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RESTRUCTURING MEDICAID: Concepis, Issues, and Alternatives' 

INTRODUCTION 


As, part of a broader strategy to balance the federal budget, the U.S. Congress has adopted a budget' 
resolution that includes expenditure targets to reduce the rate of growth in ~osts of th~ Medicare 
and Medicaid programs. As individual entitlements, these programs are designed to adjust 
automa!ically to increases in the number of eligibles and to increases in program costs and 
utilization. As a result~ there is no upper limit on annual program spending growth. In the case ,of 
Medicaid, the program is projected to grow. at more than ten percent eac;h year for the' hext five to 

, seven years-a rate in excess of twice the consum~r price index. ' 
" ' 

This paper will examine some of the major issues in restructuring Medicaid. It begins with a 
presentation of program flexibility issues associated with the current Medicaid program. This is 

"followed by a brief discussion of why differences exist among states in current Medicaid 
expenditures. The third section examines the financing and policy issues that surface when 
limiting the growth of Medicaid. Finally, the last section identifies s,ome specific programmatic 
issues"that arise under a capped entitlement. An appendix..is included that highlights the basic 
elements of the Medicaid program.' " , 

This paper is designed solely t9 stimulate discussion. ,In some case~, alt~rnatives and options will 
Qe presented.' In. other cases, not., Tile alternati,:es and options are intended to help define the 
breadth of the issues, notto limit the debate. In short, this paper is not an endpoint, but rather it is 
a beginning. 

PROGRAM FLEXIBILITY 

For the'last five years, Governors have been unified ,in their call for more flexibility in the 
Medicaid program. NGA flexibility proposals were developed within the context of a program 
that has an individual entitlement to eligibility and services. Governors' calls for flexibility 
focused on service delivery systems with less emphasis on ~Iigibility and benefits. With 
proposals under' cohsideratibn that could eliminate' all or part of the Medicaid individual 
entitlement" the scope of flexibility is virtually boundless. Flexibility discussions take on an air of 
a federalism debate. ~pe~ifically, wh~t level, of direction, oversight, and accountability should be 
retained at the federal level when the federal government is making a significant financial 
contribution to the program, but the state has responsibility for its design and implementation. For 
example, the most flexible proposal for Medicaid is one where there are no federal parameters 'on 
eligibility, benefits, service delivery systems,. and quality assurance; nor are there 'any 
maintenance-of-effort· requirements for state spending., The following is a listing of major 
program areas and alternatives for flexibility.' ' 

ELIGIBILITY 

The current Medicaid program specific~lIy defines who is eligible for Medicaid services. The 
federal statute defines nine mandatory eligibility groups and ~lIows states to choose from an 
additional seven, In'broad terms, the program covers certain poor adults, poor pregnant women, 
and children, certain pers~:ms with disabilities arid certain ~Iders in need of long term care. 

There are several broad options th~i might be considered in making eligibility more,flexible for 
states. The following is aI!st of some of those options~ 'This list is not exhaustive. 
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1.. 	 To'tal State Discretion. The federal law would be ~completely silent on who is eligible 
" ',for the program an,d would 'I.eave the. decision solely to states.' 

2. 	 Minimally defined optional categories. The' federal law would stipulate that federal 
funds must be spent in some' general categories like poorfamiiiesand childr~n, persons ,,' 
with disabilities,.the elderly. States would be given the option to operationally define the 
categories by setting income' or age' limits and defining 'disability .according to state 
standards . 

.3.' 	Explicitly defined ol1tiomll categories. ' The federal law wou,ld stipulate that:,states 
could use fede'r~1 funds to pro~ide care to only certajn categories of people; for example, 
children and adults below 100 percent of poverty, persons,needing nursing home care 
below 200 percent' of poverty. States ,could select from among these categories., 

, However, there ~oula be no entitlement .q benefits if one rnetthose eligibility criteria.. < 

4. Mandato"; categc1ri~; The federal i~~~ould stipulat~'who is eligible 'for the prdgra~ • 
arid that they are entitled to, some level 'of care ifthey meet the eligibility requirements. 

