,':;';' ,"'0 , ;''''. " " . . '... 

lytw<r~ofljkelyvotersthinkthatcutting '" i:·.:¥~Ce,"::W.~!dilllow~mOrito·~-When results of the poll 
deeply mto MedIcare. as OOPleaders want to . tintie seetng tbeh- private doctOrs; burWOUld . . . . 'ho'. ',' GOP' 
do to bal3nce the budget and pay fortIDt cuts; . pil)fagreatei'pereeiitigeOftheirmOOica16i11s are s "JVn to . 
constihltes bi'eaki~gthe Republican promiSe 'iftheyenm~iii a~&gei:J. care plan", .,' ::. ':- MeJ'm;··.. b;"'s' Sat"d . 
notto cut Social security.· ,·:.1liete·snoiriaieation~,hOWever,thlit·"Meai~,;.. .~I '. • • '. 

McInturlf/las'toldOOPleadersthatthe"ob- ... diOiCe":C~.OOP,plariS'tOciJtMtdi~ . an,:AHA o#tctal 
vious condusion" toa study be did for the , Sria'Memc8id}UiiC:lmg a'S'piut'otitS'b6dget~' .,. ;';;.' .' 'i"'JP '.. '., ; 


lL .AmericanHOsPitaJASSoC,·iationis;·:M¢inl:ieis.- " . '" ·iUiCi,.n& ~ .. .......:...:GO.,·If.. tax.·.~'W1.'lr •. t1ietrfaces go ashen.
lXiI.,. .• ~~:.:-g_ 
-:;f-QfCoDgresswbowanttocutMedicareshOuld '... . ." by Mau1'l!tn K~J"&:,,.:,-·~ake,~~,:tD,~l~ speildin~·by' , 

, Rloceed with caution and at their own peri!.'" Speaker NewtGlngricb Is proinotlitg.' ',;:,8bOUtS7S0 bllltOirOterseven:Years; the lion's' ing" MediCare as a method of reducing Costs, 
OOPbudget-writeishaveproposedwhack- new ''Medlcboke'~ plan; ~u.t he won't beshateofwhich will have to come ftOni rited~; bUt this setms tc;> fly in the face of the Repub­

ing the $175 billion per y~medica1program able to dodge the Medicare question.. ; ical entitlements. :.' . '. ..... '.' liCah ''COntract with America" Proposal to Ie' 

for the aged by at J~t $150 billion over five last falLprori:iisirig not to eut Social SeCurity . .' In abriefing thatMcIntudf prepared for· peal tax iricreaseS on Social Securityiilcome 
years andpossibJy $350 billion over: sevtm"butthen vOles thisyeai'tOeutMediearespend- House Ml!jority Leader Dick Armey (it.. for weU.:off old PeOple." . . ". 
years.. At the Same tirite, the' fI8l1Y' hmrroJoo .. 'iitg;~dyObsay diIft~mitw;r;Ofc.Oit~·,:·,t~)~ f.ebruary, the pollster reported that· McInturffreported to ADney that Medicaid 
Social SeCUrity "off the table." . .' ',. had brOken theirC8inpaigii ~Ser.··.' .c· .·~·:voiets see Medicare as "a fundamental part ..;.has afaVorable reputation among only 36 eer-

TheCiintOnAdrninistrationand Democrats Sixty-fourperCentofv~saidtheywoUld of Americ(s sOcial ~ntract," with 67 peto;::;, ~versus61 percentforSocialSe-, 
in COngressargue.that"Medicareis SocialSe-

J 

. regaid it as abroken promise arid 24 perrem .Cent of seniors arid 58 percent of aJt voterS;;' Cilijty and 56 percent for Medicare; suggest- . 
curity," andfocus grOupsconducted by McIn-: .wouldn'~ ~th the rest undecided Aniong. believing it is abenefit tliey have alre8dy paid 'ii;g it \ViiI be much wier for Republicans to 
turff ihdicate that this.is the way the public".l.992 ROss:Perot voterS, tboSe,ilresumably for.' " .. '., '. '.. sl~!imedical SJ!¢I1ding for the poor thm! for 
sees~t,too... ·. .,", ,. moSt.to.cUtthefederal~cit, 71pc::r- '·fdcJritPrlftest!;!h8riousmgumemsforand. themjddJe'cl8sL ." .'. 
. McImurff's fum.: Public Opinion Strate- cent Said it woaldbr:eak a prOinise. ' ... ", . against Medicare cw. Nearly 60 percent of 'on the othet hand, RePublicans have been 
gies, and the Deri'IOctaiic polling fll11i ofFred- Iristea:I Of n:l~ng the poD PubliClY; both voters 'agreed both With the argument thi1t .iriakirlg progress convincing voters that they 
ericklSchneidets found in latelamiary that by'McInturtTandtheAHAhaVe useeI'll. the J».. ""sPending is OUt of cOntrol" and t.hat''Cort- wilrnot go "toO fai' in helping the rich iitthe 
70 to 18 percent; likely,voters favor balai1c...:' sis -Of briefii1js'tOrMembcD.An AHA !!Iii- .' greapromii;ed not to CUt SociaJ SecUrity" or ~'Ofdie~pOor.McIiitlirff foUnd the per,; . 

· lng the budget by·2002.'But·ifcutting ·fialSliid.themtCtionamogRt;!QbJicamds ·Medi~·".·i;','.,·,· '. . 'cepfilge'OfVotel'sWbot:hinkthathasdtopped 
..............:-'1. 60 .a.....~&..- mIJ:U:." . ' . "n'..t...:.I.. c. both be~; '.' AA_ . =-" .' . . . 
· Medi b 20 percent IS '''''i~ per- ,: ,,_. UIQI' u ..~go~ .. :>.';..:~:'?'.~;";" ';' , ." . fiQ asu;u'VoterS . lore arid i:Uu:athe HVm 41 to 34 percent :.' .care' y . ,:"'- '. 

ceDtopposethebalancedbu~getandonly30 ·'I'hCAHAisusingthepoUaooasC:rie$Ofre- ... test questions whether they would be more or ' ..But deep cuts,in Medicare and Medicaid. 
percent favor it . . laled focus gri:iup findings' as the basis Of a' less likely to vote for a Member ofCongress could againmtilce the GOP look like Scrooge 

The survey~skiller question, though, waS: gr8ssrootslobbyingcampaigndwingtheCon- .who supported deep Medicare culS and re,.' and.threaten its wish&l-for status as Ameri­
'1fyour Member ~f Congress,ran for office', gno;ssionaln!cesS ~which hOspil8l ~ . ported.to Armey "aVERYUDUSJ1sl fiodiAg m- (:8'S majority party.. 
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DRAFTA MEDICAID PRIMER 

What is Medicaid? Medicaid is the nation's major public financing program for providing health and long-term coverage to millions 

or /ow-inco;ne people. Initially designed to pay for the health care ofretipients of welfare assistance and certain other needy people, . '-" 

. , 
in 1995, 36.1 million people--more than 1 in 10 Americans--were covered by Medicaid at afederal cost of $88.4 billion. 

Authorized und.er Title XIX of the Social Security Act, Medicaid is a means-Iesledenlil/emenl program financed by state and federal 

government and administered by the states. Federal gui.delines place requirements on states for coverage of specific groups of people 

and benefits. States that comply with the federal eligibility and benefit guidelines, receive federaI.matching payments based on the 

state's per capita income. The federal share--or federal medical assistance percentage ("FMAP")~-ranges from 50 [0 83 percent of 

Medicaid expenditures. 

53 different programs. Within certain federal guidelines, states are free to design their Medicaid systems to fit local circumstances. 

programs' complexity surrounding who is eligible, what services be paid for, and how those services can be paid for is a 

source of much confusion. The attached table illustrates the wide variation in selected states' Medicaid programs. 

-. DRAFTI 



<~~ '.l"~' A\~~1 Variation in Selected State Medicaid Programs 
U

'~")! '.,; .Yr. • I.~ 
,~ ., 

1994 AFDC Payment 
Standard' 

Number of Optional 
Services Offered2 

Coverage Options 
for Pregnant 

Women & Kids) 

Physician Office Visit 
Reimbursement 

Rate4 

Medicaid 
Spending Per 

Person In 
Poverty5 

DC $420/month 26 185% $20 $4,356 

NY $577 (New York City) 26 185% $11 $6,703 

TN $426 17 185% $22 $2,681 

VA $354 21' 133% $20 $2,858 

Range of 
Variation: 

$164 (AL) - $680 (CT)6 15 (DE) - 31 (WI) 133 % (required) -
275% (MN) 

$11 (NY) - $28 (MA) $1,646 (OK) -
$8,212 (CT) 

---­

Other 
Comment: 

-_.. ........... _­_ 

There are 34 optional 
services. 

34 States above 
133 % requirement 

Limited office visit, 
established patient. 

"­
\ 

1994 Green Book, Table 10-16. This means, for example, in DC a family of ~hree must make $420 or less in order to qualify for AFDC and be 
for Medicaid. 

2Mcdicaicl Services .State by State, HCFA, October 1994. 


3Nar ional Governors' Association, State Coverage of Pregnant Women and Kids-July 1994", August 1994.
U 

4 Holahah, John. "Medicaid Physician Fees, 1990;' The Results of a New Survey", October 1991. 


5General Accounting Office, "MEDICAID: Spending Pressures Drive States Toward Program Reinvention", April 1995. 


6Comparison excludes Alaska and H(l.waii. 
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DRAFT 

Who is Covered? Although Medicaid has increasingly been used to expand coverage to the low-income population, it covers only 58 

percel7! o.fpoor Americans. There are two reasons for this: only persons who fall into particular "categories" are eligible and many 

recipients must meet income limits that are based oncash assistance program (AFDC and SSI) standards which are usually well below' 

the poverty 

Despite the complexity of Medicaid eligibility, mos.tcovered populations can be divided into six basic groups: 

• Curren! andformer recipients ofcash assistance, either AFDC, which covers single-parent families and two-parent families 
with an unemployed principal earner, or SSI, which covers low income persons who are aged, blind or disabled; 

• Low-income pregnant women and children under age 6 with family incomes below 133% of poverty and children under age 
11 (thisis being phased-in to age 19 by 2002) in families whose income is less than 100% of poverty; 

• Medically needy persons who meet categorical restrictions (Le., .meet the nonfinancial standards for inclusion in one of the 
groups covered under Medicaid) and who have medical expenses such that .when subtracted from their income, puts them within 
eli'gibility standards; 

• Persons requiring institutional or other long-term ,care who, like the medically needy,qualify because of the high cost of their 
needed care; 

• Low-income Medicare beneficiaries ("QMBs" and "SLMBs") for whom Medicaid will pay Medicare cost-sharing (premiums, 
dcductiblcs, coinsurance); and 

• Low-income persons losing employer coverage for whom Medicaid will pay premiums for continued private coverage through. 
COBRA. 

r ,"\ r,
3 !. ' 'f 
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Other mandatory and optional groups who are eligible. There are other Medicaid beneficiaries who do not fitneatly into the six 

categories abo~e. They include: 

• 	 AFOC-related groups: states are required to provide Medicaid to persons who otherwise meet AFDC eligibility standards but 

do no! actually receive cash payments because the payments would be less than $10 or persons whose payments are reduced to 

zero because of recovery of previous overpayments. At state option, Medicaid coverage is available to children who meet the 

income and resource standards of AFDCbut do not meet the definition of "dependent child," (e.g. children in two-parent " 

homes where the primary earner is not unemployed). 

• 	 Non-AFOC Pregnant Women and Children: States are permitted to cover pregnant womenand infants under age 1 with 

incomes up to 185% of poverty. 

