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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 

low-income people. Initially designed to pay for the health care of recipients 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 un,~_er Title XIX of the Social Security Act, Medicaid is a means-tested entitlement program financed by state and federal 

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

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

"'--state'spenapita-(ncome;--The!edem! share",~or federaLmedicaLas~;isJ!l_n£e_perce!1tage ("FMAP")--ranges from 50 to 83 percent of 
- '.--'.~- . - - --- - - - - ­

Medicaid expenditures. 

"'- 53"('fifferent'progriims~-Withih certain federal guidelines,' states are free to.design theirMedicaid_system~toJ!t locat circumstal2.ces. 

programs' complexity surrounding who is eligible1 what services will be paid for, and 110w those services can be paid for is a 

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

'r~ 
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Variation in Selected State Medicaid Programs 'D'r~Afl 
-

.. 

~ --­

DC 

1994 AFDC Payment 
Standard l 

Number of Optional 
Services Offered2 

Coverage Options 
for Pregnant 

Women & Kids3 

'Physician Office Visit 
Reimbursement 

Rate4 

Medicaid 
Spending Per 

Person In 
Poverty5 

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

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

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

VAI $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 three must make $420 or less in order to qualify for AFDC and be 
categorically for Medicaid. 

2Medicaid Services Stale by State, HCFA, October 1994. 

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

4Holahan, 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. 

:,r 6Compnrison excludes Alaska and Hawaii. 

2 
t?·r ~[)P: '0i .I' &~, ....._;~
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Who is Covered? Although Medicaid has increasingly been used to expand coverage to the low-income population, it covers only 58 

percent ofpoor 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 on cash assistance program (AFDC and SSI) standards which are usually well below 

poverty level. 

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

• Current andJormer recipients ojcash assistance, eitherAFDC, which covers single-parent families and two..:parent families 
with an unemployed principal earner, or SSI, which covers low income persons whQ are aged; blind or disabled; 

• Low-inco~e pregnant women and children under age 6 with family incomes below 133% of poverty and children under age 
.... 11_ .. Iljthis.is .~eing phased-in to age 19 by 2002) in families whose income is less than 100% oCpoverty; 

~-..--- .--~--.-

• Medically needy persons who meet categorical restrictions (i.e., 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 
eligibility standards; 

.~.eerSQl1s requiring in~titutional or other long-term care who, like the medically needy, qualify because of the high cost of their 
needed care; .'. - '-_. . .- ---- - .--- . 

• Low-incOlne Medicare beneficiaries C'QMBs" and "SLMBs") for whom Medicaid will pay Medicare cost-sharing (premiums, 
deduttibles, coinsurance); and 

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

[ .... 

r 7'""':'\ r""' I',... t -, . 'I 
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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 above. They include: 

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

do not 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 AFDC but do not meet the definition of "dependent child," (e.g. children in two-parent 

homes where the primary earner is not unemployed). 

• 	 Non~AFDC Pregnant Women and Children: States are permitted to cover pregnant women and infants under age 1 with 

Il1comes up to 185% of poverty, 
> 

'SSJ-relaiecfgroups: States,a't tfieir 6ptiori;mayprovide Medicaid to individuals who are-not receiving- SSI-but-arereceiving-­• 
State-only supplementary cash payments. 

On 	 r.' r- wr;"'
)'~\""·I'\:'. !:- .. ~ 

.~/.: '!.. .~" ...,;;. :.;'! U 
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Disjuncture between beneficiaries and expenditures. 

Although' adults and children low income families 

make lIJ) nearly 70% of beneficiaries, they account for 

only 29% of Medicaid spending. The elderly and 

disabled account for the majority (57%) of spending 

because intensive use of acute and long-term care 

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

disabled children to $5,200 for aged beneficiades. 

p~sl!roE().rlionale share hospital (DSH) payments account 

fiJI' j 2% Medicaid spe'!ding, but cannot be attributed to 

a beneficiary, or service category. 

... 
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Medicaid Beneficiaries and Expenditures, 1995 

100% 
rmDSH 

80% o Disabled 
60% 

13 Children 
40% 

DAged
20%, 

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


-Beneficiaries- ~ ____ _
.Expenditures__ 
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What Services are Covered? Medicaid covers abroad range of services to meet the complex needs ofbenefi<;:iaries. Because of the 

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

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

Furthermore, states 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 
.-earlyana-periodic-screening;diagnosis-and 
treatment (EPSOT) for children under age 21 

-­

• family planning. 
• rural health clinics/federally qualified health 
centers _ 

States are required to provide to their-meclicaflY needy­
. popUlations prenatal and delivery services, ambulatory 

services, and home health. Broader requirements apply if 
the state provides services in ICF/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 
._-­ .• podiatrist,_optometrist, chirQpra<;:tQr "seryices 

• dental & dentures - ---" 

• eyeglasses 
• physical, occupation, speech 
therapy 

• hospice 
• case management -
• personal care 

& respiratory 

- *states still receive federal matching funds for optional 
services 

... 
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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 

from 25.3 million in 1990. Growth has been mostly attributable.to expanded coverage oflow-income pregnant women and young 

children and increases in the number ofblind and disabled beneficiaries. 

Expenditures. lnrecent years, Medicaid expenditures have escalated ,rapidly: average annual increases ofalmost 17% resulted in 

Medicaid expenditures more than doubling between 1990 and 1995. Federal expenditures have increased from $41.1 billion to $88.4 

billion. The' rise in spending in that period was at.tributable to a combination of health care inflation, states' use of alternative financing 

mechanisl11s (e.g., DSH payments, provider taxes and donations), and a rise in enrollment. DSHpayments were the most important 

C'ost 'drivedn 1991and-1992,'whenMedicaid spending·grew·by·27%·arid-2-9%,respectively... ln 2 years,DSH.paymentsgrew_from ... _.. 

ightly 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 nov/ project .. _. 

Effect 011 States .. According to the National Association of State Budget Officers, in most states, Medicaid became the single largest 

fastest growing item in the states' budgets. By 1993, Medicaid accounted for 18.4% of total states' expenditures. 

," 
DRt\FT
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Future growth mimics past growth: While the rate of growth in Medicaid spendinghas slowed recently, both the Administration 

and CBO expect the rate of growth to increase in the future. The Administration projects average annual growth rates of 9.3% for the 

period from FY 1996 through FY 2000 (CBOprojects 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 (2568%) 

ADULT (11.45%) 

Aged (14.41%) 
DISAllLED ADULTS (ll 09%) 

CHILDREN (1863%) 

". 

DR!l.FT 
.. ~ 



----- ----

DRAFT 

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

are enrollinl! tl;eir Medicaid populations in managed care programs. As of June 1994, 7.8 million Medicaid beneficiaries were 

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

capitated care t() loose networks contracting with selected providers for discounted services and gatekeeping to .control utilization. 

Stotes have initiqlly 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 J 115 Research and Demonstration Waivers: S~ction 1115 of the Social Security Act allows the Secretary to waive 

r~quirements-for-what-a-State-plan_must include_(e,g~,~tatewlge1!es~pmount, duration, and scope,' eligibility) and any requirement 

that defines the payments to states, including capitation contract requirements. Recently, states have been using Section J 1J5 to 
~ 

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

----.. -coveI:age~·ThT~-Aoh,_iTlistration-·has-awarded-Section-l-11$-waivers-tose.ven states.and. twel:Y:~!!l9Le_h<!ve~RPJied and are the process 

ofnegotiation. 
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1915(b) managed care waivers. The §1915(b) waivers are much more limited than the §1.11S 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 


arrangeml.!111 "vhieh 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 


prefer 1115 waivers to allow for more extensive managed care development. For example, under 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. 


------·191~5{c-) home anducommunity-based-serviceswaivers.-- Presently,.over .three-fourthsof MedicaidspendingJor IQng~te:rJ11.~areis__QIl ____ _____ __ ,u_ 

institutional services in nursing homes. Increasingly, home andcommunity-based services waivers are being used by states to shift 


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


services vers; most projects areiimited-in-scope'and thepopulation-served--remains·small-.­

' If'T\ "'. ;r- "'1" 
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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 and Human Services the authority to waive certain requJrements of the Medicaid program to support an 

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

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

• 	 cover traditio.nally no.n-Medicaid po.pulations and streamline eligibility rules; 

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

extend the statutory HMO Io.ck-in period and limit recipient cho.ice to one delivery system; and 

provide Federal matching funds for co.StS that are not o.therwise matchable under Title XIX. 

States may apply for §1115 waivers for various reasons, including the desire to support broader State healtttreform 

tiatives, to increase coverage~f6 redUcetnetevelorgrowth~o.rMedicaid. spendingroLtomaintain~or inc:r~CiseFederal . 

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

affordable health care coverage for all FIo.ridians by December 21, 1994. Although the legislature has yet to pass the 

Flo.rida Health Security Plan upon which the waiver is based, the State has already' established the Co.mmunity Health 

Pl~rcJ;~~~i~l~g AI~lia~~~~-~hi~h-~-;:e v~oTuntarY~lnsura-nceouying pools-to-r~smallbusiness~s~~~-~~. ~~-.-.~~-

;;'",.~Xl.R-',"" AI'II' t'''''.'-'''r'''li.l t· 

~&~.", 	:''''~ G 
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\)i-tAfTII. §1115 Waiver Activity 

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

seven, 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 -- operational waiver States account for 3.8% 

of na tiona I acu te care expenditures. Since most demonstrations do not incorpora te 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 12 States. Total acute care 

speridin-g·in-Stafe~rwith pending'applications (not .includingKansas).Iep-r~sents a.!1a~ditional 17.~!o of total 

MediciJid spending. 