, t 

BENEFITS 

·Federal . Medicaid' sUl-tutes ex,pl icitly . define, 'services, that' are ,reimbur~~ble under, the program., ' 
Curr~ntly the program has thirteen mandatory 'services categories.State~ may choose to offer up . ' 
to 33 other services., (It sh'ould be noted' that these optional serVices are only for the adul~ 
population. All services' are mandatory for any child under age 22' currently enrolled' in the 
program.)., Th~re are ,several bro~d options that mighfbe consideredin defining service categories· 

" thatare more flexible for states. Thefollowing .is ~ list of some of;ihose options. Tliis 'Iist is no~. 
. ' exhaustive. 

1. 	 State Discretion as to Covered Services. The federal law 'would be completely silent . 
on What services are allowable under tlie program. All decisions would, be I~ft to each. 

, 	 '. .. 

state. 

2. Optional Covered. Services. The federal hiw would stipulate that states could' use 
.', 	 , 

, federal funds to provide care in certain categories (e.g., inpatient services, outpatient 
services, physkian yisits, home health car~)~ States would be free to 'seiect from the 

,options, determine the amount 'duration and scope of services; and set reimbursement 
'. '.' , " . 'i.' 	 • 

rates. However,there would be no entitlement to benefitLUnder this option, the federal . , , 	 ' 

government would set up parameters for the use of federal funds. 

3. Mandatory Services. The federal· law would require states to provide a menu of 
mandated serviC~s to those who a~e eligible for the program and specify that they are', , 

. entitled to somelev~lof care if they meet th~eligibility requirements. 

SERVICE DELIVERY SYSTEMS 

The following is a listing ofSome ~reas where the Medicaid pr!Jgrarri' might ~e made more flexible . 
and streamlined for states. 

• " t. • • • 	 • 

Managed' Care. At recent count, 43 slates have some form of managed care in their programs: 

Yet, states must submit waiver. applications and apply for waiver renewals every two years. 

Moreover,states are limited in their Ilhilityto establish networks of care in geographic locations 

with large' Medicaid population~becaiJse t'ederalstatutes prohibit Medicaid benefi~iaries from' 
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being se~ved in ,health maintenance',organizationswhere more than 75 percent of the enrollees are 
,Medicaid and M~dicare'beneficiaries.' This st':ltutory requirement was thought to assure quality in 
such HMOs, but there has been no evidence that this proxy has ever ~orked., It could be repealed. 
States could be given the ability to establish networks of care (includins. fully and' partially 
capitated systems)' under a restructured Medi~aid J!rogram ~s part of its regular program 
administration and without any waiver requirements. 

H9me and Community-Based Care Programs. Home and community-based care (HCBC) 
'programs are an important' alternative to' institutional care for frail elderly and persons with 

." • r 

,disabilities. How'ever, existing Medi~aid statute~ have a programmatic bias toward' institutional 
care. There are more than 1 00 different HCBC programs across the nation, ,and each state has at 
least one program. States'are required to use the waiver process to establish such programs. 
Statutes could be revised to give states the authority to establish these programs through a plan 
amendment process; however, states must retain t~e authority to limit the number of individuals 
who could enroll for such care. 

, " .' , 

Nursing Home Reform Mandates in the OIi1Dibu~ Budget Reconciliation Act of 1987: 
'Congress mandated extensive new quality assurance measures for the Medicaid nursing ,home 

program in 1987 that allows' the federal government to micro~manage state nursing :home 
programs. States could be given more flexibility to administer their programs efficiently. Toward 
that end, Congress could repeal the Preadmission Screening and Annual Res~dent Review 
(PASARR) requirements~ PASARR has been costly, ~nd states have developed other strategies to 
assure the appropriate placement of individuals with disabilities. ,', In addition, the specialized 

, annual resident review for mental illness and mental retardation is duplicative of existing annual , . , ., 

, review processes and could be eliminated. Serious consideration ,must be given to the extent to 

which qualitystaridards remain mandated by the federal government as. compared to a federal 


, ma.ndate that says that states must have quality assurance systems but the states are given the 

freedom to determine what those standards might be. 