• 	 SSI-related groups: States, at their option, may provide Medicaid to individuals who are not receiving SSI but are receiving 

State-only supplementary cash payments. 

On 	 n. rt'" "7;".J: ,L> :~, 	 :: <'~~. L(" .,~ ., ".. .", ~ , 

1-/ 



Disjuncture between beneficiaries and expenditures. 

Although adults and children low income families 

nearly 70% of beneficiaries,ti1ey account for 
\ ' 

only 29% of Medicaid spending. The elderly and 

disabled aC,count for the majority (57%) of spending 

because of intensive use of ~cute and long-term care 

services. Per capita spending ranges from $888 for non-

disabled children to $5,200 for aged beneficiaries. 

Disproportionate share hospital (DSH) payments account 

jh!" 12% 0/ Medicaid !>pending, but cannot be attributed to 

a beneficiary or service category. 

DRAFT 


Medicaid Beneficiaries and Expenditures, 1995 

'100% 
IIID DSH 

80% o Disab!ed 
60% 

laChi!dren 
40% 

DAged
20% 

.Adult 
0% +-,~---,--

Beneficiaries Expenditures 
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What Sen'ices are Covered? Medicaid covers a broad range of services to meet the complex needs of beneficiaries. Because of the 

limited financial resources of beneficiaries, Jew or no cost-sharing requirements are imposed. States that choose to cover the 

ically needy may ofTer more restricted benefits to these beneficiaries than to those who meet categorical eligibility criteria. 

Furthermore, stntes may offer' optional services to the categorically needy only or to both categorically and medically needy. 

( 

Federally-mandated services for categorically-eligible 
Medicaid beneficiaries include: 

• inpatient and outpatient hospital 
• physician, midwife, and certified nurse practitioner 
• laboratory and x-ray 
• nursing homes 
• home health 
• early and periodic screening, diagnosis and 
treatment (EPSOT) for children under age 21 
• family planning 
• rural health clinics/federally qualified healtl) 
centers 

States me required to provide to their medically needy 
populations prenatal and delivery services, ambulatory 
services, and home health. Broader requirements apply if 

state provides services inlCF/MRs or IMOs. 

Commonly offered optional services for both categorically 
and medically-needy popUlations include: * 

.:., • prescription drugs 

• clinic services 
• prosthetic devices 
• hearing aids 

~. ICF-MRs & IMO 
• po.diatrist, optometrist, chiropractor services 
• dental &,dentures 
• eyeglasses 
• physical, occupation, speech & respiratory 
therapy 

• hospice 
• case management 
• personal care 

*states still receive federal matching funds for optional 
services 

DRAFT 
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Recent Beneficiary and Expenditures Growth. 


Beneficiaries. Recently, Medicaid enrollment has risen dramatically, reaching 36.1 million beneficiaries in 1995--up considerably 


frol11 25.3 million In 1990 . .Growth has been mostly allributable to expanded coverage oflow-income pregnant women and young 


children and increases in the number ofblind and disabled beneficiaries. 


Expenditures. In recent years,Medicaid.expenditt!res have escalated rapidly: average annual increases ofalmost 17%. resulted in 

Medicaid expenditures more than doubling between 1990 and) 995. Federal expenditures have increased from $41.1 billion to $88.4 

billion. The rise in spending in that period was attributable to a combination of health care inflation, states' use of alternative fir:mncing 

mechanisms (e.g., DSH payments, provider taxes and donations), and a rise in enrollment. DSH payments were the most important, 

cost dri ver in 1991 and 1992, when Medicaid spending grew by 27% and 29%, respectively. In 2 years, DSH payments grew from 

less than $1 billion to $17.4B. Only a small fraction of spending growth was attributable to the expansions in coverage of 

low-income pregnant women and children, however.. The rate of growth in Medicaid spending has slowed more recently. The 

actuaries now project 

Effect on Slates. According to the National Association of State Budget Officers, in most states, Medicaid became the single largest 

and fastest growing item in the states' budgets. By 1993, Medicaid accounted for 18.4% of total states' expenditures. 
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Future growt!l mimi.cs past growtli. While the rate of growth in Medicaid spending has slowed recently, both the Administration· 

and CBO expect the rate of growth to increase in the future. The Administration projects average annual growth rates of9.3~o for the 

period from FY 1996 through FY 2000 (CBO projects average annual growth rates of 10.5% over the same period). For the FY 1996 

to FY 2000 period, the Administration projects Medicaid enrollment will grow at an average annual rate of 3.8% while prices, volume, 

and intensity are expected to grow by an average annual rate of 5.4%. As the charts below indicate, over the next 5 years, much (44%) 

of Medicaid beneficiary growth is expected to be among children and expenditure growth among the aged and disabled adults (57%). 

Medicaid Expenditure Growth, 1996-2000 

Medicaid Beneficiary Growth, 1996·2000 
Share by Beneficiary Type 

Aged (14.41%) 
DISABLED "DULTS (J 1.09%) 

AGED (21.68%) 
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How is Care Delivered? While traditional fee-for-service financing arrangements still predominate, an increasing number of states 

. are enroll ing their Medicaid populations in managed care programs. As of June 1994, 7.8 million Medicaid beneficiaries were 

led in managed care, up dramatically from 2.7 million in 1991. Medicaid managed care models range from HMOs using prepaid 

cupitated care to loose networks contracting with selected providers for discounted services and gatekeeping to control utOization. 

Slates have inil ially targeted low-income families for enrollment rather than aged or disabled beneficiaries. There is very little 

experience with managed care for disabled populations who need institutional care. 

Movement.toward Medicaid Waivers. 

Section 1115 Research and Demonstration Waivers. Section 1115 of the Social Security Act allows the Secretary to waive 

require!11ents for what a State plan must include (e.g., statewideness; amount, duration, and scope; eligibility) and any requirement 

that defines the payments to states, including capitation contract requirements. Recently, states have been using Section 1115 to 

obtain waivers of federal statutory requirements to undertake statewide, mandatory managed care demonstration programs and expand 

coverage, The Administration has awarded Section IllS waivers to seven states and twelve more have applied and are in the process 

negotiation, 
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1915(b) managed care waivers. The §1915(b) waivers are much more limited thanthe §1.115 waivers. The Secretary can waive only 

those requirements which may be necessary to: 1) implement a primary case management system or a specialty physician services 

arrangement which limits freedom of choice; 2) allow a locality to act as a central broker to help enrollees select a plan; 3) provide 

additional services with the savings from managed care; or 4).restrict provider choice. States can use §1915(b) authority to establish 

managed care plans, but also to restrict providers for inpatient hospitals, nursing home facilities and transportation. States sometimes 

rjrcfer 1115 waivers to allow for more extensive managed care development. For example, urider 1915(b) authority, states cannot 

waive the requirement that no more than 75% of enrollment. can be Medicaid beneficiaries for HMOs, nor can they waive "lock-in" 

provisions for recipients. Moreover, Section 1915(b) waivers must be renewed every two years. 

1915(c) home and community-based services waivers. Presently, over three-fourths of Medicaid spending for long-term care is on 

institutional services in nursing homes. Increasingly, home and community-based services waivers aie being used by states to shift • 

services delivery away from costly nursing home care to community-based care. Although all states have homeand community-based 

services waivers, most projects are limited in scope and the population served remains small. 
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I. §1115 Medicaid Waivers 

Since the original Medicaid legislation was passed in 1965, §1115 of the Social Security Act has given the Secretary of 

Health i:1I1d Human Services the authority to waive certain requirements of the Medicaid program to support an 

"experimental, pilot or demonstration project" that will "assist in promoting the objectives of the Medicaid program." 

Under authority of §1115, the Secretary allow States to: 

.. 
• cover trad itionally non-Medicaid populations and streamline eligibility rules; 


waive statutory (§1915(b)) HMO requirements, such as voluntary disenrollmerit and the 75/25 rule; . 


• extend the statutory HMO lock-in period and limit recipient choice to one delivery system; and 


• provide Federal matching funds for costs that are not otherwise matchable under Title XIX. 


States may apply for §1115 waivers for various reasons; including the desire to 'support broader State health reform 

initiatives; to increase coverage, to reduce the level or growth of Medicaid spending, or to maintain or increase Federal 

funding. Florida's waiver request, for example, was an integral part of the State's legislated goal toensure access to 

affordable health care coverage for all Floridians by December 21, 1994. Although the legislat~re has yet to pass the 

Florida Health Security Plan upon which the waiver is based, the State has already established the Community Health 

Purchasing Alliances which are voluntary insurance buying pools for small businesses. 
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\)i,{AfTII. 	 §1115 Waiver Activity 

• 	 The Administration has approved seven Statewide §1115 demonstration projects since taking office. Of these 

seven, four have implemented their programs and one, Kentucky, recently submitted an amendment to scale back 

their program to eliminate eligibility expansions. Total acute care spending in States with approved Statewide 

demonstrations accounts for over 11% of all Medicaid expenditures -'- operationfl waiver States account for 3.8% 

of national acute care expenditures. Since most demonstrations do not incorporate all State Medicaid acute care 

expenditures, these figures probably overstate the percentage of Medicaid expenditures attributable to §1115 

demonstrations. 

The Administration is currently reviewing waiver proposals from an additional 12States. Total acute care 

spending in States with pending applications (not including Kansas) represents an additional 17.4% of total 

MedicLlid spending, 

The attached table 3,1, from a recent GAO report, lists the dates of submittal, approval, and implementation for' 

Stiltes that hilve received or applied for §1115 waivers. 

The ilttached table 3.2, also. from a recent GAO report, lists the approximate size and nature of eligibility 

exparlsions for States with approved waivers. 
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Table 3.1: Section 1115 Statewide Demonstration Waivers Applied for 
Since 1991, by Submission Date 

Implementation 


Oregon 
 Aug. 1991a Mar. Feb. 19941993 

Submission ApprovalState 

b
Kentucky 
 Mar. 1993 Dec. 1993 


Hawaii 
 Apt. 1993 July Aug. 1994
1993 

Tennessee 
 June 1993 Nov. Jan. 1994
1993 

Rhode Island 
 July Aug. 1994Nov. 19931993 . 
bFlorida 
 Feb. 1994 Sept. 1994 
bOhio 
 Mar. 1994 Jan. 1995 

cSouth Caroliz:la 
 Mar. 1994 


Massachusetts 
 Apr . 1994 

New Hampshire . June 1994 


Missouri 
 June 1994 


Delaware 
 July 1994 


Minnesota 
 July 1994 


Illinois 
 Sept. 1994 


Louisiana 
 Jan. 1995 


Oklahoma 
 Jan. 1995 


Vermont 


New York 


Kansas 
 Mar •. 1995 

Feb. 1995 

Mar. 1995 

-Oregon's initial proposal was denied in August. 1992. The state 
revised and resupmitted the proposal, which was approved in March 
1993. 

bAwai ting state legislature approval. "W~;,j't.." o""&.~",,,,~t s,,\;lI'\~ LfIqs. 

9iCFA has approved South Carolina's waiver proposal framework. 
However, certain issues must be resolved before the state is 
allowed to implement its demon~tration program. . 

Source: HCFA. 
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Table 3.2: Estimated Maximum Number of New Eligibies Under 
Approved statewide Section 1115 Waivers, by state 

Stat. Hew 
.liqibles& 

Eliqibility requirement. ­
. . 

Florida 1,100,000 Individual. and famili•• with income. below 250\ of the 
federal poverty l.vel (FPL) ar••liqible for .ubaidixed 
private in.uranc•• 

Individual. and famili•• ar.'.liqibl. only if uninaured 
for ,12 month. or r.c.ntly dhenroll.d from M.dicaid. 