The attached table 3. t from a recent GAO report, lists. the dates ofsubmittal, approval, and implementation for 

StCltes thClt have received or applied for·§lllBwaivers.-····_­

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

expansions for States with approved waivers. 

DI<AFT~ 417/95 (5:40pm) 
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Table 3.1: Section 1115 Statewide Demonstration W~ivers Applied for 
Since 1991, by Submission Date 

I. 

State Submission Appr;oval Implementation 

Oregon Aug. 1991&' Mar.i1993 Feb. 1994 

Kentucky Mar. 1993 
I 

Dec. ~ 1993 
b 

Hawaii Apr. 1993 July: 1993 
I 
I Aug. 1994 

Tennessee June 1993 Nov. ; 1993 
, 

Jan. 1994 

Rhode Island July 1993 Nov., 1993 
, 

Aug. 1994i 

Florida Feb. 1994 Sept.: 199A 
b 

Ohio Mar. 199,4 
I 

,Jan.! 1995 
I b 
I 

South Carolina Mar. 1994 'c, 
I 

Massachusetts Apr. 1994 I 
I 

I 

New Hampshire June 1994 
' ' 

Missouri June 1994 
i 

Delaware July '1994 
, 
I 

Minnesota July. 19,94 
, 
I 

I 

Illinois Sept. 1994 I 

Louisiana Jan. 1995 
I 
I 

! 
, ! 

Oklahoma Jan. 1995 
I 

Vermont Feb. 1995 
I ,
: 

New York Mar. 1995 

Kansas Mar. 1995 
I 

~regon's initial proposal was d.niedfin August ~992. The state 
revised and resubmitted the proposal~ which was approved in March 
1993. ' 

DAwai ting state legislature approval. rWC\i.,rc,.,. o."",...~t'\o<\U'\+ S,",blM;;,tJ '1/QS. 

~CFA has approved South Carolina's w~iver propo~al framewori. 
However, certain issues must be resolved before the state is 
allowed to implement its demonstration program., ' 

Source: HeFA. 

i 
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Table 3.2: Estimated Maximum NUml::>er cif New Eligibles Under 
APproved Statewide Section 1115 Waivers, by state: 

" ! 
New Eliqibility requir:ement.Stat. .. .liqibles& . 

I . , 

Individuala and famili•• with incomea below 250\ of the 
federal poverty level (l'PL) are ~liqi.ble for aublidh.ed 
private inauranc••; " i .. 

1,100,000Florida 

I 

Individuala and famili•• ar.' .ligibl. only if unin8ured 
for 12 montha or r.c.ntly dia.nroll.d from M.dicaid., 

: 
BO,OOO oninaur.dperaon. ;below 300\ of !-PL.Sawaii , 

, , 
Individuals with i;ncQG:lfi. below F,PL.201,000JC.ntucky 

I 
, : 

Individuala and f.:mUi•• with inbomea below FPL.395,000Ohio 

112,000bOreqon Individuals and families with income. b.low FPL 
i, 
I , 

Pregnant women and childr.n up to aq. 6 with family 
income. between 18,5\ and 250\ of, FPL. 

Rhode Island 11,000 

Extenaion of famil:y planninq ae~ic•• for women for, 2 
year. after qiving birth. : 

: , 
500,000eTenn.,.••e All unin.ured, r.qardl••• of employment or income 

atatu., includinq ;individual. who cannot obtain 
cov.raq. becauao of a pr.exi.tinq condition., 
(Enrollment cappe~ for n.wly entitl.d, not capped for 

-traditional M.dic~id recip.i,ent •• '. Eligibility . 
r ••tricted to tho8e unin.uredprior to a 'date within 
the laat y.ar.) 

'1 
I 

-Includ•••xpan.ions to optional qroup. of M.dicaid .liqu)~••• 

bActual n.w .nrollment a. of Karch 3, 1995. 
, i I 

C:In January 1995, T.nn..... cloa.d .nrollment to th~ uninaured, d~natration .nrollment 
was 438,000 in F.bruary 1995. 

Sourcm: State waiv.r propo.al. and aupportinq doc~ntation • 

. I 

I 

GAO/HEHS-95-12:2 Medicaid Spending Pressures 
I, 
I ,. 

I'
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I 
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IlL 	 The §1115 Review Process ii"''''·, iF''';\ J!i ft" "~U'~ I; ;, 	 It) g"'..... ) I 

r.".f.!~ b·"~L: . 

• 	 u taking office, this Administration recognized the desire and the need of States to have greater flexibility in 

reforming their Medicaid systems, Thi$ Administration is committed to minimize the burdenStates may 

encounter in the waiver application process. 

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

pre-vvaiver 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. 	 lizifiatReview. About a monthafter-theState·submits its proposal,OR[t<:;91l~cts q~esli<?n? from HH?"~_~d ~MB and 

forwards,them to the State. 

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

-~esp()nd'~--the Adminislra tibifahdrh-eState" begin-a series of informal- staff-level conference calls Of JCi~e-t9:.fa.ce 

meetings to provide a factual basis for negotiations. 

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

.111eetings with t~e'StateF and periodic requests for policy guidance. 

417/95 (5:40pm) l\F~r 
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IV. 	 §1115 Budget Neutrality Policy 

• 	 Although not required in law, budget neutrality has been a federal policy for all §1115 waivers since 1984 . 

Ii 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 waiver do not exceed projected Federal costs without the waiver. 

• 	 Though the Administration has pledged to remain open to new methodologies,a budget-neutral waiver 

expenditure limit is generally set by caiculating baseline curren~-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 

--" - - --	 Tni~f apprOic'fch ha-s- be'en'ta'kenwith-ea'ch 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 enr-oTfment, ;'.\$ follows: 

Baseline Expenditures = Projected Per-Capita Spending * Projected Enrollment 
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• 	 The budget neut.rality calculation generally inCludes program components affected by the waiver, e.g., acute care 

for AFDC and AFDC~like recipients, t1:\Ough Tennessee chose to impose a budget cap on their entire Medicaid 

program, 

• 	 Budget neutrality discussions generally focus on the development of an appropriate estimate of without-waiver 

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

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

General Accounting Office conc1udedthat.budget neutrality calculations should 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,Hawaii, 

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

• 	 Negotiations over budget neutr~lity and other financing issues can be long and complicated, with States engaging 

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

innovations: 

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

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

waiver budget cap to expand coverage to these population~; and 

certified public expenditures (CPE): ePE are defined in regulations as costs incurred by State or locgl 

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

ser.\'.kesqttril?l1tClbJ~J:9_M~.dicaid eUgibl~~ _Certification is intended to obviate the need for State 
• -~ -"- ,._- w~. , ___ •• ~ ________ .~ _ 

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

matching funds. Under a §1115 waiver, the definition of Medicaid services and Medicaid eligibles 

can be expanded almost without potentially encon:passing significant portions of 

-':health prog-rams.- Under a waiver, local expenditures_for .certqin pJJb}i5;: h~~lt_hRrggrams m~y be 

used to claim Federzd -'matching funds. Tennessee, for example, 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 DRAFWf 

• General Stale 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 State has a relatively low average 

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

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

35th among all States. Tennessee 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 Federal 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 

Terlnessee raIiked a-bout 17th-in average annual-growth-in Medicaid e~p~f\cii!1Jre.?petween 1988and 199~ (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). 

DRAFT 
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• 	 Uninsured Populations. The State estimated that 775,000 residents were uninsured in 1993: 16.0% of Tennessee's non­

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%), in 1987 the State established a PPO-type insurance program for people who 

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 (gen~iating about $1 billion in Federal matching funds) and a nursing 

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

~~p-~p~l~~'h~sp'it~l tax'~as set-to expire"in eariy-f994 and-was-suspeCted-By HeFA-to oe-in-vic)1alio'n ofcertain 

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

'. 	 included in a list issued by HCFA in December, 1994, of 23 States with tax programs that do not meet certain 

r_~guirements of the law a~implemented by regulations published in August, 1993. These States may apply for 

wilivers of the statutory requirements. The nursing home tax was included in a list of n-fne Stafes 'that have collectea--­

taxes that appear to HCFA to be impermissible. Waivers are not availablefor these nine States. 

~~,Q~' r: "fi~-I'~ "- rl.J,.'f· ~ 
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II. 	 The TennCare Program DRAFT 
• 	 Basic Structure. TennCareis a Statewide program that provides a standard package of basic health care benefits via 

managed care and in a managed competition environment to Medicaid beneficiaries, uninsured State residents, and 

those whose medical conditions render them uninsurable. 

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

premiums ona graduated fee schedule .. Deductibles and copayments are also required ~:m non-preventive services 

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

counts towards the State share of Medicaid expenditures; The State had early difficulties collecting premiums. 

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

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

(currentlY-averaging'abouf$-1;300·per year).-TheState-bfigiriallY.plahtled-f(YhlOVelo-a"competitive rateO'setting­

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

move forward with that approach. 