REIMBURSEMENT SYSTEMS AND RATE SETTING' ' 
, , 

'States remain saddled with the inflexible pro~ider reimbursement standards of the Boren 
A~,endment. These standards limit states in their ability to establish instituti'onal (e.g. inpatient 
hospital and nursing home) reimbursement rates. The Boren Amendment could be'repeale,d and 
assurances be put in place to protect states 'from federal and judicial intrusion in ~he rate setting 
process. It should be noted that because of the revolutionary changes, in American health care 
system, the Boren Amendment is much less relevant today to hospital rates than just afew years, 
ago. Because of these market. changes, states are negotiating with health care'networks for more 

, comprehensive health care pac,,"ages that inelude hospital care ..As such; the rate negotiation for 
, hospital c~re is between' the hospital imd the health care lJetwork not the hospital ,and the state. 
While the impact of the Boren Amendment on hospital rates is declining, the Boren amendment 
also applies to nursing homes. Therefore, repeal or other forms of relief are needed., 

, States could be given'the opportunity to explore alternative strategies for provider payment 
methods. Though Medicare and most private payers have moved away from cost-based 

, , reimbursement; federal legislation has mandated that certain providers be paid on'the ,basis of 
~osts. Mandatory "reasQnable cost" reimbursemerit could b~ repealed. Moreover, st~ategies that 
try to tie access to care t6 ce~ilJ' reimbursement ratescouldbe eliminated from Medicaid statutes. 
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ACCOUNTING FOR EXPENDITURE DIFFERENCES AMONG STATES 

Whilel~beled under the national rubric of Medicaid, the Me~icaid program functions, for better, or 
'worse, as a' state/federal partnership. The federal' governme'nt establishes broad para~eters to 
meet national. policy objectives;: the states design and implement their programs within, those 
parameters; and the states and federal government share in the financing of the program. The 
federal government pays about 57 percent o(costs and the states pay about 43 percent. As might' 
be expected, significant differences exist among states in federal expenditures. These differ~nces 
can be explained by the federally determined financing structure of the program, state options, ~md 
state econom ic factors. ' 

FEDERAL LEGISLATION 

, Under the Medicaid program, states and the f~der~1 government share in. the',cost or the program. 

States may pay ~s ~uch as 50 percent of all service costs or as'little as 17. percent depending upon 


,a matching formula. The formula is based on ~ comparison of the state's per capita income 

compared to national per-capita income. States with higher per-capita income,are,required to pay 

a greater share of 'expenditures than states with lower per-capita income. Each state ' s, sharing 

arrangement is,adjusted annually to reflect the state's per-capita income compared to the nation. 

Moreover, because ,the Medicaid individual entitlement is linked, in part, to measures of poverty, 

as a state's economy worsens, the n~mber of persons eligible for the, program grows. ' 


, ~ . ' 

, STATE CHOICES 

As described earlier, states may ,add ~p to seven optional eligibility' categories and up to 33 
additional services beyond those that are required' by federal law. States differ significantlY,in 
their selection of optional eligibility and service categories. ,States also set the' amount, duration 
and scope of serVices as well as the reimbursement for'those services (Boren Amendment not 

'withstanding). Expenditures are generally higher in those states that adopt more options." Finally, 
almost all ,states make supplementary 'payments to hospitals under the Medi'caid Disproportio,nate 
Share Hospital (DSH) program. Prior to 1991" ..states were free to determine the size of the 
program. AIt~ough ,the program's growth i,s ,now capped, difference's' among states inDSH 
spending,remains. " '", ':. ' 

. . , . .. 

STATE ECONOMIC CONDITIONS AND DEMOGRAPHIC "CHARACTERISTICS 

Finally,' economic and demographic d'ifferences exist among states. Differ~nces exis.t in the 
overall cost of doing business as well as in the costs of medical 'care. For example, states with 
more mature managed care markets have a higher percentage of Medicaid beneficiaries in 
managed care and are 'able to reap .the financial benefits of nenvork~'of care. The amount' of 
excess hospital or nu~sing home capacity can, also 'affect ,price .. : 'State de~ographic charactt';ris'tics 
also affe~t spending. For example, states 'with greater proporti~ns of elderly and children are 
likely to have more Medicaid enrollees than those who do not. 