Hawaii BO,OOO Ooin.ur.d per.on. below 300\' of TPL. 
, , 

JC.ntucky 201,000 Individual. with income. below FPL. 

Ohio 395,000 Individual. and famili•• with income. below FPL. 

Oreqon 112,000b Individual. and families with income. below FPL 

Rhode 18land 11,000 Pregnant women and childr.n up to aq. 6 with family 
income. between 185\ and 250\ of FPL. 

Exten.ion of family planninq .ervic•• for women for 2 
years after qivinq birth. 

I 

Tenn.lI.ee 500,000c All unin.ured, r.qardleas of employment or income 
.tatus, includinq individual. who cannot obtain 
cov.raq. becau.e of a pr.exhtinq condition., 
(Enrollment capped for n.wly .ntitl.d, not capped for 
traditional Medicaid r.cipient•. Eligibility 
r ••tricted to' tho.e unin.uredprior to a date within 
the la.t y.ar.) 

-Includ•••xpan.ion. to optional qroup. of M.dicaid .liqib~••. 

bActual n.w.nrollmerit a. of Karch 3, 1995. 

cln January 1995, T.nn..... clo••d .nrollment to the unio.urad, demon.tration .nrollment 
wa••38,000 in F.bruary 1995~ 


Sourc. z State waiv.r ,propo.a18 and .upportinq documentation. 


" 
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Upon tClking office, this Administration recognized the desire and the need of States to have greaterflexibility in 

reforming their Medicaid systems. This Administration is committed to minimize the burden States may 

enc()unter in the waiver application process. ' 

The Administration has pledged to try to review waivers in an expedited fashion. States are encouraged to seek 

pre-waiver guidance from HHS. To facilitate an expedited review process, HHS and OMB now also review 

waivers simultaneously. 

Administration review of §1115 waivers generally proceeds as follows: 

,1. 	 Initial Review. About a month after the State submits its proposal, ORO collects questions from HHS and OMB and 

forwards them to the State. 

, 2. 	 Fact-Finding and Clarification. After the State respopds to these questions -- and sometimes even before,they 

respond -- the Administration and the State begin a series of inform'al staff-level conference calls or face-to-face 

meetings to provide a factual basis for negotiations. 

3, 	 Negotiations. This multi-stage process typically includes additional information requests.to the State, additional 

meetings with .the State, and periodic requests for policy gui~ance. 
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IV. §1115 Budget Neutrality Policy 

• 

• 

Although not required in law, budget neutralHy has been a federal policy for all §1115 waivers $ince 1984. 

A State meets the test of budget neutrality by demonstrating that, over the .(generally) five-year life of the waiver, 

projected Federal costs under the waiverdo not exceed projected Federal costs without the waiver. 

Though th~ Administration has pledged to remain open to new methodologies, a budget-neutral waiver 

expenditure limit is generally setby c.alculating baseline current-law expenditures as follows: 

per-capita method. Budget neutrality can be defined solely in terms of per-capita costs, as follows: 

Baseline Expenditures =Projected Per-Capita Spending ,.. Actual Enrollment over time 

This approach has been tak~n with each waiver approved by the Administration, with the exception 

of Tennessee and Florida, who preferred an aggregate budget cap. 

aggregate method. Budget neutrality may also be defined in the aggregate, relying on projections of 

per-capita costs and enrollment, as follows: 

Baseline Expenditures == Projected Per-Capita Spending ,.. Projected Enrollment 
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The budget neutrality calculation generally includes program components affected by the waiver, e.g., acute care 

for AFDC and AFDC·like recipients, though Tenness~e chose to impose a budget. cap on their entire Medicaid 

prograrl1. 

• Budget neutrality discussio~s generally focus ori'the development of an appropriate estimate of without-waiver 

spending in a base year, as well as appropriate trend factors over the life of the waiver. 

• In a report issued April 4 reviewing Administration enforcement of the' budget neutrality requirement, the 

General Accounting Office concluded that budget neutrality calculations sho.uld rely on the use of Federal baseline 

rates of growth, rather than the more flexible approach taken by the Administration. The GAO concluded that one 

of the waivers approved by the Administration; TennCare, was budget neutral while three others, HawaiC 

Florida; and Oregon, were not budget neutral. 
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V. Budget Neutrality and Financing Issues 

Negotiations over budget neutrality and other financing issues can be long and complicated, with States engaging 

in a broad spectrum of approaches aimed at securing optimal funding limits and sources. Two examples of such 

innova tions: 

hypothetical expenditures. States may assert that they would have expanded eligibility under current 

law without a waiver (under authority of §1902(r)(2)), thus avoiding the need to create savings under 

the waiver budget'cap to expand coverage to these populations; and 

certified public expenditures (ePE): ePE are defined in regulations as costs incurred by State or l..ocal 

public agencies that represent allowable Medicaid expenditures, i.e., expenditures for Medicaid 

services attributable to Medicaid eligibles. Certification is intended to obviate the need for State 

agencies and local governments to transfer funds to the States before the State claims Federal 

funds, Under a §11l5 waiver, the definition of Medicaid services and Medicaid eligibles 

can be expanded almost without limit, potentially encompassing significant portions of local public 

health programs" Under a waiver, local expenditures for certain public health programs may be 

used to c1ainl Federal matching funds. Tennessee, for example, is able under the terms of its waiver 

to claim Federal 'matching funds for the costs incurred by local public hospitals for most indigent 
, ) 

care and for TennCare underpayments" 
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I. Tennessee's Pre-Waiver Medicaid Program DRAF~r 

• General State Characteristics.' In 1993, Tennessee was the 17th largest State with 5.1 million residents. Tennessee 

ranked 20th in gross State product and 36th in total taxable resources (in 1991). The St,ate has a relatively low average 

per-capita income, and thus had the 15th highest Federal match rate in 1993: 67.57%. 

• General Program Characteristics; As of October, 1991, Tennessee offered 19 optional services out of 31 possible, ranking 

35th among all States. Ten~essee was one of 27 States to cover pregnant women and children up to 185% of poverty 

and had an AFDC income threshold of 43% of the Federai poverty level -- nearly exactly the national average. 

Tennessee covered 13.4% of its population through the Medicaid program, compared to a national average of 11%, 

and ranked 12th in the nation in FY 1993 in per-capita Medicaid spending. 

• Rising Costs. Over the 1987-1993 period, State Medicaid expenditures tripled. Urban Institute analysis indicates that . . 

Tennessee ranked about 17th in average annual growth in Medicaid expenditures between 19~8 and 1993 (about 2% 

above the national average), 8th in average annual growth in beneficiaries (about 6% above the national average), 

and 39th in average annual growth in per-beneficiary expenditures (about 4% below the 'national average). 
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• 	 Uninsured Populations. The State estimated that 775,000 residents were uninsured in 1993: 16.0% of Tennessee's 11.011.­

elderly population was uninsured in 1993, compared to a national average of 16.6%. To address the large percentage 

of uninsured that were employed (70%), i~ 1987 the State established a PPO-type insurance program for people wh'o 

either had health conditions that caused them to be uninsurable or who are involuntarily terminated from coverage. 
, 	 , 

Only 3,900 people were enrolled in the program due to the high premiums. 

• 	 Inappropriate Utilization. Tennessee had a high rate of emergency room visits in 1993 -- 475.8 per 1,000 population, 

compared to a national average of 371 per 1,000. In 1991, Tennessee had the 12th highest infant mortality rate in the 

nation. 

• 	 Expiring Provider Tax. Tennessee relied heavily on two provider taxes to fund its Medicaid program: a hospital tax 

that raised roughly $320 million annually (generating about $1 billion in Federal matching funds) and a nursing 

horne tax that raised roughly $35 million annually (generating over $100 million in Federal funds). The politically 

unpopular hospital tax was set to expire in early 1994 and was suspected by HCFA to be in violation of certain 

requirements of the 1991 Federal law limiting State use of provider taxes and donations. The hospital tax was 

includ'ed in a list issued by HCFA in December, 1994, of23 States with tax programs that do not meet cel:tain 

req~irements of the law as implemented by regulations published in August, 1993. These States may apply for 

waivers of the statutory requirements. The nursing home tax was included in a list of nine States that have collected 

. taxes that appear to HCFA to be impermissible. Waivers are not available for these nine States.' 
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II. 	 The TennCare Program DRAFT 
". 	 Basic Strllcture. TennCare is a Statewide program that provides a standard package of basic health care benefits via 

managed care and in a managed competition environmentto Medicaid beneficiaries, uninsured State residents, and . 	 ­

those whose medical conditions render them uninsurable. 

• 	 Premiums and Cost-Sharing. Participants with incomes exceeding the Federal poverty limit pay some portion of their 

premiums on a graduate.d fee schedule. Deductibles and copayments are also required ott non-preventive services 

for all participants except mandatory Medicaid eligibles. Most if not all,premium revenue collected by the State 

counts towards the State share 9f Medicaid expenditures. The State had early difficulties collecting premiums. 

• 	 Managed Care/Managed Competition. Enrollees are served in one of 12 capitated managed care organizatibns(MCOs) 

that are either HMOs or PPOs. The State has developed an age-adjusted community capitation rate to pay plans 

(currently averaging about $1,300 per year). The State originally planned to move to a competitive rate-setting 

mechanism, with rates equal to the lowest cost MCO.in each community, but iUs unclear at this point when they will 

1110Ve fonvard with that approach. 

• 	 Enrollment. Enrollment is capped at 1.5 million. Within six weeks after being awarded the waiver, Tennesseebegan 

enrolling both Medicaid and new eligibles into TennCare. To date about 1.2 million people have enrolled, including 

roughly 440,000 previously uninsured. A survey by the University of Tennessee in 1994 found that 94.1 % of 

Tennessee residents had insurance coverage, an increase of 4% over a one-year period. Due to funding constraints, 

the State closed enrollment in the program for the uninsured in January, 1995. 

4/7/95 (4:14pm) 	 DRAFT 
'II 




DkAr-l 

Budget Neutrality. The TennCare budget neutrality agreement incorporates all State Medicaid expenditures under an 

aggregate expenditure cap that grows at roughly8.5% per year between SFY 1993 and SFY 1998, based on projected 

baseline growth of 17% from SFY 1993to SFY 1994 (the base year) and about 6.6% annually thereafter. Total 

Medicnid expenditures in Tennessee had grown at roughly 21% annually over the 1988-1993 period. 
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III. 	 Can TennCare be Replicated in Other States? DRAF~f 

Financing. The concept of allowing other States to mandate managed care for their acute care popUlations and use the 

sZlvings·to cover more uninsured people is attractive, but because of the variation among State Medicaid programs, there 

are real questions about whether other States could accomplish this, whether it would be done in a budget neutral manner, 
, 

and whether it would preserve a sustainable Federal/State financing relationship: 

• 	 A unique definition of budget neutrality was'used in Tennessee. In establishing a budget-neutral cap for TennCare, the 

Administration assumed that Tennessee's Medicaid program would remain uncha;ged without the waiver both in 

terms of programmatic components and expenditures. In other words, the Administration assumed that neither the 

State nor theFederal government would reduce the Medicaid program and that both the State and Federal 

government would continue funding at pre-waiver levels, which had supported a 21 % annual growth rate over the 5 

years preceding the waiver. This assumption means that the Sfate's disproportionate share hospital program, which .. ­

, had been spending about $430 million pei year financed largely through the provider taxes mentioned above, was 


assumed to continue, and thus .was made part of the State's "baseline." In other waivers, the Administration has 


made some judgment as to likely programmatic and funding ch,~mges absent the waiver. Withoutsuch judgments -­


or if the judgments prove to be incorrect --.§1115 waivers may turn out not to be budget neutral. 