• ,-	 E/1'r~llm~;l~- E-~'roilment is ~·~ped 'at-1.5 miffion:"WitJ:1in six\veeks afte-r being awardea 'fhe'wa'ivei, Tennessee began , ­

. enrolling both Medicaid and new eligibles into TennCare. To date about 1.2million 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 of4% over a one-year period. Due to funding constraints, 

the State closed enrollment in the program for the uninsured in January, 1995. 
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• Budget Neutrality, The TennCare budget neutrality agreement incorporates ali State Medicaid expenditures under an 

, . 

aggregate expenditure cap that grows-at roughly85%per year between SFY 1993 and SFY 1998, based on projected 

baseline growth of 17% from SFY 1993 to SFY 1994 (the base year) and about 6.6"/0 annually thereafter, Total 

Medicaid expenditures in Tennessee had grown at roughly 21 % annually over the 1988-1993 period, 

~...... I'"",.~' -r-;::--T 
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III. 	 Can TennCare be Replicated in Other States? , DRAF]' 

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

savings 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 itwould be done in a budget neutral manner, 

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

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

Administration assumed that Tennessee's Medicaid program would remain unchanged without the waiver both in 

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

State nor the Federal 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 State's disproportionate share hospital program, which 

-h~d bee~--~p'ending ab'i)uf$430'million per year financed largely throughthe:pI.ovider ta,,-e?n~,ention~d 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'!lnges absent the waiver. Without such 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 

payments [see Tab 2, Part V for an explanation of this waiver fi~ancing 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 requested Federal matching payments for a wide range of State and local health expenditures that do not 


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


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


" 	 Financial instability. Though TennCare was designed in large part to help preserve Federal funding for Tennessee's 


Medicaid program 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 million). 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. In 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 en rollmenTp-rcicessTn-tennessee-seemsTci-l1-ave b-eensignificantIy-compromised-by-the-short-implementati0R-...:·------------: ­

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

officially licensed. As a result, some people chose MCOs that in the end decided not to participate. 

r.'"'(I, "'(j" 
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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 Jrequently 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 low income populations to enroll into managed care in a short time frame placed significant pressure on 


health plans to enroll members quickly and in large 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 


-Nit-tianal Asso-ciation of-Public Hospitalsdtecl repeated/though undocumented reports_ tha.t .b~I.}gfidarie? .had_be~n 


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


Other than Blue Cross/Blue Shield coverage of State employees, Tennessee had little experience with managed care 

before TennCare. 'Ces-s' tn~u15% of the'Sfafe's:populaliorcwas' enrolled-in- HMGs-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 

.avez:age of 12°/c). 
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• 	 ' Many of the State's problems with the provider community and administrating the-progra:in ~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 asquire staff expertise, to develop a_ 


community base of support; to create an organizational structure and administrative operation and to educate stafe 


providers and beneficiaries. 


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

ITlOmentum 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 
j 

-physiCiarcrates-were-too-low;--Physicians have been criticaIQfth5'~'cr~lTI A()_wn" rule, which ~equires physicians 

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

physicians had dropped out of the StaJeemployees program initially/most have since returned. 

• 	 - The Tenne-ssee Pharm-adstSAssociaHon-has complained that pharmacy ratesJor pe.a.ple in nttfsinKhoITles ar~ too low~ __ 

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

make supplemental payments to hospitals for medical education,continuil)g uncompensated care costs, and the 

unusual costs associated with high-volume Medicaid providers. Because of funding constraints, the State recently 
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abandoned plans 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 financial problems, 

including the State's largest 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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DRAFT 
Illustrative Medicaid Capped Growth Scenarios Being Considered by Congress· 

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

(fiscal years, billions $) 

S 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% 
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DRAFT 
Illustrative Medicaid Savings Proposals Being Considered by Congress 

Savings 
($ in billions)

I 1996 - 00 1996 - 02 1996 - 05 

I 
DSH 
Reduce DSH payments by one-third I 1/1 (42.5) (63.8) (101.0) 

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

Welfare Reform Effects 
Restrict Medicaid Benefits for Legal Aliens (13.9) n/a n/a21 

(1.0) n/a n/aDeny SSIlMedicaid to Drug Addicts & Alcoholics 21 

(0.6) n/a n/aDeny SSl/Medicaid to Certain ·Children 21 

Reimbursement 
n/a n/a n/aRepeal the Boren Amendment 

n/a n/a n/aEliminate 100% Cost Reimbursement for FQHCs 

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

Managed Care 
Mandatory Managed Care for AFDC Aduits and Children 
and Non-Cash Children (assumes a 5% one-time 
reduc'tfon in costs) . ---1.11 _. 0.9~ .(Q.~) ..__ (3.7) 

Mandatory Managed Care for AFDC Adults and Children 
and Non-Cash Children (assumes a 10% one-time 
reduction in costs) 1111 (1.2) (4.5) (10.8)1 

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

I
~L"\ 
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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 of growth and converting the disproportionate share hospital (OSH) program into a smaller vulnerable population 
adjustment pool that would grow by the rate of growth in the nominal GOP. 

. . 

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 efficien~y. The per capita amount would increase by the rate of growth in the nominal GOP 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 Medicaidben'efit package across alrstates.­
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 n~}VFeil.eralguicieILnes, move Medicaid 
recipi~nts from a fee-for-service delivery system into managed care systems, and more efficiently administer-the program. 

Under this option, 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 leveis (growth in nominal GOP per capita plus adjusted recipient growth 
(about 77%». 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 OSH program into a Vulnerable Population Adjustment pool. 
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Pros: 

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. 

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

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: 
--. ~-----

jf eligibility is determined solely based on inc'~rne:- e.g~, 100- percenf ofFeaeral-poverty-level;-some-individuals who ace___ 
currently ineligible for Medicaid (single males) could become eligible, while others currently eligible (pregnant women and 
children with .incomes at 133 percent of the Federal poverty level) would become ineligible. 

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

Limiting Federal Medicaid funding to payments for a standard set of bene fits would have widely var:ying 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., 
Delaware, could gain Federal payments under the block grant. 
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,.'Illustrative Savings Option 1 

, Comprehensive Reform 


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


Total Total Total DRAFT . 1996·2000 ·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) 

[savings Proposals Total (87.9) (149.4). (280.7)1] 

11 Savings Estimated fromdata 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) 

~ 

Ilsa~ngSProposals Total (52.3) (84.8) (151.3)1] 

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


21 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 

. 0 . 0Per Capita Block Grant without Caps 11 o 


11 Note this assumes a current baseline growth for benefits. 
4' 
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Dic(AFl'2. Block Grant with State Flexibility 

Under such a block grant, the Federal government would grant the states a large degree of flexibility to administer the Medicaid 
program, removing the existing Medicaid matching structure and individual entitlement status. In turn, the states would be ?-t 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-c'ash 
aged and adjusted for savings in per capita expenditures from anticipated program efficiencies. For example, these efficiencies could 
include limiting the amount o(intergovernmental transfers or reducing variation in reimbursement for nursing homes and ICFsli\1R. 
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 folfowing 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 CQuid achieve savings without proposing specific reductions in eligibility, payments, or services, 

The Federal liability is capped and predictable. 

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

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


Accountability 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 . I)Rp\i':~r

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 

1121 
1121 
11 

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

Elimination of Benefits 
Eliminate Coverage for HOrl)e Health Services 
Eliminate Coverage for Personal Care Services 
Eliminate Coverage for Dental Services 
Repeal EPSDT Mandate 

Subtotal, Benefits 

11 
11 
11 
31 

(6.8) 
(11.9) 

(6.0) 

(24.7) 

Elimination of Eligiblity Categories 
Eliminate Coverage for Medically Needy Adults 11 (6.3) 

Managed Care 
Mandatory Managed Care for 
AFDC Adults & Children', Non-Cash Children 11 0.9 

Interactive Effects 41 12.5 

/ISavings-Proposals Total· --._­ .__ .. (80.5) 

1/ Savings Eslimated from data behind the FY 1996 President's Budget 

2/ Reduction in Inpatient Hospital or NF expenditures could resulllrom utilization controls or lower rates, 

3i No pricing available 

4/ Interaction assumes a 25% offset 

'3 C9 


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

(10.6) . 
(18.2) 

(9.4) 

(38.2) 

(9.8) 

(0.6) 

19.7 

(.124.Q) 

(23.2) 
(25.0) 

(103.8) 
(152.0) 

(18.0) 
(29.6) 
(15.6) 

(63.2) 

(16.5) 

(3.7) 

32.9 
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3. Federally-directedApproach 

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

. 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 would grow by the rate of growth in the nominal GDP. 

The table following the pros and cons (Illustrative Savings Option 3) iIlustratesspecific policies the federal government could pursue 
to limit Medicaid spending under a capped growth scenario. 

Pros: 

The individual entitlement and match rate system for Medi.caid is retained. 

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

.. _e_~R~ndi!LJres. 

Accountability and Federal oversight are retained. 


Cons: 


l]li~uwproa~h I1la~~..rlo fundame~!al ch,,:nges to the M:dicaid 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. 


D
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Illustrative Savings Option 3 L.' ~",- j .,'.. 	 t 
Federally-Directed Approach 

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

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

Reimbursement Proposals 

Repeal Boren Amendment 

Convert DSH into a VPA Pool 


Eligibility Proposals 

Limit Eligibility for'Certain Aged Recipients 


Benefits Proposals 

Block Grant Opiional Services 


Managed Care Proposals 

Mandatory Managed Care for 

AFDC Adulls & Children, Non-Cash Children 


Interactive Effects 	
.­

jlSavings Proposals Total 

11 No pricing available 

11 

21 (43.0) (65.0) (103.8) 


21 (11 A) (24.0) (56.4) 

21 (13.8) .(29.2) (6704) 

21 	 o.g (0.6) (3.7) 

6:1' - ---13:5 ·'3L9 

(61.2) 	 p05.4) (199.4TI 

~) 

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

31 ,Interaction assumes a 25% offset 
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S! Medicaid Managed Care Act of 1995 

_	Senator Chafee is circulating a draft copy of this bill. The bill amends the Social Security Act to permit gre<;lter flexibility for States to 
enroll Medicaid beneficiaries jn managed care arrangements, to remove barri~rs that prevent 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 recipients to enroll in managed care plans without applying for a waiver. 

However, states may not mandate enrollment for (1) children with special health care needs (i.e., children who are 
disabled, on SSI, or in foster care); (2) qualified Medicare beneficiaries; (3) homeless; or (4) migrant agricultural 
workers. (§new 1931) ­

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


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


nondiscrimination; quality assurance; due process for plan providers and enrollees; and treatment of children with 
spec ial_ health. car~.n~e9s._ 

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.proy.isions affecting § U 15 and §.19L5_waiyer~:_.. 