In short, a complex matrix of federal action, state-based policy ,decisions, and economic conditions 
contribute to the differences among states. ' 
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LIMITING MEDICAID GROWTH 

THE 1996 BUDGET RESOLUTION 

,In late June 1995; Congres's adopted the federal fiscal year 1996 'budget resolution~ It calls for 
, limiting the growth of spending in the Medicaid program. The provisions of the resolution that 
pertain to, Medicaid: ' . "., , 

e 	 permit $773.1 billion in federal Medicaid spending over seven years, 

e propose to save $181.6 billior ,in federal funds from current baseline estimates through 
, programmatic changes, 

e' limit.annual, Medicaid growth to. 7.2% in federal fiscal'year 1996,6.8 % in 1997, and 4% 
, for each year thereafter, and,' , 

e 	 reaffirm the current state/federalmatchingarrangements(so states 'will be required to 
spend~tate ~ollar~ in order to draw'down,feqeral fUf1ds)., 

The agreement makes no reference, however, to block grants as" a strategy to 'restru~ture the 
program and leaves it to the authorizing committees to determine the best strategy to meet the 
targets outlined in the resolution. This resolution, while not binding,provides the framework in 
which appropriations and authorizing committees will, conduct their ·work. 

STRATEGIES TO LIMIT GROWTH IN MEDICAID EXPENDITURES 

The' Congressional authorizing comm ittees are expected to consider an assortment of restructu~ing 
options in' order to limit federal spend'ing in ,theprogra~ and meet tqe budg~t targets. A number of 
different ~Iternatives 3J:'e available for their' consideration. ...' 

"Presei"\(ing the Policy Objectives of the Current MedicaidProgram 

~hile the Congressional leadership has expresse~ inte~esi in"elimin~ting the individual e~titlement " 
in ~he Medicaid program, strategies exist that will allow for program savings while preserving the 
entitlement nature an~ policy-making of the current program. 

1. Current Medicaid...:..streamlined and Downsized. In this, approach, Medicaid' would 
. 	be. kept as an individual entitlement. 'To briflg program costs' under control, Congress 

could make statutory changes.that make program operations more cost efficient and, if 
necessary, they 'could ,legislate reductions in eligible populations and' services. In 
addition, 'they would' establish jnstatute streamlined service 'delivery systems. The' 
Congressional Bud'get Qffice~~uld have to estimate that the finanCi~1 impact. of .the' 

. programmatic changes are consistent witli budget' targets. 	 ' ' , 
, , 

2. 	 Curr/ilnt Medicaid \VithChanges' In'Federal Matching, P~rcentages. In this 
approach, Congress could streamline the'program but would maintain the'individual 
entitlement. To achieve the federal savings, the federal share of the program wouid be 
lowered for each state (e.g. from a national average of 57 percent to 38' percent): As 
such, states would be required to increase their spending to ac~ommodate the reduction 
in federal funds. Like the first option, the Congressional, Budget Office would have t'o 
eSfimate, that the financial impact.of 'the programmatic, c~angesare consistent with 
budget tll;rgets. ' :,' ' 
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3. 	 Curr~nt Medicaid Witb .Limited Federal Funds. In this appr9ach, Medicaid would be 
kept as an individual elltitlemerit'and there would be little or no change to the exis.ting 
program structure. Congress would limit, however, the amount of federal funds 'that 
could be spent in the program in any year. If the program cost's exceeded the available 
federal funds, states would be required to make up the difference. While so~ewhat 
draconian, this would give Congress budget certainty in.the program. 

Alternatives' to tbe Existing Program.....:capping Strategies 

.	It is certainly true. that Congress could achi~ve budget savings or perhaps attain budget certainty 
while preserving the existing Medicaid program. It does not se~m very, likely that they will take 
such an approach. .Rather, proposals have surfaced that partially or completely break the 
individual entitlement and achieve budget savings by placing an expenditures cap on the entire, 
program (i.e. and aggregate cap) or place limits on spending for any individual (per-capita cap).' 
By breaking the individual entitlement, Congress could subject the Medicaid program to,'annual 
appropriations. Doing so, however, would subject states to great financial uncertainty. Legislative 
language is expected that will give the states certainty in their accessto federal Medicaid doll~rs 
perhaps through the establishment of an "entitlement to states". 

4. 	 Aggregate Annual Growtb Cap. Under an aggregate growth cap, annual increjises in 
program expenditures are pre-determined federally and cahnotbe exceeded. This can be 
done by establishing a national growth rate to which each state must adhere (e.g. each 
state cannot grow mo~e than 7 percent annually) or by allo~ing states to grow at 
different pre-determine rates, through a formula allocation, as' long' as the national .. 
gr()wth does notexceedthepre-determined national limit. 