• 	 Expanded definition of State matchable expenditures. Under their waiver, Tennessee was able to reclassify significant 

amounts of local public health expenditures as Medicaid expenditures eligible to generate Federal matching 

, paynlents [~ee Tab 2, Part V for an explanation of this waiver financing mechanism]. Since the TennCare waiver was 


approved, several other States have asked for similar treatment of State health expenditures. Louisiana, for example, 
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has reques~ed Federal matching payments for a wide range of State and local health expenditures that do not 

.currently qualify as Medicaid expenditures. If applied inother States, the TennCare precedent'could lead to a 

significant increase in the percentage of total public health expenditures born by the Federal government. 

• 	 Financial instability. Though TennCarewas designed in large part to help preserve Federal funding for Tennessee'~ 

Medicaid pr?gram and to expand coverage, the State's ability to continue its share of the funding at this level remains 

uncertain -- potentially imperiling the long-run success of the demonstration (see "Provider Concerns" below). 

TennCare is currently running a deficit of $99 million.' According to the State, this may be because of a higher than 
. 	 . 

expected level of enrollment ($62 million) and in because of lower than expected premiums collections from the 

working poor ($37 m'illion). It may also be that new financing sources made available under the waiver did not fully 

offset the lost revenue from the expiring provider tax. The State's financial report for TennCare's first year of 

operation is due this summer. This report should provide additional information on actual TennCare funding and 

expenditures. 

Implementation. a rush to meet the self-imposed short implementation schedule, TennCare appears to have 

encountered some significant implementation problems during its start-up phase: 

. 	 . 

• 	 The enrollment process in Tennessee seems to have been significantly compromi?ed by the short implementation 

period. In Tennessee's rush to enroli people, they asked people to choose an MCO even before the MCOs had been 

officia lly licensed. As a result, some people chose MCOs that in the end decided not to participate. 
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At least in the Initial implementation stages, the sufficiency of the provider networks was seriously in question. Only 

one of the MCOs -- Blue Cross/Blue Shield -- had a relatively comprehensive provider network at the time during 

, the initial enrollment period. Most physicians had no idea of what MCO they would join at the time When enrollees 

were being asked to choose an MCO. Some provider networks that the MCO claimed were in place turned out to be 

illusory. When patients obtained a list of participating providers, they frequently found out that the providers were 

no longer participating or were not available to provide treatment. Some patients had difficulty in accessing care 

became their MCOs contain significant service gaps. During the initial implementation period, only the largest 

MCOs had developed provider panels with a complete spectrum of specialty services. 

• 	 Requiring l0:-V income populations to enroll into managed care in a short time frame placed significant pressure on 

health plans to enroll members quickly and in lirge numbers. New plans especially needed to enroll large numbers 

of people to offset expensive start up costs. Several MCOs practiced .questionable and even illegal marketing 

practices in order to gain a larger market share. In their April, 1994 report on TennCare implementation, the 

National Association of Public Hospitals cited repeated, though undocumented reports that beneficiaries had been· 

offered hams, turkeys or cashin exchange for enrolling in an MCO . 

. • 	 Other than Blue Cross/Blue Shield coverage of State employees, Tennc::ssee had little experience with managed care 

before TennCare. Less than 5% of the State's population was enrolled in HMOs in 1992, compared to a national 

average of 16%. Roughly 4% of Medicaid recipients were enrolled in managed care in 1992, compared to a national 

average of 12%. 
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• 	 Many of theState's problems with the provider community and administrating the~p~og~~~ J,ere caused by the 

quick implementation schedule, which could have been accelerated due.to the pending expiration of the provider 

tax. Implementing the program more slowly would have allowed more time to acquire staff expertise, to develop a 

community base/of support, to create an organizational structure and administrative operation and to educatestaff, 

providers and beneficiaries.. 

Counterpoint: Tennessee's rapid implementation schedule and ambitious reformplans helped create in the State a 

momentum for change and a critical mass of support for the program -- a program that may now be too large and 

entrenched for the State legislature or providers to undo. 

Ongoing Provider Concerns. 

• 	 The Tennessee Medical Association brought suit unsuccessfully against TennCare because they believed the 

physic,ian rates were too low. Physicians have been criticai of the "cram down" rule, which requires physicians 

providing services to Blue Cross/Blue Shield-covered State employees to participate in TennCare. Althoughmany 

, physicians had dropped out of the State employees program initially, most have since returned. 

• 	 The Tennessee Pharmacists Association has complained that pharmacy rates for people, in nursing homes are too low. 

• 	 Hospitals are also beginning to feel TennCare's pinch. Tennessee originally planned to set up a pool of funds to 

m<ake supplemental payments to hospitals for medical education, continuing uncompensated care costs, and the 

unusual costs associated with high-volume Medicaid providers. Because of funding constraints, the State recently 
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ubandonedplans to make $217 million in annual payments from this pool to hospitals for indigent care and graduate 

medical education. Since TennCare began, several major hospitals in the State have experienced financialproblems, 

including the State's larg'est Medicaid hospital in Memphis, which has eliminated 100 beds, laid off 218 employees 

(and may soon layoff another 190), and eliminated cardiology-and cancer services. 
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Illustrative Medicaid Capped Growth Scenarios Being Considered by Congress 

Benefits Only--FY 1996 President's Budget Baseline Estimates 

(fiscal years, billions $) 

5 Years 
. (1996-2000)' 

7 Years 
(1996-2002) 

10 Years 
(1996-2005) 

Medicaid Benefits Under Baseline 554.3 855.5 1,419.2 

Benefit Growth 9.3% 9.3% 9.2%. 

fJ; ~.~ 1\F'l~ 
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DRAFT 
Illustrative Medicaid Savings Proposals BeingC;::onsidered by Congress 

1996 - 00 

Savings 
($ in billions) 

1996 - 02 1996 - 05 

DSH 
Reduce DSHpayments by one-third 11 (42.5) (63.8) (101.0) 

Replace DSH with a Vulnerable Population 'Adjustment 11 (43.0) (65.0) (103.8) 

Welfare Reform Effects 
Restrict Medicaid Benefits for Legal Aliens 21 (13.9) n/a nla 

Deny SSl/Medicaid to Drug Addicts & Alcoholics 21 (1.0) nla n/a 

Deny SSl/Medicaid to Certain Children 

Reimbursement 
Repeal the Boren Amendment 

21 
-

(0.6) 

n/a 

n/a 

n/a 

n/a 

n/a 

Eliminate-' 00% Cost Reimbursement for FQHCs n/a nla nla 

Eligibility 
Tighten Asset Transfer and Estate Recovery Rules nla n/a n/a 

Managed Care 
Mandatory Managed Care for AFDC Adults and Children 
and Non-Cash Children (assumes a 5% one-time 
reduction in costs) 1/ 0.9 (0.6) (3.7) 

Mandatory Managed Care for AFDC Adults and Children 
and Non-Cash Children (assumes a1 0% o.ne-time 
reduction in costs) 11 (1.2) (4.5) (10-,-8) 

11 Staff Estimate' using FY 1996 president's Budget Baseline 
21 Preliminary OACT Estimate 

[
;<'~\ 

j. 
~~' "rnla Savings estimates are not available 
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Medicaid Reform Options Being Considered by Congress 

Growth in the Medicaid program could be controlled and the program could be restructured in a number of ways, 

I, Comprehensive Medicaid Reform 

One way to control growth in the Medicaid program would be to institute a major structural reform of the program, eliminating the 
matching rate system, but leaving in place the individual entitlement. Federal savings would be guaranteed by controlling the 
program's rate ofgrowth and converting the disproportionate share hospital (DSH) program into a smaller vulnerable popUlation 
adjustment pool that would grow by the rate of growth in the nominal GDP, 

States would be given a fixed per capita amount to provide a standard Medicaid benefit package, The initial amount would be based 
on an estimate of per capita Medicaid costs for the services in the standard benefit package, This estimate would assume some initial 
savings from gains in program efficiency, The per capita amount would increase by the rate ofgrowth in the nominal GDP pefcapita, • 
States would be at risk for additional increases in costs per capita, but not for increases in enrollment. 

This option contains three major elements: 

The current array of Medicaid services would be reconfigured into one standard Medicaid benefit package across all states, 
States would continue to have .the option of providing additional benefits at their own expense, 

Recipients 'could be required to pay nominal cost-sharing for most services. 

States 'would be given the flexibility to continue determining eligibility within new Federal guidelines, move Medicaid 
recipients from a fee-for-service delivery system into managed care systems, and more efficiently administer the program, 

Under this ~ption, you could choose not to limit the growth of benefits in order to allow states to expand coverage, Alternatively, you 
could limit growth to some level below current baseline levels (groWth in nominal GDP per capita plus adjusted recipient growth 
(about 7 7%)). The table following the pros and cons (Illustrative Savings Option 1) illustrates the savings generated from limiting 
benefit growth and alternatively, streamlining eligibility without a limit on benefit growth, The table also shows savings generated 
from converting the DSH program into a Vulnerable Population Adjustment pool. 

April 7,1995 (522p!l1) 

DRAFT
.3D 



DR' ~\. F,-T"" ".,fl.',,~, 
PI'OS: 

Because a per.capita block grant retains the individual entitlement, Medicaid could still serve as an economic stabilizer during 
times of recession. A per capita block grant limits Federal liability by holding the states at risk for increased costs per 
recipient and provides state flexibility. 

Defining a standard benefit package reduces the variation in the generosity of benefits among states. The standard benefit 
package would more closely resemble the benefits offered under private insurance indemnity plans, such as the Blue Cross & 
Blue Shield standard benefit package. 0 

Requiring nominal cost-sharing payments from recipients would also more closely resemble private insurance plans. Cost-
o sharing would promote more responsible utilization of services, which could lower per capita costs. 

Federal eligibility guidelines could be reworked to be based solely on income as a percent of the Federal poverty level. This 
would rationalize access to Medic~id services by offering more equitable and uniform eligibility standards. Alternatively, 
states could be given broader leeway to determine eligibility under tighter overall rules, which may include tightening 
eligibility requirements for the non-cash aged population or the'SSI population: Changes in eligibility for these populations 
could be made by tightening SSI eligibility for drug addicts, alcoholics, immigrants, and certain children; and/or by tightening 
spenddown and asset transfer rules. 

The block grant would allow states greater flexibility to administer their programs by allowing them to place recipients into 
managed care arrangements without having to seek a waiver. 

Cons: 

if eligibility is determined solely based on income, e.g., 100 percent of Federal poverty level, some individuals who are 
currently ineligible for Medicaid (single males) co,,!ld become eligible, while others currently eligible (pregnant women and 
children with incomes at 133 percent of the Federal poverty level) would become ineligible. 0 

States are at risk if Medicaid costs grow faster than the allowed rate of growth in the per capita amount. 

Liniiting Federal Medicaid funding to payments for a standard set ofbenefits would have widely varying impacts across States 

.. 
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relative to the Federal funding for their current Medicaid programs. For example, a State with generous benefits, i.e., 
Wisconsin, could IQse a large proportion of its Federal matching payments, while a State with minimal benefits, i.e, 

.Delawar.e, could gain Federal payments underth~ block grant. 

... 

;-.;, J .....:;;. :'\ ",:-:"" l~. 

LJY~ I~r i 

April 7. 1995 (5:22pm) 

32. 