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


The 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 §1115 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. 


-.: -sq~, 
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DRAf~fS 634: State 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 ofHealth a'nd Human S~rvices 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 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 of the difference 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 and the states about the choice of a 
base year, which years should be included in growth rates, and which "other factors" should be included. 

States with historically high growth ratt!.s from do-nations and taxes and-DSHpaYmeht sChemes·couldbenefitfrom-havinga.baseline. __ 
set based on historical growth. Through incentivepayments, 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' inflated 
baselines and actual state expenditures that were in compliance with the DSH laws, This would undoubtedly result in increased 
federal expenditures. 

A II istoric Note: OBRA81 established caps for federal MedICalcCspendingand-incentives fontates. -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. Astate'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, Target amounts for the subsequeht years 

;"T .....'........
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were adjusted based on changes in the MCPI-U. For each dollar lInder its target amount, a dollar was offset from the state's total 
leduci ion. 

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. 

J 
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TERMS AND DEFINITIONS 

ADLs 	 Activities 10£ Daily Living. General categories 

used to mea'sure an 'individual's level of 

'functional iimpairment -- dressing, bathing, 


i toileting, :eating, and mobility. . . 

ALJ'a 	 Administrative La~ Judges - preside over hearings 
regarding q.ispu,tes' over eligibility 
determinations. 

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

APWA 	 American P:ublic 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 ~ervice8. Medicaid reCipients sign a 
statement 'authorizing'the State to recover from 
third part;.y payo,rs. 

i 
Lowest price at which a 'manufacturer sells single 
eource or: innovator multiple source drugs to any 
purchaser ~.in any pricing structur,e. Basis for 
rebates. i. 

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. 

I 

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

provides !that State payment rates for hospitals 
and nursing facilities must be reasonable and 
adequate ito meet the costs which must be incurred 
by effic1ently and economically operated 
facilities in order to provide care and services 
in accordimce with State and Federal laws and 
regulat10ns and quality and safety standards. 

, 

Buy-in 	
I 

Refe~B t~ the requirement under section 1903(8)(1)
of the Act. states must "buy-in" or purchase
pr1vate or pub11c health insurance for certain 

12 
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, individuals. :The "buy-in" of Medicare coats for 
the eld~rly anq working disabled is the most 
common exarnpl1e of this. (see QMB and QDWI) 

CPI 	 Con5umer Pri~e Index­, 
I 

Capitation 	 Payment of a irate per rGcipient p~r month or for 
any designated period 

i 

ce.~-2 ':'~anageliler~t When'a ~pecific person or agency i5 
responsible for loca~ing# coordinating, and 

monitoring all primary care and other medical 
I t;e!'vicee on bahel! of a reCipient. ' 
I 

I 
COr.\parabllity' 	The requirement that, with certain exceptions,

services available to the categorically needy must 
I be no less in ar..ount, duration, and scope than 

those ava~la~le to the medically needy. Also, 
, 	services to indiViduals must be equal in amount, 

duration andlecc~e for those within the' 
ce.~~goricallY needy group and for those within a 

i 	 co·..i::=ed rnedl<fally needy group. 

Coet Avoidance Third P~rty Liability requirement that States 
I must require providers to obtain payment from 

other l1c;~'le ~ parties before the Medicaid program 
, will reimburse for covered services. 

i 
I 

DD 	 De'lelopmentally Disabled - defined' in the 
Dev.;:.!.opmElnta~ D13abilities Act of 1984 
(P.L. 9a-527~ 

Dh':E 	 Durable medi¢al gqulpment, such a6 wheelchairs, 
o;{ygen tanks, an1 apnea monitors. 

i 

DRG 	 Diasnos!s Re,lated Grouping - rate-'setting system
for 11edicare'. Si:>me States' reimburse inpatient ' 
hosp:.tal exp~n5e;; under their own DRG System. 

Deeming 	 Considering iincome or resources which are 
available to: an indiVidual not receiving' . 
e5sist~nce as available~o an individual receiv~ng 
assistance. : In 1.1edicaid, income and resources are, 
only deemed ,from parent to child or fromspou69 to 
spouse. (Be' awa::e that AFDC deemlngrules are 
diffzrent f~orn those of Medicatd and that there 
has been a great deal of litigation on that 
issue. ) 

13 
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DSH 	 Disproportionate Share Hospital. A. hospital which 
serves 8 higher than average proportion of . 
medically indigent patients. 8~atG8 pay these 
hospitals at a rate which campen.ates them for 
their.care to non-paying patients. 

Dual Ellgil:lles Indlvi~uals eligible for both Medicare and 
,, Medicaid. 

I 

DU~ Drug use review. Program required of all States 
by OBRA 90.; Retrospective and prospective review 
of prescrlp~iongis made to assure they are 

. ~ppropriate', medically flecessary and that they 
will not rQsul t in adverse medical outcomes. . 

EPSDT 	 Early and Periodic Screening, Diagnostic and 
Treatment services - screening/diagnostic services 
to deter.:ine ph~sical or mental problems in 
recipients lunder 21, includes treatment to correct· 
or ameliorate any defects and chronic conditions. 

, I 

ESRD 	 En:::: Stage ~ene.lDisea8e 

Ent! tlement, 	 program or 'benefit available as a matter of right 
to all wno,maet the specified eligibility
criteria. I 

Essential spouse The spc;>use of an aged, blind or disabled 
reCipient of cash benefits who lives with the 

indi'lldual~ whoee needs were included in 
determining the amount of cash payment, and who is 
determined: essential to the individual'8 well 
being. ' 

, 
FFP 	 Federal Fi,nanci.;.l Participation -. The amount ot 

money paid to a State by the Federal government 
for MQdic~id services provided to a reCipient and 
for e.dminiistration of the Medicaid program in the 
State. For services, FMAP is the rate used to 
calculate iFFP. Administration and Medicaid 
Management Information System costs are matched at , 
other uniform rates. 

I ' 

FMAP 	 Federal M~dical ASSistance Percentage - the 
pe=centag~ of th~ total cost of medical care 
provided through the Medicaid program that is paid 
for by the Federal govern."TIent., FMAP is based on 

,the relationship between a State's per capita 
personal fncome and that ~fthe nation as a whole 

14 
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I 
I for three previous yeats. FMAP'e vary trom 50 to 
1 about 80 percent. (See Appendix C for a complete 

listing.) I· . .i 
" I i 	 .' hIV-D Agraemen~s As part:. of itB.TPL program a state must ave 

I a written agreement with a local child' 
support enforcement agency for,recovery ofi 
fund<;.; tor the Medicaid program from an absent! 

I parent land/or his/her insurance benefits. 
I I 	 .' 

FreE)dom of Ch:oi~e A principle of Medicaid which allows a 
recipient freedom to choose providers. Can 

! be waived (see KAIVERS). . 
i 

I 

I. 	 . 
Grand!a~here~ Groups Certain groups which Congress exempts by 

,I law from new requirernent~1 e.g., 
stricter sligibility requirements.

i 
I . 	 . 

HHA 	 Horne healthagsncy- en entity that provIdesI 
I me':i.cal· sarvices to 	patients in their homes. 

. I 

I 	 i 

HIO 	 Heal th Insu.I-1ng Organization - an entity that pays 
for medical I services provIded to recipiente in 
exchange fO t a premIum or subscription charge paid 
by the State and assumes an underwriting risk. 

. . I . . 
HMO . HealthMaintenan~e Organization - a prepaid health 

pla~ that renders a comprehensive range of health 
cara services to enrollees in return for 
predetermined pr~mium 	payments or a capitation
rate. ., 

I 	 . 
Hospice Term used to refer to a faCility that cares for 

terminally 111 p~t1ente I or t.o the care itself. 

ICF Int~~ediat~ Care Facility - See NF. Prior to 
.OBRA 87 anICF was an. inetitution furnishing 
heel th-. rela1ted care and serviCes to indiVIduals 
who dId not require the degree of-care provided by 
hospitals OF skUled nursing facilities (SNFs}. 

ICF/MR 	 Intermediate Care Facility for the ~eritally 
Retarded - ~n ~n~titution which provides 
app~oprj,ate, superVision and active treatment toI . 

. Mentally Ret.ardedand Developmentally Disabled 
reSidents, ~n addition to prOviding nece85ary 
health and ~edical care. . 

15 
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lEVS 	 ,Income Eligibility Verification System-a 
:computeri2ed system using Internal Revenue Service 
,(IRS) data tic verify an individua1 t s income and 
,res'ources r~ported on the Medicaid application. 
istates must ,have an agreement with 'IRS to use 
I their data and to protect the confidentiality Of 
: the data. i ' . ' 

, 

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. 
I 

114Ds lnstitution,; 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 i dbeases, including medical attention, 

nursing care, and related services. 
, . 'I, 

Income'Oisregard Income; which is not counted towards an 
. 'individual's total income when determining 

Medicaid eligibility.
I 

MEQC 	 Medicaid Eligibility Quality Control - ~ee QC 

MMlS 	 Medicaid Management Information System - the 
federally mandated computer system used by State 
Medicaid Ag~ncies for claims piocessing and 
information' retrieval. 

, 
Meqigap 	 Privateins~rance policies designed to cover costs 

not reimbur'sed by Medicare. 

NF. 	 Nursing Fac 
i 

il1ty - An institution providing
skilled nU~8ing care, r~habilitation services, and 
health-related care to individuals who because of 
their ment~l or phYSical condition require care 
and services which can be made available to them 
only through institutional facilities. 