5. 	 Per-Capita Annual' Growtb Cap. Under a per-capita growth cap, average a':1nual 
spending per Medicaid enrollee is dete'rmined. For example, 'a state could not spend 
'. '. -	 . 

more, on'average, than $2,500 annually per Medicaid enrollee. (In.'practice it would be, 
necessary to calculate caps separately fpr different eligibility groups such, as the elderly, 
·children, or persons with disabilities.) The federal government then defines an annual 
growth rate that could be applied nationally or Oil a state-by state basis. For example, in a 
given state, Medicaid spends on average $2,500 for each enrollee. If a 5% annual growth' 
rate is imposed for the following year, the state would be permitted to' spend, 'on average', 
$2,625 for each enrollee.,' Total' program costs would be calculated by estimating, the 
number of people in the program and multiplying that number by the per-capita cost. 
1he Congressional Budget Office would have to estimate that the financial impact of,the 
programmatic changes are ~onsistent with budget targets. 

Capping Strategies and Individual Entitlements. Congress could choose to could maintain an 
individual entitlement to eligibility and benefits under an aggregate cap. In fact, Option 3 above is . 
such an example. In fact, if Congress tries to impose any individual entitlement requirements in 
the program, states .could be at risk of continuing .to pay for care e~en if federal funds run out. In 
order to establish a per-capita cap and keep within federal budget limits, the federal government, 
must define those populations eligible for care (i.e. establish an individual 'entitlement to 
eligibility). In fact, the federal government would be required to establish manQatory eligibility 
categories. 
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Strengths and Weaknesses of Aggregate and Per-Capita Caps. Significant differences exist 
between aggregate and per-capita caps in both their implementation and policy objectives. An 
aggregate cap is relatively simple to administer-formula allocation issues aside. Because the 
growth is calculated ,in the aggregate, states could be given significant flexibility to define who' is 
eligible for the program ~nd what' services can be, offered. To m~ke it politically acceptable, the 
aggregate cap may require some reallocation of funds. Aggregat'e caps al~o 'offer the federal 
government complete predicta~ility in federal exp~nditures. On the, downside, sOlT!e but not all,of 
the· factors that have resulted in differences among states iri the current Medicaid program remain 
(e.g. changes in population, economic downturn, differences in cost-of care). Some of these might 
be addressed in a formula all9cation. However, depending on the level of federal funding, there 
could be winners and losers. 

,With regard to per-capita caps, the individualentitIement to eligibility would be retairied, and 
states would be assured of p'er-capita payments for each eligible beneficiary, irrespective, of 
changes in population demographics or economic downturn. The federal government would still 
have to establish a growth rate to be applied to the per-capita cap. HoweVer, this growth rate 
would only have to reflect differences in utilization patterns and m~dical inflation: This approach 
retains' an individual entitlement to services, if a state was interested in redefining eligible 
populations, other' strategies (i.e. waivers) would be required, While giving protections for 
populations, this approach does not offer the financial certainty to the federal 'government on 

,expenditures since the ·financial impact of changes in population demographics and the economy 
,can be modeled but not determined with certainty. , 

ALLOCATION OF FEDERAL 'FUNDS UNDER CAPS 

Congress may decide to use existing annual federal expenditures to define the base year and use a 
uniform annual growth percentage for all states. Or they may opt to define some other allocation 

,strategy. In the following sections, factors and issues associated with the allocation of fUl)ds are 
. presented. This issue is complex and 'highly political. . The reader should,not assum~ that the 

detailed discussions of alternative allocation strategies is an endorsement for any allocation 
strategy or that an alternative allocation strategy is needed at all. Rather the detail represents an 
attempt to assure that the reader understands the range of issues that could be considered In an 

. allocation debate. 

Allocation Factors 

The following is a list of some factors that might be considered in any allocation discussions. 
They fall into three broad policy categories~beneficiary-related, state fin~ncial .capacity, and 
outcome-based incentive factors. Neither within nor across categ~ries is this list exhaustive. In 
some cases, different proxy m,easures are presented for the same underlying policy objective. This 
,was done because proxies are, always imperfectmeasure~ of underlying phenomena. Any cha~ges 
in allocation might incorporate two or more of these factor~. 