,."Illustrative Savings Option 1 

Comprehensive Reform 


(Fiscal Years, $ in billions, Federal Share Only) 


Total Total Total DRAFT1996·2000 1996 - 2002 1996 - 2005 

Capped Growth for Benefits 1/21 (44.9) (84.4) (176.9) 

Convert DSH into a VPA Pool 11 (43.0) . (65.0) (103.8) 

Ilsa~i~g~ ProposaJsTotal - - ·~----------(87.9)---(149.4)--(280:m 

11 Savings Estimated from data behind the FY 1996 President'S Budget 


21 Capped growth achieved by limiting expenditure growth 10 growth in nominal GDP per capita and adjusted recipient growth (about 7.7%). 


One Alternative to Capping Benefits 

Total Total Total 
1996·2000 1996 - 2002 1996·2005 

Streamline Eligibility without Cap , 1/21 (9.3) (19.8) , (47.5) 

Convert DSH into a VPA Pool 11 (43.0) (65.0) (103.8) 

Iisavings Proposals Total (52.3) (84.8) (151.»11 

11 Savings Estimated from data behind the FY 1996 President's Budget 

2J Savings generated from tightening certain eligibility rules for the elderly and disabled. 

Another Alternative to Capping Benefits DRAFT 
Total Total Total 

1996 - 2000, 1996,- 2002 1996 - 2005 

. 0Per Capita Block Grant without Caps 11 o o 

11 Note this assumes a current baseline growth for benefits. 
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2 llIock Grantwith State Flexibility D~t(AFl" 

Under such a block grant, the Federal government would grant the states a large degree of flexibility to administer the Medicaid 
progr.am, removing the existing Medicaid matching structure and individual entitlement status. In turn, the states would be at risk for 
any costs associated with their Medicaid programs above the level of the Federal grant. The Federal grant would reflect savings 
realized from converting the disproportionate share hospital (DSH) program into a smaller vulnerable population adjustment pool that 
grows by the rate of growth in the nominal GDP. States would determine the level of eligibility, benefits and reimbursement 
rates for their programs. 

The level of the Federal grant would be determined using a base year adjusted for tightening eligibility rules for SSI and the non-cash 
aged and adjusted for savings in per capita expenditures from anticipated program efficiencies. For example, these efficiencies could 
include limiting the amount of intergovernmental transfers or reducing variation in reimbursement for nursing homes and ICFslMR. 
The growth rate for the block grant would be based on a predetermined index that accounts for recipient growth under the tightened 
eligibility rules and nominal GDP per capita. 

The table following the pros and cons (Illustrative Savings Option 2) illustrates specific policies states may pursue to offset the loss of 
federal funds under a block grant. 

Pros; 

The Federal government, by lowering the growth rate of the new block grant, can achieve savings. 

States are provided with the greatest flexibility to determine eligibility, benefits, reimbursement levels, and delivery systems. 

Congress could achieve savillgs without proposing specific reductions in eligibility, payments, or services. 

The Federal capped and predictable. 

The ability of states to game Medicaid in the future could be reduced. 

Cons: L)i~AFT 
States' ability to manage a program with an annual cap varies considerably. 

April 7, 1995 (5:22pm) 3y 
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Depending upon the index used, Medicaid may not serve as a limited safety net for insurance coverage during a recession. 

States may be forced to shift resources from the AFDC-related population to the aged and disabled population because this 
population is growing faster and has higher per capita costs. ' . 

AccountaiJility for Federal funds could be reduced. 
~. 

Some states could reap a "profit" if no state maintenance of effort is required. 
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Illustrative Savings Option 2 "· , R't\\'II . 't: 1:;"".0'","I, ~ 

" ,,- f\. fA i 
Block Grant With State Flexibility 

(Fiscal Years, $ in billions, Federal Share Only) 

Total Total Total 
1996 - 2000 1996·2002 1996·2005 

Reimbursement Reductions 
Reduce Inpatient Hospital Payments 
Reduce Nursing Facility Payments 
Convert DSH into a VPA Pool 

Subtotal, Reimbursement 

1/2/ 
1/21 
1/ 

(9.7) 
(10.2) 
(43.0) 
(62.9) 

(14.6) 
(15.4) 
(65.0) 
(95.1 ) 

(23.2) 
(25.0) 

(103.8) 
(152.0) 

Elimination of Benefits 
Eliminate Coverage for Home Health SeNices 
Eliminate Coverage for Personal Care SeNices 
Eliminate Coverage for Dental SeNices 
Repeal EPSDT Mandate 

Subtotal, Benefits 

1/ 
11 
1/ 
3/ 

(6.8) 
( 11.9) 

(6.0) 

(24.7) 

(10.6) 
(18.2) 

(9.4) 

(38.2) 

(18.0) 
(29.6) 
(15.6) 

(63.2) 

Elimination of Eligiblity Categories 
Eliminate Coverage for Medically Needy Adults 1/ (6.3) (9.8) (16.5) 

Managed Care 
Mandatory Managed Care for 
AFDC Adults & Children, Non-Cash Children 1/ 0.9 (0.6) (3.7) 

Interactive Effects 4/ 12.5 19.7 32.9 

IISavings Proposals Total (80.5) (124.0) (202.~ 

11 Savings Estimaled from data behind the FY 1996 President's Budget 

21 Reduction in Inpatient Hospital or NF expenditures could result from utilization controls or lower rates, 

31 No priCing available 

41 Interaction assumes a 25% offset 
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3. Federally-directed Approach 

The Federal government could pursue specific policies to reduce Federal spending to meet the savings necessary in a capped growth 
scenario. 

Eligibility rules for SSI and the non-cash aged populations could be tightened to achieve savings. Current optional services (except 
prescription drugs, including ICFslMR) could be capped at the current levels and allowed to grow by the rate of growth in the nominal 
GOP, The disproportionate share hospital program could be eliminated and replaced with a smaller vulnerable population adjustment 
pool that woul,d grow by the rate of growtn in the nominal GDP, 

The table following the pros and cons (Illustrative Savings Option 3) illustrates specific policies the federal government could pursue 

to limit Medicaid spending under a capped growth scenario, 


Pros: 


The individual entitlement and match rate system for Medicaid is retained, 


Savings are achieved by specific policies to slow the rate of growth in eligibility, and the rate of growth In optional service 

expenditures, 


Accountability and Federal oversight are retained. 

Cons: 

This approach makes no fundamental changes to the Medicaid program. 

There is no limit to overall Federal liability nor are states given greater flexibility to administer the program. 

States' ability to game Medicaid in the future has not been controlled. 
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Illustrative Savings Option 3 l ...:1 ;1 \~ l 
Federally-Directed Approac;h 

(Fiscal Years, $ in billions, Federal Share Only) 

Total . Total Total 
1996 - 2000 1996 -'2002 1996 - 2005 

Reimbursement Proposals 
Repeal Boren Amendment 11 
Convert DSH into a VPA Pool 21 (43.0) (65.0) (103.8) 

Eligibility Proposals 
Limit Eligibility for Certain Aged Recipients 21 (11.4) (24.0) (56.4) 

Benefits Proposals 
Block Grant Optional Services 21 (13.8) (29.2) (67.4) 

Managed Care Proposals 
Mandatory Managed Care for 
AFDC Adults & Children, Non~Cash Children 2/ 0.9 (0.6) (3.7) 

Interactive .Effects 3/ 6.1~ 13.5 31.9 

" Iisavings Proposals Total (61.2) (105.4) (199.m 

If No pricing available 


2! Savings Esllmated from data behind the Pi 1996 President's Budget 


3f Interaction assumes a 25% offset 
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s~ Medicaid Managed Care Act of 1995 

. Senator Chafeeis circulating a draft copy of this bill. The bill amends the Social Security Act to pennit greater flexibility for States to 
enroll, Medicaid beneficiaries in managed care arrangements, to remove barriers that preven.t States from using managed care to 
provide Medicaid' services, to establish quality standards for Medicaid managed care plans, and for other purposes. 

States may require Medicaid recipient!? to enroll in managed care plans without applying for a waiver. 

However, states may not mandate enr911ment for (1) children with special health care needs (i.e., children who are 
disabled, on SS1, or in foster care); (2) qualified Medicare beneficiaries; (3) homeless;. or (4) migrant agricuitural 
workers. (§new 193 I) , 

The current federal requirements governing managed care under Medicaid are repealed. 

The bill establishes, and Medicaid managed care plans must abide by; standards for: 

nondiscrimination; quality assurance; due process for plan providers and enrollees; and treatment of children with 
special health care needs. 

The bill includes provisions to prevent fraud in Medicaid managed care plans. 

The bill also includes sanctions for noncompliance by Medicaid managed care plans. 

The bill also contains the following provisions affecting § I 115 and § 191 5 waivers. 

The bill grandfathers approved § 1115 and § 1915(b) Medicaid waivers until the expiration date of the wai ver. 

Secretary must, prior to extending any§ 1115 or § 1915 waiver, conduct an evaluation of existing and pending waivers and 
submit a report to Congress recommending whether States requesting an extention of such waivers be required to comply with 
the new Medicaid managed care requirements found in this bill. 

The Secretary may not waive; pursuant to § 1 n 5 or § 1915, any of the provisions contained in this bill except for one specific 
provision regarding the treatment of children with special health care needs by managed care plans. 

') 
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S 634: State Medicaid Savings Incentive Act of 1995 DRAf-' 

Senator D'Amato introduced this bill on March 28, which was referred to the. Finance Committee. The bill includes the following 
provisions: . 

At the beginning of each fiscal year, the Secretary of Health and Human Services would be required to set a Medicaid baseline 
for each state based on historical growth in the state and other factors she deems appropriate. . 

.If a State achieves a rate of growth for afiscal year which is less than the state's baseline rate, the Secretary would be required 
to make an incentiv'e payment to the state. . 

The incentive payment would be equal to the amount that is 20 percent of the difference between the amount the federal 
government would have paid to a state in that fiscal year, ifstate MedicaId expenditures had increased by the expected state 
baseline growth rate and what the state actually spent in that fiscal year. 

Comments: This system would cause complex and highly political negotiations between HeFA and the states about the choice ofa 
base year, which years should be included in growth rates, and which "other factors" should be included. 

States with historically high growth rates from donations and taxes and DSH payment schemes could benefit from having a baseline 
set based on historical growth. Through incentive payments, states could recoup some of the federal funds that they would have 
otherwise lost as a result of the 1991 and 1993 laws. HHS would be required to refund part of the difference between states' il1 flated 
baselines and actual state expenditures that were in compliance with the DSH laws. This would undoubtedly result in increased 
federal expenditures. 

A Historic Note: OBRA 81 established caps for federal Medicaid spending and incentives for states. Total federal reimbursement 
received by each state in FY 1982, 1983, and 1984 was reduced by 3 percent, 4 percent, and 4.5 percent respectively. A state's 
reduction could be lessened one percentage point for each of the following conditions: operating a qualified hospital review program; 
an unemployment rate exceeding 150 percent of the national average; or fraud and abuse recoveries equal to one percent of federal 
payments to the state. 

States could also decrease their reductions by spending less than their "target" amounts. Each state's target amount for FY 1982 was 
109 percent of the state's estimate of the federal share of FY 1981 Medicaid expenditures. Tar:get amounts for the subsequent years 
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were adjusted based on changes in the MCPI-U. For each dollar under its target amount, a dollar was offset from the state's total 
reduction . 

The provisions were repealed in FY 1985. Many dispute whether the Reagan cap actually had an impact on the program, since there 
were so many ways in which states could lessen the percentage reductions set in the law. 
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THE BASICS Qr ME~ICAID 

TEBMS AND DEFINITIONS 

ADLe 	 Activities of Daily Living. General categories 
used to measure an-individual's level of 
functional impairment -- dreesing t bathing t 

toileting, eating, and mobility•. 