1902(e)(3)Oisabled Childr~n The Tax Equity and Fiscal 
Responsibility Act of 

1982 estab~i8hed on optional program wherebyStates 
may provid~ home care to disabled individuals 18 
years 'of a~e or younger through regular State plan 
services i~ the estimated,cost or caring for the 

16 
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child in the!ho~a is not greater ,than the 
estimated cost of caring for the child in the 
appropriate :/-nst1tutlonal Betting (e.g., hospital, 
skilled nursing facility, intermediate care 
facility). Income deeming rules for 
In8tituti~naiized i~dividual8 are used. 

PASARR 
, 

Preadmi86ion i Screening and Annual Resident Review 
- OBRA 87 =aquirement for nureing facilities to 
determine &ppropriate placement and tr.atment for 
r..entally ill ~ 

PHP Pre~iid Health Plen - similar to an HMO except 
that it provides less than a comprehensive range 
of services •. 

PNA Personal Needs Allowance - The amount of an 
,.' institutionaiized person's own money he is allowed 

to ke~p in a i mon-::.h to pay for personal . 
inci:lentals'l The minimum established PNA i5 $30 
per individual, ~60 per couple, although 80me 
states permit la=ger allowances. 

I 

Pass-through groups Individuals who do not receive AFDC or 
SSI c~oh benefit~ but are eligible tor 

Medicaid because they loat their eligibility due 
to change5 in IftH in 1972 and 1977 which raised 
the:= income;ove~ the limit allowed under the cash 
pro£,::::elm. 

, 
pay-and-Chase' The practic~ whereby a State reimburses a 

provider fol' the cost of covered services 
randared 6nd theL recovers funds from liable third 
parties. 

I 

"Pickle" people A ~peCi:fic <;'roup of people who have ,retained 
their M~dic£id eligibility despite the fact 

! that they have lest other benefits due to cost of 
, living adjus~ments (named tor Congressman Jake 
: Pickle, sponsor of the· ellabling leg181ation). 
, ' , 

, 
Post-Eligibility For individuals in instItutions, all income 

I lscons~dered 8vail.ble to. pay for cost of 
car~, except, for amounts protected for the use of 
the '::':·.dividu~l 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=termined. ., 
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QA 	 Quality Ass~rance - Process oy which a State 
monitors oraudit8 care rendered to Medicaid 
recipients to assure that all applicable Federal 
and/or State stendards are met. 

QC (MEQC) 	 Quality Control (Medicaid Eligibility Quality 
Control) - ~ sye. tern des igned to reduce erroneous 
expanditure~ by monitoring eligiblity 
determinati9ns, third-party liability actiVities, 
ac~ claims procBusing. 

QDWI 	 Qualified DIsabled and Working Individual!. Title 
II disabili~y benefiCiaries who have lost benefits 
due to earnings in excess of SGA ($500/mo.) but 
with incor.~:;)! less than 200 percent of the federal 
poverty ,leval and resources less than twice the 
SSt level, and who are not otherwise Medicaid 
'el1;:rible. States a're required to "buy-in" I' pay 
~edlcare P~rt A premiumB~ deductibles and 
coinsuranceifor 3uch individuals. 

I 

QMB 	 Qual! Hed M~dicare Ben~f1ciarie8. Medicare Part A 
eligible i,:-'4i vid'.1als with income at or below a 
specified percen~age of the federal poverty level 
(95~ in 1991)~ and who d6 not have resources 
exc~eding t~lce the SSI level ($4,000 per 
individual ~nd $5,000 per couple in 1991). State 
Medicaid agenCies are required to pay the cost of .. Part A a.nd B prer.\iums, deductible! and coinsurance 
for such Individuals. 

I 

Qualifying Trust (Medicaid iQualifylng Trust) Trust or 
similar leg~l device established by an individual 
(or ~pouse 'or parent) under which:' a) the 

I 	 indi vidua.l liS tht: beneficiary of all or part of 
. 	 tt.e payments, frat: the trust, and b) the amount of 

such distributio~ is determined by one or more 
trustees whq are permitted to exercise any 
discretion ~ith respect to the amount to be 
dilltributed.: The establishment of the trust and, 
its structur;e of payments to the beneficiary allow 
the banefici'ary to meet Medicaid income 
eligibility :standards without having to spend down 
to income and resource guidelines. The maximum 
payments thalt could be made by the trust to the 
beneficiary lara Counted as available resources 
whether or- ,,'ot th~ payments are actually made. 

18 
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:
SAVE 	 Systematic Alien Verification for Entitlementa: 

The !mmigre~ion Reform and Control Act of 1986 
(P.L. 99-603) requires that States use SAVE, an 
INS system,'! to verify the 1mmigrat1on status of 
aliens applying ·for public/medical assistance. 
Section 113Hd)(3)of the BSA, 1ncludes SAVE as. 
part of the IEVS requireme~tB. 

State Medic~id Directors' Aesociation - A 
professiona~, nonprofit organization of 
representatlv9sof state agencies, D.C. and the 
territorHl.! i ~il:ce 1979 aff1liated with the APWA. 
Furpose i~ as fecal point for communication 
between the !States and Federal government. 

I 
Ste~9 Medicaid Group -. A joint body composed of 
the Executi~e Ccmmittee of thQ 5MDA and senior 
officia~s o~ thE HCFA. 

SNF Skilled Nu~~ing Facility~ an institution which 
has in eff8Gt a tr~n8fer agreement with one or 
more partic~pating hospitals, and which i6 
primarily engaged in providing to inpatients 

I skilled nursing care and restorative care 
I services, arid meats specific regulatory Medicare 

certificati~n requirements. 

1~34 Agr~ementAgtee~~nt under which a State contracts with 
thQ Soc;ial Security Administration to conduct 

all SSl-related Hedicaid eligibility 
determinatidns. Other states do their own 
eli~ibiity daterrlinationsusing 5SI criteria. 

1619 	 See Work Su~plemQntation 
I 

spe,,::'.'::cwn· 	 rndividual~ :1n 209 (b) States or those eligible 
under the vie'dicaUy Needy program often have to 
make payment:s on medical bills until their 1ncome 
minus expenses i~curred for medical Care falle to 
or ::'.')low the; State-prescr1bed income level. The 
amount they ~u8t spend down each period i8 
determined at thE> time eligibility is determined. 

I 

State ;:upp 	 State. Supp!e:nental Payments - When 55! was enacted 
.in 1972, in ~ome States .the ne~ 5S! cash payment 
amount was s~~ller than the payments made to 
inolviduala ~nder the previous ca6h program. 
Stat~3 were pequired to make up the difference 

! 
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. I 
with a manda~ory State supplement. states may 
also pay opt1.ontll State supplements. 

I . 

St~tew1deness i A requirement that covered. services and . 
, administration be equitable throughout the State. 
l This requi:'ement can be waived (see WAIVERS). 
1 

.TAG's 	 1 TeChnical Advisory Groups which serve as 
.. Bubcommittee,,! tc the six standing committeQs of. 
1 the SMDA. 

TEFP']' Xids 	 ·seG 1902(e){3} 
j '. 

TPL 	 'Third Party L'iabllity - Medicaid is the payor of 
Ilast resort f,or medical expenses. If a third 
party such as: an insurance company Is liable for 
sc;":';~ or all medical bills, the State must 
,determine the! 11 !bllity and may either pay the 
lamount remaining or pay the. full amount and seek 
reimbursement: fr·jm the third party. Order of . 
lliabilitYI 1)'1 recipient, 2) insurance company,
3) Medicare, .nd 4) Medicaid. 

~09{b)/ . 	 Section 209 (b). 0:: the 1972 Social Security
Amendments or 1902(f) 	 codified as section 1902(£) of the Act. 

Refers to the statutory authority 
allowing States to have more restrictivQ 
fin~nc':.al methodologies for the ag8<1, 
blind, or disabled than those of the 55I 
p:'ogralt.. 

Work Supplementqtion 	 Prograrr: under section 1619 of the Act in 
which blind or disabled individuals 

~ho would'norm~lly be limited to earning a certain 
. amount of income in ord.er to retain blindness or 
d,is.ebil1ty statuE are allowed to continue worKing. 
Income is sl.lbject to the S5I income disregards i if 
income is more:th~n the SSt,standards, they may . 
still receive Medicaid as long as they earn less 
than the amoun\ they WQuld lose it they lost SSI 
apd l>1sdlcaid. 	 ' 

http:fin~nc':.al


Di{Af~fS 634: State 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 historical growth in th,e state and other factors she deems appropriate. 

)f a State 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 of the difference 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 and the states about the choice of a 
base year, which years should be included in growth rates, and which "other factors" should be included. 

States with historically high growthratesTrom oonationsand taxes-andDSHpaymentsGh_~rIles could benefit from having a baseline 
set based on historical growth. Through incentive payments, states could recoup some of the federal funds thafiheY-Woiila-have': 
otherwise lost as a result of the i991 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 II istoric Note: OBRA 81 established caps 'for federal Medicaid 'spending, imdincentives_for sJate~ T~al federal reimbursement 
received by each state in FY 1982, 1983, and 1984 was reduced by 3 percent, 4 percent, and 4,5 percent re,spectively. A state's-' 
r.eduction could be lessened one percentage point for each of the following conditions: operating a qualified hospital review program; 
an unc~ploymcnt rate exceeding 150 percent of the national average; or fraud and abuse recoveries equal to one percent of federal 
payments to the state. 

S'tates 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. Target amounts for the subsequent years 
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werc adjusted based on changes in the MCPHJ, For each dollilr under its target amount, a dollar was offset from the state's total 
leduCI ion, 

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

TERMS AND DtF~NlTtQNS 
I 

ADLs 	 Activities of Daily Living. General categorie~ 

used to meaaure an 'ind1vidual t s level of 

functional impairment -- dressing, bathing, 

toileting, eating, and mobility. 