Beneficiary-Related Factors. These attempt to allocate funds based on the distribution, among 
states of those potentially served by t~e program,: .. ' 

Poverty population-Gener~l.· The federal governme~t has es~ablished a national defini~ion 
of poverty, that is calculated annually. Through census data, the number-of people in poverty 
in each state may be calculated. 
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'1 .' 

Poverty, Population-Below Age' 65. This measure is a proxy fDr' AFDC-related 

, , beneficiaries in the current program~ 


Pover'lY Population-!Jelow Age 21. This measure is anDther prqxy fDr AFDC·related 
beneficiaries i'n the' current program since mDst D~ them are chi Idre'n. , 

Low IncomePopulation-Over Age 65, Give~ the high CDSt .of nursing hDme care, this, 
, measure is a prDxyfDr the elderly populatipns in the current program. ' 

Low Income Population Over Age 75 (or 85) This measure is alsD ap~DxyfDr the elderly 
pDpu'latiDns in' the prDgram. A higher age c~tDff is thDught tD better reflect those WhD might 
have need .of nursing home care: 

, , 

Supplemental, Security Income' (SSI) Population.' The SSI PrDgram: is a federal cash 
~ssistance program fDrcertain pDDr persDns with disabi'lities and the eld~rly. Under current, 
law, SSI beneficiaries are automatically entitled tD Medicaid. Under a capped entitlement, , 
this measure is a proxy fDr the'distributiDn .of perSDns with disabilities amDngstates. There, is 
SDme thDught, hDwever, thatan SSI measure is nDt necessary if a pDverty measure i,s included' , ' 
in the fDrmula, The SSI eligibility is, in-part, based on poverty program, and the distributi'Dn 
of SSI beneficiaries among slates is similar tD the overall distribution of poverty 'across.' 

. - , .- - ." 

states. 

State Financial <:;apacityand Cost Factors. Congress m:ay~hp()se to ad.opt a policy tbat adjusts, 
the distribution .of program funds not solely on beneficiary distribution but also on the capacity of 
states tD provide care fDr the pDpulati.on. In the current Medicaid program, this pplicy is reflected 
in the federai matching percentage.: States that have higher per-capitain~ome relative·tD the nation 
must pay a greater share of costs than states whh lower per-capita incDme. The budget resDlutiDn 
suggests retaining the Medicaid 'matching percentage: CDngress cDuld 'cDnsider Dther'factors (like 
the .o'nes listed ·bel.ow) t~ establish th~ ~atchirig' rate. HDwever, 'nothing precl~d~s Congre~s from 
using state capacity and cost factors in any '.other llll.ocatiDn fDrmu las. 

;. , ' ., 
Per Capita Income. This measure is a pro~y for reveh~~~raising capacity of the state. It is 

, calculated annually.on a state-by-state basis by the Department, of Commerce, Bureau .of 

ECDnomic Analysis. T~is measure is calcu'lated by dividing totalinconi~ in the state by'the 
total populatiDn in the state as measured by the Bureau .ofthe Census. 

Unemployment Rate. This measure is another proxy for the eCDnDmichealth .ora slate: It is 
calculated and:available,mDnthly on a state by state, basis. Unlike ,per-capita incom~, this 
measure is'assumed tD be a ;nore current measure .of the state'sh:ealth. 

", 

Total Taxable Resources (TTR).· TTR is, a' proxy measure for the capacity .of a state tD , 

, 'generate r~v'el1ues thrDugh its tax structure. The measure is calculated ann~ally .on ~ state-by
state basis 'by the Department .of the Treasury and reflects personal incDme as well as'a 

, state's grDss state prDduct' , ' . , 

Consumer Price Index. This measure is a proxy fDr the cost .of providing services. It is" 
calcu lated by the Department 'of' Commerce for the natiDn and 'fDr specific geDgraphiC areas 
but nDton a state-by-state basis. Because of its method.ology, the con'sumer price index is 

, not conside~ed a' reliable measure fDr cDmparison among states,' , 
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Medicare Hospital Wage In·dex . .This measure isa proxy for the cost of doing health care 
business in a state .. It is calculated by the U.-S. Department of He~lth and Human Services 
and is used in the Medicare program. The data are not currently available on a state-by-state 
basis however, the calculation can be done from the existing data set. ' 

Outcome-Based Incentives.. In recent years, business imd· government has' moved toward' 
performance or outcome based measures. of program success. ,Unlike most of the, preceding 
factors, those listed below are general ,categories that would need more exploration and refinement 
before being considered, in an allocation formula. 