ALJ t B - Administrative Law Judges ~ preside over hearinge 
regardIng disputes over e11g1bil1ty . 
determinations. 

AMP 	 Average Manufacturer Price - Average unit price 
paid to a manufacturer for a covered outpatIent 
drug in the States by whOlesalers for drugs 
distributed to the retail class of trade. Basis 
for rebates. ' 

APWA 	 Ame~lcanPublic Welfare Association. 

ASSignment of Rights Requirement that States secure the right 
of recovery from any liable third party

who can or must contribute or pay for covered 
Medicaid services. Medicaid reCipients sign a 
statement authorizing the State to recover from 
third party payors. 

Best Frice 	 Lowest price at Which a manufacturer sells single 
source or innovator multiple source drugs to any
purchaser in any priCing structure. Basis for 
rebates. 

Bona fide Effort to Sell EXclUSion of any resource which an 
individual has tried unsuccessfully 

to sell. There is no time'limitation on this 
exclusion. This is an SSl procedure. 

Boren Amendment . 'Sec.tt'on 1902(a) (13) (A) of the Act, known by. 
, . the narne of its principal sponsor, which 
provides that state payment rates for hospitals 
and nursing facilities must be reasonable and 
adequate to meet the costs which must be incurred 
by efficiently and economically operated 
facilities in order to provide care and services 
in accord~nce with State and Federal laws and 
regulations and quality and safety standards. 

Buy-in 	 Refe~s to the requirement under section 1903(a)(1) 
of the Act. states rnus't "buy-in" or purchase
private or publichealthineurance for certain 

12 
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THE ~ASICS OF MEDICAID 

individuals. The "buy-in" of Medicare costs for 
the elde:ly and 	working disabled is the most 
c01lUllon example of this. (see QMB and QDWI) 

CPI 	 Consumer Price Index 

Capitation 	 Payment of a rate per rsclpient pgr month or for 
any designated period 

ce.t~ ;,:anagament When a specific person or agency i6 . 
responsible for locating, coordinating, and 

monitoring all primary care and other medical 
se~vicee on behel! of a recipient. 

Cor.oparabl1ity 	 The requirement that, with certain exceptions, 
services available to the categorically needy must 
be no less in a~ount, duration, and scope than 
those ava~lable to the medically needy~ Also, 
services to individuals must be equal in amount~ 
duration and sce~e for those within the 
ce~egorically needy group and for those within a 
co~a=ed medically needy group. 

Cost Avoidance Third Party Liability requirement that States 
must requite providers to obtain payment from 

other l1e.t·le partiesbe!ore the Medicaid program 
will reimburse for covered services. 

DO Developmentally Disabled - defined in the 
Devzlopmental Di3abil1ties Act of 1984 

. (p,i. 98-527) 

DUE 	 Durable medical ~quipment, such as wheelchairs, 
o~yqen tanks l and apnea monitors. 

DRG 	 Diasnoeia Related Grouping - rate-setting sY5tem 
fo!' l1edicare. Some States reimbur68 .inpatient 
hos:v.:.tal eXpen56:l under their own DRG System. 

Deaming 	 Considering income or resources which are 
available to an individual not receiving 
essistence as available to an individual receiving 
assistance. In Medicaid, income and resources are 
only deemed fro~ parent to child or trom spouse to. 
spouse. (Be awa~e that AFDC deeming rules are 
diff~rent from those of Medicaid and that there 
has been a great deal of litigation on that . 
issue.) 	 . 
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THE BASICS QfMEDICAID 

'DSH 	 Disproportionate Share Hospit~l. A hospital which 
serves e higher than average proportion of 
medically indigent patients. States pay the8e 
hospitals at a rate which compen.ates them for 
their care to non-paying patiente. 

Dual Eligibles 	 Individuals eligible for both Medicare and 

Medicaid. 


DU~ 	 Drug usa review. Program required of all States 

by OBRA 90. Retrospective and prospective review 

ofprescrlptions is made to assure they are 

eppropriate, medically necessary and that they 

will not rGsult in adverse medical outcomes. 


EPSDT 	 Early and Periodic Screening,Diagnostic and 
Treatm~.mt services - screening/diognostic services 
to dater.~ine ph~6ical or mental problems in 
recipients under 211 includes treatment to correct 
or ameliorate any defects and chronic conditions. 

ESRD 	 End stage Renel Disease 

Entitlement 	 Program or benefit available as a matter of right 

to all who meet the specifIed eligibility 

criteria. 


Essential Spouse 	 The eP9use of an aged, 'blind or ~isabled 
recipient o!cash benefits who lives with the 

individual, whoee needs were included in 
determining the 	amount ot cash payment, and who is 
determined ess.:mtial to th,9 individual' 8 well 
being. 

FFP 	 Federal Financial Participation - The amount ot 
money paid to a State by the Federal government 
for MQdicaid services provided to a recipient and 
for administration of the MedIcaid program in the 
State. Fer services, FMAP Is the rate used to 
calcu,late FFP. Administration and Medicdd 
Management InformatIon System coats are matched at , 
ether uniform rates. 

FY.AP 	 Federal Medical Assistance percentage'- the 
percentage of th! tot~l cost of medical care 
provided through the Medicaid program that is paid 
for by the Federal gover~~ent. FMAP is based on 
the relationship between a State's per capIta 
personal income and that ~f the nation as a whole 
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for three previous years. FMAP's vary from 50 to 
about SO percent. (See Appendix C tor a complete 
listing. ) 

IY-D ltgraements 	 As part ot its TPL program a State mus·t have 
~ written ~greement with a local child 
support enforcement agency for recovery of 
fund~ tor the Medicaid program from an absent 
parent and/or his/her insurance benefits. 

Freedom of Choice A principl~ of Medicaid which allows a 
reCipient freedom to choose providers. Can 

be waived (see ~AIYERS). 

Grandfa~hered Groups Certain groups which Congress exempts py 
law from new requirements, e.g., 

etricter sligibility requirements. 

HHA 	 Eome health agency - an ent~ty that provides 
me~ical. services.to patients in thei~ homes. 

HIO 	 Hearth Insuring Organization - an entity that pays 
tor medical services provided to recipient~ in 
exchange fer a premium or subscription charge paid 
by the State and assumes an underwriting risk. 

HMO 	 Health Maintenan=e Organlzati6n - a prepaid health 
pla~ that renders a comprehensive range of health 
care services to enrollees in return for 
predetermined premium payments or a capItation 
rate. 

Hospice 	 Term used to refar to a facility that cares for 
terminally ill p~tient8, or to the care itself. 

ICF 	 Int~~9diate Care Facility - See NF. Prior to 
OBRA 87 an IeF was an in~titution furnishing 
health-related care and services to individuals 
who dId not require the degree of" care provided by 
hospitals or skilled ,nurSing tacilitie8 (SNFs). 

ICF/MR 	 Intermediate Care Facility for the Mentally 
Retarded' - an In~titution which provides 
app:bpriate supervision and active treatment to 
Mentally Retarded and Developmentally Disabled 
residents, In addition to providing neceseary
health and medic~lcare. 
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THE BASICS OF ~EDICArD 

IEVS 'Income EligibilltyVerification System - a 
computerized system using Internal Revenue Service 
(IRS) data to verify an individual's income and 
res'ources reported on the Medicaid application. 
States must have an agreement with '.IRS to uee 
their data and to protect the confidentiality of 
the data. . 

10M 	 In8tit~te of Medicine ~ chartered in 1970 by the 
National Academy of Sciences to enlist 
distinguished members of'appropriate professions . 
in the examination of policy matters pert.aininq to 
the health of the public. 

IMDs 	 Institution for Mental Diseases. A hospital, 
nursing facility, or other institution of more 
than 16 beds, that i~ primarily engaged in' 
providing diagnosis, treatment or care of person5
with mental disoases, including medical attention, 
nursing care, and related services. 

, 
Income'Dlsregard Income which is not counted towards an 

individual's total income when determining
Medicaid eligibility. ' 

, . 
MEQC 	 Medicaid Eligibility Quality Control - ~eeQC 

MM1S. 	 MedIcaid Management Information SY5tem - the 
federally mandated computer system used by State 
Medicaid Agenciee for claims processinq and 
information retrieval •. 

Medigap 	 Private insurance policies designed to cover costs 
not reimbur2ed by Medi~are. 

NF 	 Nursing Facility - An institution providing
skilled nursing care, rehabilitation services, and 
health-related care to tndividuals who because of 
their. mental or physical condition require care 
and services which can be made available to them 
only through institutional facilities. 

1902(e) (3)Disabled ChIldren The Tax Equity and Fiscal 
~espon8lbility Act of 

1982 established an optional program wherebyStates 
may provide home care to disabled individuals 18 
years of age or younger through regular State plan
services if the estimated cost of caring for the 
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child in the home is not greater.than the 
estimated cost 	of caring for the child in the 
appropriate institutional setting (e.g., hospital, 
skilled nursing facilIty, intermediate care 
facility). Inccma deeming rules for 
institutionalIzed individuals are used. 

PASARR 	 Preadmission Screening and Annual Resident Review 
- OBRA 87 =aquirement for nureing facI1itiuB to 
dQtermine &ppropriate placement and treatment for 
r::entally ill. 

PHP 	 Pre;;-::id Health Plan - similar to an HMO except 
that it provides less than ,a comprehensive range
of services. 

, , ' 

FNA 	 Personal N~ed~ Allowance - The amount of an 
institutionalized person's own money he is allowed 
to ke-ap in a mon';h to pay for personal
in:l:::lentals. The minimum established PHA is $30 
par individual, $60 per couple, although some 
States permit la=qer allowances. 

Pass-t~rough groups Individuals who do not receive AFDC or 
SSI caoh benefits but are eligible tor 

Medicaid because they lost their eligibility due 
to changes in law in 1972 and 1977 which raised 
the:= income over the limit allo~ed under the cash 
pro~=am. 

Pay-ana-Chase The practice whereby a State reimburses a 
provider for the cost of covered services 

randeredand the~ recovers funds from liable third 
parties. 

"Pickle" people A speCific <;roup of people who have retained 
their Medlc£id eligibility despite the fact 

that they have lest other benefits due to cost of 
living adjustments (named for· Congres8man Jake 
Pickle, sponsor of the enablIng legislation). 

post-Eligibility For individuals in institutions, all income 
l~.considered available to. pay for cost of 

ca=~f except for amounte protected for the use of 
the ';';-.dividual or his family (such as the PNA or 
various reparation payments). Post-eligibility is 
the process by which these p~otected amounts and 
their valUe; are d:termin.ed. . 

17 
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QA 	 Quaiity Assurance - Process by which a State 
monitors or audite care rendered to Medicaid 
recipients to aSBure that all applicable Federal 
andlor State st~ndards are met. 

OC (MEQC) 	 Quality Control (Medicaid Eligibility Quality 
. 	Co~trol) - a system designed to reduce erroneous 

expanditureB by monitoring eligib1ity
dete=minations, third-party liability activities, 
ac~ claims processIng. . 

QOWI 	 Qualified Disabled and Working Individuals. Title 
II disability benefiCiaries who have 106t benefits 
due to earnings in excess of 8GA ($500/mo.) but 
wi th inco:.~; less than 200 percent of the federal 
poverty level and resources less than twice the 
aSl level, and who are not otherwise Medicaid 
e1101b1e. States are required to "buy-in"l pay
KedIcare Part A ~remium8~ deductibles and 
coinsurance for ~uch individuals. 