ALJ's ' 	 Administrative Law Judges - preside over bearinge 
regarding disputes over eligibility 
determinations. 

AMP 	 Average Manufacturer Price - Average unit price 

paid to a manufacturer for a'covered outpatient 

drug in the States by wholesal4ilrs 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 sign 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 any pricing structure. Basis for 
rebates. 

Bona Fide Ef~ort to Sell Exclusion of any resource which an 
individual has tried unsuccessfully 

to sell. There iano time limitation on this 
exclusion. This is an S81 procedure. 

Boren Amendment Section 1902(8) (13) (A) of the Act, known by , 
, the name 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 accordance with State and Federal laws and 
regulationaand quality and safety standards. 

Buy-In 	 Refe~s to the requirement under eection 190J(a}(1)
of the Act. Statea mus't "buy-in" or purchase 
private or publiC health insurance for certain 

12 
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individuals. The "buy-in" ,of Medicare costs for 
thealderly and working disabled, is the moat 
common example of this. (see QMB andQDWI) 

cpr , Consumer Price Index 

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

When ~ specific person or agency is 
responsible tor locating, coordinating, and 

mor.itoring all primary care and other medical 
~ervicee on behelfcf a recipient. 

co~parabilitYI 	 The requirement that, with certain exceptions,
services available to the categorically needy muat 
be no les9 in ali.ount, duration, and scope than 

I 	 those ava~lablG to the medically needy. Also, 
services to individuals must be equal in amount, 
duration and 8ccoe for those within the 

I 	 ca~egorically ne~dy group~nd for those withIn a 
co~~=ed medically needy group. 

I 

C08t Avoicance Third Party Liability requirement that States 
must require providers to obtain payment frqm 

other liable parties before the Medicaid program 
will reimburse for 'covered services. 

DD De'lelopmentally Disabled - defined in the 
Dev210pmental Dhabilities Act of 1984 
(P.L. 98-527) 

DKE Durable medical 9Quipment, such as 
0~Ygen tanks, an1 apnea mor.itors. 

wheelchairs, 

DRG , 
, 
DIa~osis Related Grouping - rete-setting system
for l1edicare. Si;me States re1mburea inpatient 
hosp:.tal expen3e;:; under their own DRG System. 

Deeming ConSidering income or resources which" are 
available to an individual not receiving 
assistance as available to an individual receiving 
assistance. In J.ledicald, 1ncomeand resources are 
only deemed from parent to child or from spouse 
spouse. (Be awa~e that AFDe deeming rules ara 
diff~rent from those of Medicaid and that there 

to 

has been 
issue.) 

a g~eat deel of litigation ~n that 
. 

13 
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DSH 	 Disproportionate Share Hospital~ A hospital which 
serves a higher than average proportion of 
medIcally indigent patients. States pay these 
hospitals at a rate which campen.ates them for 
their care to non-paying patients. 

, I
I 

Dual, EligIble~ 	 Individuals eligible for both Medicare and 
Medicaid. 

OUR Drug use review. Program required of all States 
by OSRA 90. Retrospective end prospective review 

I ot prescriptions is made to assure they are 
. eppropriate,rnedically necessary and that they 
wi~l not rosult in adverse medical outcomes. 

EPSDT I' Early and PeriodIc Screening, Diagnostic and 
T~eatment services - screening/diagnostic services 
to deter.~ine ph~sical or mental problema in 
recipients unde::- 21, lncludes treatment to correct 
or ameliorate any defects and chronic conditions. 

EBRD 	 En~ ~tege Renel Disease 

Eflt! tlement 	 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 disabled , reCipient of cash benefits who lives with the 
individual, whoE9 needs were included in" I 

,I determining the amount of cash payment, and who i! 
determined essential to the individualts well 
being. 

FFP 	 Federal Financial Participation - The amountot 
money paid to ~ State by the Federal government 
for Medicaid services provid~d to a recipient and 
for administration of the Medicaid program in the 
State. For services, FMAPis the rate used to 
calculate FFP. Administration and Medicaid 
Management Information system costs ara 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 is paid 
tor by the Feder~l government. FMAP 1s based on 
the relationship between a State's per capita 
personal income and that of the nation as a whole 

I 
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for three. previous years. FMAP'e vary from 50 to 
about 80 percent. (see Appendix C tor a complete 
listing. ) 

IV-D Agreements' 	 As part ot its .TPL program a State must have 
a written agreement with a local child 
support enforcement agency for recovery of 
funds for the Medicaid program from an absent 
parent and/or hie/her insurance benefits. 

Freed~rn of Choice 	 Aprincipl~ of Medicaid which allows a 
I recipient freedom to choose providers, Can 

be waived (see VAIVERS). 

Grandfat.herecl. Groups Certain groups which Congress exempts by 
law from new requirernent8, e.g., 

stricter 611gib11ity requirements., 

HHA . Horne health agency - an entity that provides 
ms-ci.cel· services to patients in their homes. 

HIO 	 Health Insuring Organization - an entity that pays
for medical 5ervices provided to reciplentE in 
exchange fer a premium or subscription charge paid
by the state and assumes an underwriting risk. 

HMO 	 Health Maintenance Organization - 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 refer to a facility that cares for 
terminally ill patients, or to the care itself . 

ICF . Ir.tn:::-:ngdiate Cart! Facility - See NF. Prior to: 
OBRA 87 an IeF was an institution furnishing
health-related care and services to individuals 
who did not require the degree of care provided by 
hospitals or skilled nursing !acilitiel!!' (SNFB). 

ICF/MR 	 Intermediate Care Facility tor the Mentally
Retarded ~ an institution which provides' 
app~oprlate supel~ision and active treatment to 
Mentally Retarded and Developmentally Disabled 
reSidents, in addition to providing neceseary
heal th and medicl:l care. 

15 
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, i 

IEVS , Income EllgibilityVeriflcation System - a 
icomputer1zed eystem using Int9rnal Revenue Service 
, (IRS) data to verify an individual's income a.nd 
resources reported on the Medicaid application.
States must heve an agreement with 'IRS to use

i their data and to protect the confIdentiality of 
: th9 data. . 

10M : Institute of Medicine - chartered in 1970 by the 
I Nationa~Academy of Sciences to enlist 
: distinguished members of'appropriate professions , 
; in the examination of policy matters pertaining to 

the health of the public. 

UfOs 	 : Insti tut10n for Mental Diseases. A hoapital, 
: nursing facility, or other institution of more 

than 16 beds, that is primarily engaged in 
I providing diagnosis, treatment or car~ of persons 
, with mental diseases, including medical attention, 

nursing care, 	and related services. 

InCOme: Disrega1rd Income which is not counted towards a.n 
individual's total income when determining 

Medicaid eligibility. ' 

MEQC 	 Medicaid Eligibility Quality Control - ~ee QC 

MMIS , Medicaid Management Information SY5tem - the 
federally mandated computer system used by State 
Medicaid Agencies for claims processing and 
information retrieval. ' 

Medigap 	 Private insurance policies designed to co~er costs' 
not reimbur2ed by Medicare. 

NF 	 Nursing Facility - An institution providing
skilled nursing care, rehab1litation services, and 
health-related care to individuals who because of 
their mental or physical condition require care 
and s9rvices which can 09 made available to them 
only through institutional facilities. 

1902(e} (3)Disabled Children' The Tax Equity and Fiscal 
Responsibility Act of 

1982 established an optional program wherebyStates 
I 	 may provide home care to diBabled individuals 18 

years of ag8 or younger through regular State plan 
services if the estimated cost ot caring tor the 

16 
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child in the ho~a is not greater.than the 
estimated cost ot caring for the child in the 
approprIate institutional setting (e.g., hospital, 
skilled nursing facIlity, intermediate care 
facility). Income deeming rules for

i . institutionalized individuals are used. 

PASARR Preadmission Screening and Annual Resident Review 
- OBRA 87 =aquirament for nur~Ing facilities to 

j 	determine ",ppropriate placement and treatment for 
; mentally 11~. . 

r 

PH? 	 Pre~~id Health Plan - similar to an HMO except 
that It provides less than a comprehensive range 
of services. 

PNA 	 Personal K~edB Allowance - The amount of an 
institutionalIzed person's own money he is allowed 

, 	~o l<e~p in a mon-;:.h to pay for personal . 
in:::i::lentals. The minimum established PNA is 530 
par individual, $60 per couple, although 30me 
States permit la=ger allowances. 

Pass-through groups Individuals who do not receive AFDC·or 
SSI caoh bene!~te'but are eligible tor 

Medicaid bGcause they lost their eligibility due 
to changes in l(min 1972 and 1977 which raised 
the!= income ove~ the limit allowed under the cash 
prog:-am., 

Pay-and-Chase .. The practice 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 Madic~id eligibility despite the fact 

that they have lest other benefits due to cost of 
living adjustments (na.1\9d for Congressman Jake 
Pickle, sponsor of the enabling legislation). 

post-Eligibil~ty For individuals In institutions, all income 
f is considered available to pay for cost of 

ca:::'.::!, except for amounts protected for-the use of 
the ':';-.divIdual or his family (such as the PNA or 
v-arious reparation payments). Post-eligibillty is 
the process by which these protected amounts and 
their value are d:terrnined. 

17 
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QA 	 Quality Assurance - Process by which a State 
monitors or audits care rendered to Medicaid 
recipients to assure that all applicable Federal 
and/or state 8t~ndards are met. 