Efficiency-Related Factors. These are factors thaj would increase alloc~tions of fund~ to 
states based on. program administration such ·that those states that administer programs more 
efficiently would· be reward~d .. Two examples of factors that miglit be considered in this 
category are proportion' of beneficiaries in managed care and proportion of spending 
allocated to administration as.compared to services. , 

Effectiveness-Related Factors. ,These' factors would:provide'allocations to states based on 
how successful a state has been in meeting certain health' related goals .. For example, 

, allocations .could be made. based. upoQ· the number of children' under age two who are 
immunized. Some examples of these measures are .described in the U.S. Public Health 
Service's Healthy People 200~ d~cument or in states' version oftl:tis document. 

Weighting . 

Once 'th~{actrirs have been chosen, decisions must still be made concerning the weighting of each 
of the factors in the final equation. For example, 'since the elderly and disabled. represent about 70 

, '. 	 . 
percent of spending in the current prograrri, should measlJres of the elderly rece.ive a higher 
weight? What weight should state' financial capacity factors have in the' formula? This set of· 
deci~ions· is as difficu.1t and complex as-the decisions that guide the. selection of factors, 

· themselves. 
, 

· Allocation Strategies 

In the following sections, three broad options to allocate orre-allocate funds among states are 
presented. The first most closely, represents existing expenditures. The second makes adjustments 
to growth, and the third makes adjustments to base year and growth. While a basic approach is 
taken in the latter two options, a number pf additional modifications can .be made to fine tune. the 
formula.' '. 	 ' . 

These options are not a.llocation, formulas; Rather, they are concept~al approaches to. the 
· allocation of funds. 

1.. 	Use Existing, Base Year Expen,d itu res and Allo~ate Growth Proportio~ally Among 
States. Under this approach, the new federal dollars would be distributed among states 
'proportio~ally using the same percentage. The groWth would be calCulated against actual 
base year expenditures in the state .. Proponents of this approach wo~ld argue that the 
current program represents the state's financial, cornmitment to those.served by Medicaid 
and the state's commitment should be preserved. They also argue that changes in the 
base. would cause serious disruptions in services. . 
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2.' 	Us~ Existing Base Year Expenditures' and Aliocate Growth According to Formula. 
Under. this approach, the new feder~1 dollars would be distributed among states using .. 
some agreed upon formula that reflec;ts some new set, of ~policy objectives for the 
program, Over time, distributi<)O of ail federal funds among 'states will begin. to 
approximate the.underling policy. objectives of the new program, Proponents of this. , 	 ., 
option would argue that the federal government is attempting to make the distribution of 
federal funds among states more consistent with the ne~policy objectives and it protects 
the base so that serious disruptions in services.do not occur. 

3. 	 Reallocate Both B~se Year and Growth Funds .. The goal of this option is to assure 
that federal. Medicaid funds are distributed among states according to some 'accepted 
policy. objectives. Proponents of this option argue.' that. the federal government is 

. committed to' assuring 	that all federal funds are distrib,uted according to new policy 
objectives,Because this option pools base, and 'growth funds and reallocates them, from 
the outset, some states could see significant financiaf windfalls while others could see, 
major reductions.' Congress might consider a transition periodiil which to' implement 
such changes. This can be done by plaCit)g upper and lower limits on annual change. 
Once..the distribution of total expenditures is consistent with the' policy objectives, 
adjustments among ~tates could be d~altwith solelY,tlirough the allocatio~ of ann~al 
gro\\1h funds, ' 

Allocation Formulas, Aggregate and Per..'Capita Caps. The factors that might contribute to 
allocation fomlUlas for aggregate caps andper-capiiacapsdiffer in a number of ways.. The most 
obvious example is the allocation of growth funds under a per-~apita cap. ' Because the per-capita· 
cap assumes an individual entitlement, distri,bu~ion of growth dollars do not have to account for 
state differences in caseload growth' and economic health.' However, since states differ 
significantly in per-capita spending under the current program, the same arguments regarding 
reallocation apply, 

PROGRAMMATIC ISSUES UNDER A CAPPED ENTITLEMENT 

The following is a partial listing of programmatic issues that will arise as if the Medicaid program 

is changed from an uncapped to a capped entitlement. . . 