QMS Qualified Madlcare .Beneficiaries. Medicare Part A 
. eligible i;;,divid"Jals with income at or below a 
specified percen~age of the federal poverty level. 
(95\ in 1991)~ and who d6 not have rQSources 
exceeding twice the S8l level ($4,OOO per 
individual and $5,000 per couple in 1991). State 
Medicaid agencies are requIred to pay the cost of 
Part A and B preniums, deductible~ and cOinsurarice 
for such individuals. 

Qualifying Trust (Medicaid Qualifying Trust) Trust or 
. similar legaldavice established by an individual 

(or Epouse or parent) under which: a) the 
individual is th~ beneficIary of all or part of 
tt.e payments fror,: the trust, and b) the amount of 
such distributior. is d$termined by one or more 
truutees who are permitted to exercise any 
discretion with respect to the amount to be 
dietributed. The establishment of the trust and 
its structure of payments to the beneficiary allow 
the baneficiary to meet Medicaid income 
eligibility standards without having to spend down 
to income and resource guidelines. The maximum 
payments that could be made by the trust to the 
beneficiary ar~ counted as available resources 
whether or-r.ot th~ payments are actually made. 

18 
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SAVE . 	 Sys~amatic Alien Verification for·Entitlementa: 
The Immigration Reform and Control Act of 1986 
(P.L. 99-603) requires that States use SAVE, an 
INS Bystem,to verify the immigration status of 
aliens applying for public/medical assistance. 
Section 1137(d) (3) of the BBA, includes SAVE ·as 
part of the IEVS requirements. 

SMDA 	 StE:c.e Medicaid Directors I A196ociation - A 
professional, nonprofit organi~atlon of 
representatives of State agencies, D.C. and the 
terrltori~Y; ~i~ce 1979 affiliated with the APWA. 
Purpose i~ as fecal point for communication 
between the States and federal government. 

SNG 	 Ste:e Medicaid Group - A joint body composed of 
the executive Cc~ittee of thQ SMDA and senior 
officiah of ths HCrA. 

SNF 	 Skilled Nu::"sing Fac111ty- an institution which 
has in effect a tr~n8fer agreement with one or 
more participating hospitals, and which is . 
primarily engaged in providing to inpatients 
skil2ed nursing cars.and restorative ca~e 
services, end me3ts specific regulatory Medicare 
certification requirements. 

163.4 i\greement Agre9:t1ent under which a State contracts with 
the Social Security Adm1nistration to conduct 

all SSI-relatedHedlcald eligibility 
determinations. Other States do their own 
eli<;;!'bH ty deterl'linatlons using 55l criteria. 

1619 	 See Work Supplementation 

Spen~~cwn. 	 Individuals in 209(b) States or tho~e eligible 
under the Medically Needy program often have to 
make payments on medical bills unt1l their 1ncome 
minus expenses incurred for medical care falls to 
or ~Jlow the State-prescribed income level. The 
amount they must spend down each period is 
determ1ned at thE> time eligibility is determ1ned. 

State supp 	 State Supplemental Payments - When SSI was enacted 
.1n 1972, 1n some States the new SSI cash payment 
amount was srn~116r than the payments made to 
inj1viduals under the previous ca6hprogram. 
Stat~s were required to make up the difference 
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with a mandatory State Bupplement. states may
also pay optionul State supplements. 

stctewideness 	 A requirement that covered services and 
administrntion be equitable throughout the State. 
This requirement can be waived (see WAIVERS). 

TAG's Technical AdviSOry Groupe which serve as 
. subcommittees to the six standing committees of . 
the SMDA. 

TEr?~ Kids 	 seG 1902(e)(3) 

TPL Third Party Liability - Medicaid is the payor of 
last resort for ~edical expenses. If a third 
party such as an insurance company Is liable for 
so;:-,'? or all medical bills, the State ,must 
detE;rmine the li!bllity an~ may either pay the 
amount remaining or pay the full amount and seek 

. reimbursement fr'Jm the third party. Order of 
l1abllityt 1) reCipient, 2) insurance company,
3) Medicare, and 4) Medicaid. 

~09{b)1 . 	 Section 209(b) oi the 197250cial Security
Amendments or 1902(f) 	 codifiod as section 1902(f} of the Act. 

Refereto the statutory 8uthority 
allowing States to have more restrictive 
financ':.al methodologies for the 8g9<1, 
blind l or dleabled than those of the SSI 

. prograrr.. 

1'10rk Supplementation 	 ~rogralt under section 1619 of the Act in 
which blind or disabled individuals 

who would normally be limited to earning a certain 
8mount of income.!n order to retain blindness or . 
d1sa~llity statUE are allowed to continue workinq.
Income is subject to the SSI income disregards; if 
income is more th~n the S5! standards, they may
still receive Medicaid as long as they earnles6 
than the amount they would lose it they lost SSI 
and l1~dicald. 

http:financ':.al


Di<Af-(S 634: Stale Medicaid Savings Incentive Act of 1995, 

Senator D'Amato introduced this bill on March 28, which was referred to the Finance Committee. The bill includes the following 
provisions: 

At the beginning of each fiscal year, the Secretary of Health and Human Services would be required to set a Medicaid baseline 
for each state based on hist,oricill growth inthe state and other factors she deems appropriate. 

~ 

Ifa S tate achieves a rate of growth for a fiscal year which' is less than the state's baseline rate, the Secretary would be required 
to make an incentive payment to the state. ' 

The incentive payment would be equal to the amount that is 20 percent ofthe.difTerence between the amount the federal 
government would have paid to a state in that fiscal year, if state Medicaid expenditures had increased by the expected state 
baseline growth rate and what the state actually spent in that fiscal year. 

Comments: This system would cause complex and highly political negotiations between HCFA andthe states about the choice of a 
base year, which years should bs: included in growth rates, and which "other factors" should be included. . , 

States with historically high growth rates from donations and taxes and DSH payment schemes could benefit from having a baseline 
set based on historical growth. Through incentive payments, states could recoup some of the federal f\1nds that they would have 
otherwise lost as a result of the 1991 and 1993 laws. HHS would be required to refund part of the difference between states' inflated 
baselines and actual state expenditures that were in compliance with the DSH laws. This would undoubtedly result in increased 
federal expenditures. 

A Historic Note: OBRA 81 established caps for federal Medicaid spending and incentives for states. Total federal reimbursement 
received by each state in 'FY 1982, 1983, and 1984 was reduced by 3 percent, 4 percent, and 4.5 percent respectively. A state,'s 
reduction could be lessened one percentage point for each of the following conditions: operating a qualified hospital revi.ew program; 
an unemployment rate exceeding 150 percent of the national average; or fraud and abuse recoveries equal to one percent of federal 
payments to the state. . 

States could also decrease their reductions by spending less than their "target" amounts. Each state's target amount for FY 1982 was 
109 percent of the state's estimate of the federal share ofFY 1981 Medicaid expenditures. Target amounts for t~e subsequent years 

~ tf"1l!>·· "' .•. -:" yu 
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were adjusted based on changes in the MCP}-U For each dollar under its target amount, a dollar was offset from the state's total 
reductio'fl, 

The provisions were repealed in FY 1985, Many dispute whether the Reagan cap actually had an impact on the program, since there 
were so many ways in which states could lessen the percentage reductions set in the law, 
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TERMS AND DEFINITIONS 

ADLs 	 Act1vities of Daily Living. General categoriee 
used to measure an individual's level of 
functional impairment -- dressing, .bathing, 
toi1eting, eating, and mobility. 

ALJta 	 Administrative Law Judges - preside over hearings 
regarding disputes over eligibility
determinations. . 

AMP 	 Average Manufacturer Price- Average unit price 
pai~ to a manufacturer for a covered outp~tient 
drug in the States by wholesalers for drugs 
distributed to the retail class of trade. Basis 
for rebates. 

APWA 	 American Public Welfare Association. 

Assignment of Rights Requirement that States secure the right.
of recovery from any liable third party

who can or must contribute or pay for covered 
Medicaid services. Medicaid reCipients 8ign a 
statement authorizing the State to recover from 
third party payors. 

Best Price 	 Lowest price at which a manufacturer sells single 
source or innovator multiple source drugs to any
purchaser in anyprlcing structure. Basis for 
rebates. 

Bona FIde Effort to Sell Exclusion of any resource which an 
individual has 	tried unsuccess~ully 

to sell. There is no time limitation on this 
exclusion. ~hiB is an S81 procedure. 

Boren Amendment Section 1902(a) (13) (A) of the Act, known by.· 
the name of its principal 8ponsor, which 

provides that State payment rates for hospitals 
and nursing facilities must be reasonable and 
adequate to meet the costs which must be incurred 
by efficiently and economically operated 
facilities in order to provide care and services 
in accord~nce with State and Federal laws and 
regulations and quality and safety standards. 

Buy-in 	 Refe~s to the requirement under section 1903(8)(1) 
of the Act. States mus·t "buy-in" or purchase
private or public health insurance for certain . 

12 
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individuals. The "buy-in" of Medicare coats for 
the elderly and working disabled 18 'the most 
common example of this. (see OMB and ODWI) 

Consumer Price Index 

Payment ot a rate per rEilciplent per month or for ' 
any designated period 

When a specific person or agency i6 
responsible for locating, coordinating, and 

mor.ltoring all primary care and other medical 
~e~icee on behclfof a recipient. 

The requirement that, with certain exceptions, 
servic9s available to the'categorically needy must 
be no less in arr.ount, duration, and scope than 
those ava!.lable to ,the medically needy ~ Also, 
services to individuals must be equal in amount, 
duration and eccoe for those withih the 
cat~gorically/needy group and for those within a 
co~~:ed medically needy group. 

Third Party Liability requirement that states 
must require providers to obtain, payment from 

other liable parties before the Medic'aid program 
will reimburse tor covered services. 

De'lslopmentally Disabled - defined in the 
Dev~lopmental D1:3abil1ties Act of 1964 
(P.L. 96-527) 

Durable medica13quip:nent, such ae wheelchairs, 
oxygen tanks, an1 apnea monitors. 

Diagnosis Related Grouping - rate-setting system
for 11e(110are .. Si::>!';\e States relmburee inpa.tient 
hOSbi':' ta1 eXpen3e:1 under their own DRG System. 

Considering income or resources which are 
available to a.n individual not receiving 
e5&ist~nce as available to an ir.dividual receiving 
assistance. In 1·ledicaid, income and resources are 
only deemed fron parent to child or from spouse to 
spouse. (Be awa~e that AFDC deeming rules are 
diff~rent from those of Medicaid and that there 
has been a great deal of litigation on that 
issue. ) 

i3 
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DSH 	 Disproportionate Share Hospital. A hospital which 
serves a higher than average proportion of 
med1cally ind1gent patients. States pay these 
hospitals at a rate which campen.ates them for 
their care to non-paying-patients~ 

Dual Eligibles 	 Individuals e11gible for both Medicare and 
Medicaid. 

DU~ Drug use review. Program required of all States 
by OB.RA 90.' Retrospective and prospective review 
of prescriptions is made to assure they are 

-~ppropriate, medically necessary and th~t they 
will not rGsult in .adverse medical outcomes. 

EPSDT 	 Early and PeriodIc Screening, Diagnostic and 
Treatment services - screening/diagnost1c services 
to deter::~ine ph:,rsical or mental problems in 
recipients under 211 includes treatment to correct 
or ameliorate any defects and chronic conditions. 

ESRD 	 En~ Stege Renel D1sea8e 

Entitlement' 	 program or benefit available as a matter of right 
to all who meet the specified eligibility 
criteria. 

Essential Spouse 	 The 8P9use of an aged, blind or disabled 
recipient of cash benefits who lives with the 

inci""idual, who.Ee needs were included in 
determining the amount ot cash payment, and who is 
determined essential to the individual's well 
being. 