QC (MEQC) 	 Quality Control (Medicaid Eligibility Quality
control) - a sY&tem designed to reduce erroneous 
expenditure! by monitoring eligiblity
determinations, third-party liability activities, 
a~~ claims processing_ ' 

QDWI 	 Qualified Disabled and Working Individuals_ Title 
II, disability beneficiaries who have lost benefits 

I 
i 	 due to earnings ,in excess of SGA ($500/mo.) but 

with inco~~ less than 200 percent of the federalI poverty level and resources less than twice thei aSI level, and who are not otherwise Medicaid'I eliiJible. States are required to "buy-in"/ pay
I Medicare Part A premiums, deductibles and 

coin8urance for ouch individuals. 

OMS 	 Qualified Medicare 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), a~d who do not have resources 
e~c6eding twice the 5S1 level ($4,000 per 
ind!vidua1.and $5,000 per couple in 1991). State 
Medlca~d agencies are required to pay the cost of 
Part A and B preril.iums, deductiblee and coinsurance 
for such individuals. 

I 	 ' 
Qualifying Trust (Medicaid QuaEfying 'I'rust) Trust or 

I similar legal device established by an individual 
(or ~pouse 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 distributio~ is determined by one or more 
tru8tees 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 beneficiary to meet Medicaid income 
eligibility stancards without having to spend down 
to income and reeource guidelines. The maximum 
payments that could be made by the trust to the 
beneficiary are counted as available resources 
~hether or r.ot th~ payments are actually made. 

16 
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SAVE· SYS"i:ematicAlien VerHication for·Entitlementa: 
The Immigration Reform and Control Act of 1986 
(P.L. 99-603) requires that States use SAVE, an 
INS 8ystem, to verify the immigration status of 
aliens applying for public/medical assistance. 
Section 1137(d)(3) of the BSA, includes SAVE as 
.part of the IEVS requirements. 

SMDA stete Medicaid Dir~ctors' A~&ociation ­ A 
. 

.~ 
piofessional, nonprofit organization of 
representatives of State agencies, D.C. and the 
territorH",!l; 151I:ce 1979 afUl1ated with the APWA. 
Purpose.iz as fecal point for communication 
between the States and Federal government. 

Ste::.s Medicaid G·roup - A joint body composed of . 
the Executive Cc;unittee of the SMRA and. senior 
officials of .th~ HeFA! 

SNF SkIlled Nu~sing Facility - an institution which 
has in effect a transfer agreement with one or 
more participating hospitals, and which is . 
primarily engaged in providing to inpatients 
skilled nursing care and restorative care 
services, and me3ts specIfIc regulatory Medicare 
certification requirements. 

1634 Agreement Agreement under which a State contracts with 
the Social Security Administration to conduct 

all SSI-related MedIcaid eligibility . 
I determInations. Other States do their o~n 
eligibiity deter.linations using S8l criteria. 

1619 ! Sea Work' SupplernEmtation 

Sper:c',ccwn . I Indlvldualz in 209(b} states or those eligible' 
: .under the Medically Needy program often have to 
, make payments on medIcal bills until theIr Income 

.!minus expenses lr.curred for medical care falls to 
;or ~~low the State-prescrIbed income level. The 
;amount they must spend down each period is 
.: determined at thE>. time eligibility is determined. 

State Supp iState Supp~0mental Payments - Wh~n 55! was enacted 
11n 1972, inaome States the new SSI cash payment 
: amount was smaller than the payments made 'to' . 
:individuals under the previous cash program. 
iStat~~ were required to make up the difference 

19 
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with a mandatory State supplement. States may 
alscpay optional State supplements. 

Stet~wld~ness~ 	 A requirement tllat covered services and 
aamin18trlttion be equitable throughout the state. 
This requirement can be waived (see WAIVERS). 

TAG's Technical Advisory Groups which serve as 
, Bubcommittees tG the six standing committees of . 

the SMDA. 

BeG 1902(e){3) 

TPL Third Party Liability - Medicaid is the payor of 
, last resort for cedical expenses. ~f a third 
: party such as an.inaurance company i8 liable for 
. sc;:,~ or all medical bills, the State must. 
,detErmine the 11!bility and may either. pay the 
; amount remaining or pay the full amount and seek 
. reimbursement fr·;:,m the third party. Order of 
'I liabilitYI 1) recipient, 2) insurance company, 
3) Medicare, and 4) Medicaid. 

~09(b)1 . iSection 209(b) 0; the 1972 Social Security
Amendments or 1902(f) 	 codifiod as saction 1902(£) of the Act. 

Refers to the statu~ory authority 
allowing States to have more restrictive 
tinanci.al methodologies for the aged, 
blind l or disabled than those of the SSI 
progralt. 

I 
Work Supplement~tion Prog-raft under sectlon 1619 of the Act in. 

which blind or disabled individuals 
tho would normally be limited to earning a certain 

. amount of income in order to retain blindness or 
<;Us~bl1i ty statUE are allowed to continue working.
Income is sllbject to the 551 income disregards; if 
~ncorne is more th~n the 551 standards, they may 
~tll1, receive Medicaid as long as ~hQy earn lea6 
then the amount they·would lose it they lost SSI 
a:nd 11Edicaid. 

http:tinanci.al
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·e . October 10. 1995 

The !loDot.hle 'Thomas J. BWey. Ir. 
Chairman . 
Committee on COmmerce 
U.S. 'Home ot Repre~eD.ti.t1Vei 

WuhfnatoD, D.C ~lS 


. 

Dear .C1la1rnlan BUley,, 


I 

This Jetter pre£cnts elle Administration', 'ViOW! in strong oppo5ltlon to "The 

Medicaid Tre.u{otmatJOll Act of 199.5,-legisla'doZl recently adopted by the House . 

Committee 00 ColIllllerce to transform the Medicaid program into a bloek S18.nt with . 

sIgqU1ee..ntly reduecd ~esources. . 


I 

Since takina om.:e. this Administral10n has 5upponcd e!funa to improve the .. 

efficiency of Medicaid and to promo'e flexibility 10 that States may shapo their Medicaid 

progAm5 to meet the; needS of thoir populations. However, efficiency and flexibfllty 

IiDould not be confused wIthtbe unprecedented CUb and other sweepmi changes . 

in"orporat~d by Republicans in the Medica.ld Transf01"m4tion Act of 1995. 


. . 
Thia bUl will havo a devas~at[ni impact on mil1iOllJ of individual, who depend on 

M~dic..id tQi b~ahh c.iJveragc. on millIons of working Amcrlams who depend on the 
. !inlety net Medica.idp~omisc't and 00 our health care providers and the health.care 

SYSLem as. ~ whole. i. . . 

. Should the M~catd Transformation ACI. of 1995 be approved by the COniTess, I 

would Itrongly recommend that the Prosident veto it. . '. 
. i . 

The UlijrUtudc of M.diqaJd sus. ie extreme. 
I 

The map1tUde;of 1.i.D.al1dll atts under the Medicaid Transformation Act of 1995 

are unprecedented. Over leven years the legislation reduces federAl Medicaid PQymcnu 

to States $182 billion below payment, provided for wder cu..rrcnt law, a 20 percent 

reduction over the 1im;e period. By 2002, this would ~D$tltute a 30% reduction below 

ao's estimato ot the. <:0" of maintaInIng cutrenl services. To reach -'£bose uvings. per 

capita .health aue .poDdIng growth under Modicaid would need to be reduced to 1.4 . 

percent per .year ovor the Dext leven yeBJ'l. By contrast. per capite spent:lina in th. 


. .. 'privata sector U projcacd U) grow by 7.1 percent per yoar during this period. 

: . 
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It iac1ear lba' States lWei the people they serve will not be able to absorb such 
reductions. Medicaid payments· to hospitals. nursing homes, doctori, and other pro'VidCra 
are already well below private lector rateJ eel could not reuollt.bly be reduced funher 
to produce such eDOtmOus aavinas, Such a reducrloD in Medicaid provider payments 
would Jead to liauif!~t coat ah.lftin& elsewhere In the health ca.re system. Neither ' . 
mAnaged ute nOr other' ,md.cncy roformscan be expected to yield web savings. States 
have already JIloved lara. numbers of their l1on.e1derly. non.d!sabled M.diCAid carolle" 
into managed eare, and there it no evidence to 'US8061 that further oapansion of 
manqed care could produce "vinas of the mapiNce tought by the Medicaid 
Transformation Act ot 1995. 
. I 

consequently,:States wm be forc~d to eitber raise taxes on thoir oit:fzenB or to 
sharply reduce toYerage under Medicaid. The Urban Inatitute has cltlmatcd that even If 
States cae absorb half of the propostd re4\.lc:tion through greutcr efflcIencies. 8.8 million 
Amerlcam, includiDg4.4 million ehUdroll, could be expected to lose their Medicaid 
ooyorage a.s a f06wt ~r the Ropubl1can Medicaid cut!. 

, ' 

I .' 
1n·additio~ th~ Department has'already approved 14 Stete wAiver, that permit 

States to reotaanfze their Medicaid program and we sa.v1D.&& to expand coverage to other 
un!nsured dti.at1:1& OJ'.' to otherwiae improve 6cmces 'to beneficiaries, These 14 States are 
Arizona. Delaware, ffcrlda. Hawal1, Kentucky, Matyland. Massacbusetl\ Minne.ota, 
Ohio, Oregon. RhoCl~ Bland, South Carolina. Tenne"ee, and Vermont In addItion, 
another n States an~ the District of Columbia have waJver epplleationa pending to 
undertake £imllar reforrc.& aDd cxpac.dolU. These StAtos are Ala.be.ma, Georgia.,lWno1s, 
Kansas, Louisiana, ~e&o\Lri, New HarIlpshirc, New York, Olclaboma, Tew and Utah. 
~ of thetc State, ~ould be able to cany out their planned Medicaid refoma under 
"ho 50Verc buOget cuts imposed by the Republican Medicaid Transformat[on Act. Health 
alverage for. dtizensunder these waiver progra.tn.8 would be Clndan&ercdH thU bill were 
enaCted. . 

Common IIQund CQ~tmpnt$ to Nn§riCaDS 8tQ bmkcQ. , 
I " 

By tTans!ormina .the plOaram. structuro into a block grant, the Med1ca,id 
Transfonna.t1on Act of 1995 also brew alDlmOD Found commitments that Dcmocrak 
ud Republltaul h~vc:made to Amcricans OVer the past decade. Bipnnlsan r.uppon in ' 
Congress, affirmed by both Presidents Ronald Reagan and Oeorse BUlb, produced 
landmarlc Medicaid reforms designed to provide a 1,,&&10 level of protection an4 decency 
for Americalli: guarantotdhealtb oovoruge for.1ow income ittf8l1ts, chUdren, and 
pt'egtiaDt womon, protOQUoll Bpin.st IpoUiUl impoverishment, proteotions for low inCOtn£ 
elderly, Wld Duni1l& llqmc reform..: , 

I 
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Page 3 .. The Honorable Thomas 1. BUley, Jr. 
. I , 

Endllle guaranteed Medicaid coyeraae for tnfants, cb1ldreJl and pregnant ,1IMmen ­
Several times durini the 19SOs Congressional Demoerau and Republicans passed , 

lejialadon guarcteeln'g Medioald coveraae lor prcpUt womcD, Wanu, and chlldr~n in 

poverty. p,.l1dents Rcapn and BUlb lIancd thelo ,uanmtee5 into law. Prlor to theso 

expanaloJll. pregnan' women and children could not be caveroCl above AFDC standards 


,that wero as low ,IS 16,percent of (bo fodcrll poverty levo1. Thesc expansions rai~ed the 
oUaibWty ~cyel to 133 Percoat' of poveny tnr pregnant women 8J:Id ehlldItm under age 6, 
and they phued in mettle for older cbfidrel1 up to 100 PCtecAt of po~. 

At the time tit 1)lolr enactment. these expansions wore seen as critically imponanl ' 

to 8.lsurina access to Dlc41cally neccssary and COlt efCectiveprenatal care, well baby care, 

and well child care. Sadly. the Medicaid Tramformation Act of 1995 would repeal thia ' 

protecUon and forC4 nillnons of children and pregnAnt woman to 10lc their MedIcaid 

coVerage 8.I1Q aooes5 to, welo .oniccs. 


EUmlDatini Ipousal lmpoverl,hment protections .. The Republican bill elso 
repeals federal protections aaamst spousal impoveri&hm~llt. Under currtnt la.w, a penon " 

I 

may quality for Medlea!d Q.CilstlllCil with J1ur£ing home co.r~ vdthout his Of herapouac; 1u 
tho oommunity beitli ~ulred to .pend down to poverty. fedcrallaw protects a. bulc: 
level of mc:ome mdasscts.1D.c1u.d1na the home and a w, for tho com.mu.ll.1r.rr SpOU5C. 
Once !POula1l.mpovc~bmcrit protections are repealed, an elderly woman eou@ be ' 
forced to impoverish horself and give up her home or fa.mJ1y farm bet ore her husband in 
a nursmi home could qu~ for MedloeJd assistance. lD 1987. thiJ 'poetor of 'pou£al 
impoverishment waa 10, ~mpcllin,g that eaactment ot bwc fhumdBl protections won 
common ground 5uppoh from congre~onal DemoCl'atb and Republicans and from 
President R08.i1ll. : 

ElImlnatlng proitoilOD tor low ineomc Medicare benetlclaries - The Republicun 
bill allO repeals. proto~ilon for low Wcx1111e Medi~8I'e beueticiarles ullder Mec1ica1d. 
Qlrrcnt law makes theSe indlviduall eligible for Medicaid assistance witb their Mcd.icare 
premiUlIl5f deduct1bles, :and other cost Iharlni. An cstimated S mlllton Medicare 
beneficiaries are eliiible for thIs protection. The dire nttd of theM low moome 
beneficiaries for htlp ~ their M.cSicare cosllhaiina was IUch that Congressional 
Democrats and Ropub~cans lupported acatio" of the Qua1.1tled Medicare Benetlclary 
(QMB) program. 1b!s :tc&i&laUOD. was signed into law by President'Reagan and 
expanded in a subsequent law a!iI1od by Presidont Bush, . 

I 

I 
I, 

.' 


http:com.mu.ll.1r.rr


I 

l ..... 

I.,. 

, . 'Page 4 - The Honor~ble 'Thomas 1. Dilley, Jr, 
1 	 '" :I 

ie 	 kepeallnJ Jlur~lni home reform • The RepubUcan bill abotepesls f.derAl ~siDi 
home que.llty ltandardl and directs Stites to adopt whatever new ata.Ddar4a the)' mooso. ' 
In light or the enocmou.s r.duetioD mfederal finanoiat 8.i8U;uwcc. it 15 unc1e.ar how States 
wID be able to afford'to develop and enforce quality standards to cosure hiP quality of 
care and quality ot Ufo in nurs1D& homes. BvcJl without this au. however. It Is importeJ1t 
to romember that pripr to national nurahla home quanty standards, tbt Institut. of ' 
Medlclne reported that aU Stat('s had faellit1" with loriOUl defiaencies In 1lW1WJ home 
quaUty of care. Repeal of ~ homo quallty 6tandards fnvite& a reuun to tho days of 
patient abuse, neglect. phyalea1 rCiU'atnr, and over"medication. These very threat& to 
patieJlw were the basis of the common ground, bipartkan IUppon for ,mlrcfns horne 
rcfonn under the ~~ AdmlrJlstration. 

I 

By convertins ~edicaid irlt() a, block ifDIlt to States,with severely reduced federal 

f'IO\1f~.S and with III end to IUlY 1WU"lUlteed coverage for individ.uals" the Republican 

Medicaid Traullformatioll Act of 1995 turns its back on these common ground 

prolcaions our natton has Uved by for many year&. This is Ullconselonablc and 

unnecessary. The PrfrddtmthA.& £.hewn tha.t thOle is a 'b6ttor way. 


i 
I 	 . 

nlC President would p~~ covetue Wbfle promotioi efficieDQ: and fjexibilltL 

PresIdent Clln~on haa put forth a balanced budget plan with Medicaid chaDies 
that would increase lta.t~, flexibility. promote more cmcl~QCY in health care, and m.aJntain 
oommon ground prot~ODl fOI Amerlcans wb1le protectinj covClrage. Tho Preildent has 
called lor Mediatid reforms that would yield, SS4 billion in savinis aver seven years. 
These savings would,tesu1t from reforms in Medicaid "dUproportionate 6hare" payments 
to hospitals. and from the application of a "ptr ocpita cap" to Medicaid matcblIli 
payments to Statea. ~c per eap1ca cap would mldntain lhe fed.ral oommitme2lt to ahue 
with the Statel thcco:,st of propam gi'0'W'th brouibt on by facton such u an economic 
uuwntuni or irowth in the number of those ill neod. Combined with additional reforms , 
providiIlg·States area~ ll.eJdbflity in the.design and manaa.ment of their Mcdie&ld 
programs, the Presld~nt'l propOsal wow.4 l.ad to reductions in the rato o£ Mc:d1ca1d 
.	spendl.ftg whilo mai.ntG.UUng the QlJ'1'Cot gl,Ianwteo gfhealth covcll8e 50 erltlcal to 37 
mllllou mothers. chUdrcu, elderly•.and disabled Uld1v.1~uals. 

, " 
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October 11, 1995 

TO: 	 Distribution 

FR: 	 Chris 1 ennings 
1ennifer Klein 

RE: 	 Shalala's MediCaid Letter 
I 

Attached is a .copy of a letter Secretary Shalala's letter to the Commerce Committee that 
outlines the administration's position on the $182 billion dollar Medicaid cut. The document 
concludes with Secretary Shalala's warning that she will recommend a veto of this legislation 
if it passes in its current; form. 

We thought you would qe interested in seeing it. Please call with any questions. 

e. 




'. " " -{' j " 
:' :; , -, , ' " -. .' ",' i" '" , 

, PaaeS· The Honorable Thomas J. Bliley. Jr. , ' , 1 ' , 
.." J.,; ,. 	 ., . '::I ' 	 , , 

_, 	 1Ll UBht of thls pOiluve alternative, there isBo reason for the 'cOngre&s,to pursu. ' ", 
., 	 the W..considered changes in tho Medicaid 1'ra.t1sfnrmatlon Act or 19)15. Tho magnitude 

of cuts ,in 1his bID psss*d by the, House COmmittee on Comm~r" arc '60 large 'as to , 
acriouslytJ\rcAt8J! hea1;hG&Noovera.ao for =iWolli of Amerlcans.1be blOCk gra.il.t, 
Itructw'O is not a '\liable approach. lUlU the bill repealS common ground reforms adopted 
OYer the past deca.do wpromote, qua1Jty of nursing home care. assure. amodicw:n of , ' 
finanCial protection for: spou.sesof nuning home1es~dent and fo~ low income elderly, IUld 
puantee cOveraaeof Ufe-savfn, and cost savlq h.a1th Care NM.eCa for ptcpant 
women and eb.!ldren fn\ pov.rty. ' ,,' , ' , '. ; , , ' 

" AB SL&leuaboveJ ,I would airooaly recommend that tho Preddent veto the' ' 
Medlcal<1 Transformatf.~D Ad ,of 1995: ,An identJeal letter 15 being sent, to Congressman 
Johli D. DlngelL RanldDS'Minority Member, Commerce CommittGc.'" ' 

,I ' ' ' , , 
, ! ' 	 ' 

I, 

, i 
, 

Since~ly. 

"~'7~' 
DonnaE. Shalala 

I 
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