FFP 	 Federal Financial Participation - The amountot 
money paid to a State by. ~he Federal government 
tor Medicaid services provided to a reci~lent and 
for admini8tration of the Medicaid program in the 
State. For services, FNAP is the rate used to 
calculate FFP. Administration and Medicaid 
Management Information system coats are matched at. 
other uniform rates. 

FMAP 	 Federal Medical Assistance Percentage - the 
percentage of th! total cost of medical care 
provided through the Medicaid program that 1s paid 
for by the Feder~l government. FMAP 1s based on 
the relationship between a State's per capIta 
personal income and that of·the nat10n as a whole 

14 
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for three previous years,'FMAP'fj vary tram 50 to 
about 80 percent. (Seg Appendix C tor a complete 
listing. ) 

IV-D Agreements 	 As part at its .TPL program a State must have 
a written agreement with a local child 
support enforcement agency for recovery of 
fund~ tor the Medicaid program trom an absent 
parent and/or his/her insurance benefits. 

Frasdom of Choice A principl~ of Medicaid which allows a 
recipient freedom to choose providers. Can 

be waived (see ~AIVERS). 

Grandfat.hered Groups Certain groups which Conqress exempts by
la·.... from new requirements, e. 9 . I 

stricter 61igibility requirements. 

HHA 	 Eona health agency - an entity that provides
ms-ci.cal, services to patients in their homes. 

HIO 	 Health Insuring Organization - an entity that pays 
tor medical servicesprovidgd to recipient8 in, 
exchange fer a premium or 8ubscription charge paid
by the State and assumes an underwriting risk. 

HMO '·Hgalth Maintenance organization - a prepaid health 
pla~ that renders a comprehensive range of health 
cara services to enrollees In return for 
predetermined premium payments or a capitation 
rate. 

Hospice 	 Term used to refer to a facility that cares fO,r 
terminally ill p3tients, or to the care itself. 

ICF 	 Ir.tn~gdiate Care Facility - See NF. Prior to 
02RA 87,an ICF \o(asan institution furnishing 
health-related care and services to indiViduals 
who did not require the degree of care provided by 
hospitals or skilled nursing facilities (SNFa). 

ICF/MR 	 Intermediate Care Facility for the Mentally 
Retarded - an in!ltitution which provides 
app=opriate supe~~18ion and active treatment to 
Mentally Retarded and Developmentally Disabled 
reSidents, in addItion to providing neceseary
health and medic~:l care. " 

15 
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IEVS 	 Income EligIbility VerificatIon System - a 
computerized system using Internal Revenue Service 
(IRS) data to verify an individual's income and 
resources reported on the Medicaid application. 
States must have an agreement with 'IRS to use 
theIr data and to protect the confidentiality of 
the data. ' . 

10M 	 Institute of Medicine - chartered in 1970 by the 
National Academy of Sciences to enlist 
distinguished members of'appropriate profeSSions 
in the examination of policy matters pertaining to 
the health of the public. ' 

IMDs 	 Institution for Mental Diseases. A hospital, 
nursing facility, or other institution of more 
than 16 beds, that is primarily engaged in 
providing diagnosis, treatment or care of persons 
with mental diseases, inclUding medical attention, 
nursing care, and related services. 

, 
Income'Dlsregard Income whIch is not counted towards an 

individual's total income when determining 
Medicaid eligibility. 

MEQC 	 'Medicaid Eligibility Quality Control - ~ee OC 

MMIS 	 Medicaid Management Information System - the 
federally mandated computer system used by State 
Medicaid Agencies for claims proceSSing and 
information retrieval. 

Medigap 	 Private insurance policies designed to cover costs 
not reimbUrsed by Medicare. ' 

NF 	 Nursing Facility - An institution providing 
skilled nursing care, r~habilitation s~rvices, and 
health-related care to individuals who beCause of 
their mental or phYSical condition require care 
and services which can be made available to them 
only through institutional facilities. 

1902(e)(3)DisabledChlldren The Tax Equity and Fiscal 
Responsibility Act of 

1982 establie~ed an optional program wherebyStates 
may provIde home care to disabled individuals l8 
years of age or younger through regular state plan 
services if the estimated cost of caring for the 

l6 
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child in the homa is not greater ,than the 
estimated cost 	of caring for the child in the 
appropriate institutional Betting (e.g., hospital, 
skilled nursing facility, intermediate care 
facility). Income deeming rules for 
institutionalized individuals are used. 

PASJl.RR 	 Preadmission Screening and Annual Resident Review 
- OBRA at =aquirement for nursing facilities to 
determine appropriate placement and treatment for 
mentally ill. ' 

PHP 	 Pre;';;,id Health Plan - 'similar to an HMO except 
that it provides less than a comprehensive range 
of services. 

PNA 	 Personal KeedB Jl.llowance - The amount of an 
institutionalized person's own money he is allowed 
to :k:e~p in ',a mon:.h to pay for personal 
in:l~lentals. The minimum established PNJI. i8 $30, 
per indiVidual, $60 per couple, although 50me 
States permit la::ger allowances. 

P~ss-through groups Individuals who do not receive AFDC or 
SSI ceoh benefite but are eligible, tor 

Medicaid bscause they lost their eligibility due 
to changes in laH in 1972 and 1977 which raised 
the:= income 6ve~ the limit allowed under the cash 
pro~::am. 

Pay-and-chase The practic~ whereby a State reimburses,a 
\ provider for the cost of covered services 

rendered and the~ recovers funds from liable third 
parties. 

, "Pickle" people A speCific ~'roup of people who have retained 
their Mediceid eligibility despite the fact 

that they have lest other benefits due to cost of 
living adju6tments (na."!Ied for Congressman Jake 
Pickle, sponsor of the enablIng legislation). 

post-Eligibility. For individuals in institutIons, all income 
is considered available to pay for cost of 

ca=~, except for amounts protected for the use of 
the ;.:-.dIvidualor his family (such as the PNA or 
various reparation payments). Post-eligibility is 
the process by which these protected amounts and 
their valUe are d.=t.ermined. 
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QA 

QC (MEQC) 

QDWI 

OMB 

Qualifying 

Quality Assurance - Process by which a State 
monitors or audits care rendered to Medicaid 
recipients to assure that all applicable Federal 
and/or State st~ndards are met. 

Quality Control (Medicaid Eligibility Quality 
Control~ - a sy£tem designed to reduce erroneous 
expanditurez by monitoring eligiblity 
determinations, third-party liability activit,ies, 
aa:.c claims processing. 

Qualified Di~abled and Working Individuals. Title 
II disability beneficiaries who have lost benefits 
due to earnings in excess of SGA (~500/mo.) but 
with inco~2 lesB than 200 percent of the federal 
poverty level and resources less than twice the 
SS! level, and who are not otherwise Medicaid 
eli::!ible. States are required to "buy-in'" pay 
Xedicare P~rt A premiums, deductibles and 
coinsurance for auch individuals. 

Qualified Madicare Beneficiaries. Medicare Part A 
eligible i:-,divid'.lals "With .income at or below a 
specified percentage of the federal poverty level 
(95\ in 1991), and "Who do not have rQsources 
exceeding twice the SSI level ($4,000 per 
individual and $5,000 per couple in 1991). State 
Medicaid agencies are required to pay the cost of 
Part A and B prerliums, deductiblel'J and coinsurance 
for such individuals. 

Trust (Medicaid'Qualifying Trust) Trust or 
elmila~ legal device ,established by an individual 
(or :.lpouse or parent) under which: a) the 
individual is th~ beneficiary of all or part of 
tt.e payments fror.: the trust, and b) the amount of 
such distributior. is dstermined by one or more 
trustees who are permitted to ,6xercise any 
discretion with respect to the amount to be 
di~tributed. The establishment of the trust and 
its structure of ,payments to the beneficiary allow 
the bsneficiary to meet Medicaid income 
el1gibili ty standards without havfng to spend down 
to income and resource guidelines. The maximum 
payments that could be mad~ by the trust to the 
beneficiary are counted as available resources 
whether or-root th~ payments are actually made. 

18 
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SAVE' 

SlmA 

1634 ],greement 

1619 

State 2upp 

sys~ematicAlien Verification for·Entitlementa: 

The Immigration Reform and Control Act of 1966 

(P.L. 99-603) requires that States use SAVE, an 

INS eystem, to verify the immigration status of 

aliens applying for public/medical aS8istance. 

Section 1137(d}(3} of the aSA, includes SAVE a9 

part of the IEVS requirements. 


state Medicaid Directors' Ae&ociation - A 
professional, nonprofit organization of 
representatlves.of State,agencies, D.C. and the 
tarritori~g; l5ir:ce 1979 affiliated with the APWA. 
Purpose iz as fecal point for communication 
between the. States and Federal government. 

Ste.~9 Medicaid Group - A joint body composed of 

the Executive Cc;:unitteeof thQ SMDA and senior 

officials of the; HCFA. 


Skilled Nu=sing Facility - an institution whIch 

has in effect a tr;;i.nsfer agreement with one or 

more participating hospitals, and which ,is 

primarily engaged in providing to inpatients 

ski~lad nursing care and restorative care 

services, and meats specific regulatory Medicare 


. certification requirements. 

Agree~ent under-which a State contr~cts with 
the Social Security Administration to conduct 

all SSI-related Hedicaideligibility 
'd2~erminations. Other states do their own 
eligibiity deter.linations using S5I criteria. 

See Work Supplem(mtatlon 

Individuals in 209(b) states or those eli~ible' 
.under the Medically Needy program often have to 
make payments on medical bille until their income 
minus expenses ir.curred for medical care falls to 
or ~Jlo~ the Btate-prescribed income level. The 
amount they must spend down each period is 
determined at ths time eligibility is determined. 

State 5upp!0mental Payments - When 5SI was enacted 
in 1972, in some States the new aSI cash payment 
amount was s~~ller than the payments made to 
individuals under the previous ca5h program. 
Stat£s were required to make up the difference 
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with a mandatory State Bupplement. States may
also pay optionnl State supplements. 

Ste.tewideness 	 A requirement that covered services and. 
administr~tion be equitable throughout the State. 
This requirement can be waived (see WAIVERS). 

TAG'!3 	 Technical Advisory Groups which serve as . 
Bubcommittees tcv the six standing committees of . 
the SMDA. 

TErRA Kids 	 saG 1902(e)(3) 
, . 

TPL 	 Third Party Liability - Medicaid is the payor of 
last resort for r:edlcal expenses. If a thfrd . 
party such as en insurance company is liable for 
so;:,,,, or all medical bills, the state must 
det~rmine the li!bility and may either pay the 
amount remaining or pay the full amount and seek 
reimbursemant fr,:)m the third party. Order of 
liabilitYI 1) recipient, 2) insurance company,
3) Medicare, and 4) Medicaid. 

109{b)/ 	 Section 209(b) o~ the 1972 Social Security
Amendments or 1902(f) .codifiod a~ section 1902(£) of the Act. 

Refers to the statutory authority 
allowing States to have more restrictive 
financ.:Lal mE!thodologles for the aged, 
blind, or disabled than those of the SSI 
progralt.. 

, Ylo::k Supplementation Progralt: under section 1619 of the Act in 
which blind or disabled individuals 

who would nortl811y be limited to earning a cEirtain 
amount of income in order to retain blindness or 
dlsl!bll1 ty status are allowed to conu'nue working. 
Income is sl.lbject to the SSI income disregards; if 
income is more th~n the SSt standards, they may 
still receive Medicaid as long as they earn less 
than the amount they would lose if they 10stSSI 
and 11Edicaid. 
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