Transition to a New Program. Major changes in the Medicaid program will take time. In many 
. cases, the changes will require concorriitant changes' in state. legislation. Such changes may 
require hearings and publication of new state rules and regulations all of which will take time. ' 
Operationally. states will need to redesign their computer systems, develop new program operating 
standards? establish new reimbursement rates and re'imbursement systems, and states wil.1 have to . 
begin retraining of policy and service delivery staff. Again, all of this takes time. 

Ofall transition issues, however, the most iinportant i~ financial. The federal government operates 
its accounting systemon a cash basis. Thatis~state Medicaid expenditures are credited to the year . 
in which the bill is paid, ilOtbased on the date,of service ofthe bill. ,All health care systems have a 
lag between the time that the service is provided and the time that the bill is paid. In Medicaid, this 
is typically 30 to 90 days but the lag can be as long as a year.' As a result, during the first three 
months of the fiscal year in which the cap is implement~d, states will be paying bills which were 
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incurred when the program was bperating as.an uncapped 'entitlement. States may have 
. insufficient time to streamlil)e the program to operate within thefederaliy ;et expenditure limits, , . '". ~ 

Administration. Under the current Medicaid program, administrative costs, like service costs, are 
not capped. The, Congress must decide how states should be reimbursed foradministrative:costs. 

Section 1115(a) Waivers .. More than ten 'states have had section 1115(a) waivers approved ,by the 
federal government. In many" bur not . all cases, these states have negotiated for, exp,~nded 
populations~md expect to incur additionai"program costs inthe future. Since most have not been 
operating in federal fiscal year 1995, they wi II not have incurred expenditures in the year that may 
become the base year for the ,program. Therefore, they may'not have a sufficiently large base to , 

. Implement waiver population expansions. In 'addition, a nu~ber of st~tes have negotiated annual' 

growth rates t~at are greater than those in the budgetresolution. '. :' 

Expanding Eligibility Under A Per-Capita Cap~' As has been mentioned previously, per-capita 
.caps would require federally defined e!,igibility categories. Such a ,requirement could preclude 
states from using federal dollars for other populations as they currently do under the existing 
1115(a) waiver process.' IfCorigress wants to continue giving states authority to change or expand' 

, . 
eligibi,lity under a per-capita cap, some mechanism,. probablya waiver. process, would be needed 

. to assure that the state is spending no more than might have been expended.ifthe federal eligibility 
, requirements had remained in place. It sho.uld be rioted that Governors have objected to the 

b\lrdens associated with a waiver process in the past.' , 

MedicaidfMedicare Dual-Eligible~.' Some 40perccmt of t~e SSI-related beneficiarIes are 
enrolled in, both the Medicaid and Medicare programs. Thesepeopie are referred to. as "dually 
eligible". ' States p~.YMedicare Part B premiums., arid; in some ~ases, Part A premiums, 
co payments and d~ductibles for dual eligibles. " If Medicaid funds are limited, the 'relationship 

, between Medicare and Medicaid must be streamlined as wetl, so that states can more efficiently 
, and effecti~ely coordinate 'the benefits between the two program~. In addition, Congress must be 

aware that increases in premiums, copayments, and dedJ.lctibles ,in the Medicare. program will 
result in increased Medicaid costs. ' . . . 

Quality and Pet;'formance Standards. 'The current ,Medicaid program contains a variety of' 
statutory and regulatory requirements that govern quality anda~ce'ss ~o' care. Uhder' a capped 

"entitlement, .the federal goverm:nent will sUII have an ,interest in assuring that the ,states are 
accountable for the use of the funds. States and the federal government must de~idewhat types of . 

. requirements rriigtltbe'necessaiy to assure ~ccountability. ' 

" , ' 
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MEDICAID BASICS 


Introduction 

'Since its inception, Medicaid has been a program ,desIgned to give states options in eligibility, 
,services;reimbursemerit rates, and s,ervice delivery systems., Although described asa national 
program, Med icaid is really a conglomeration of 56 different state Med icaid programs. Originally 
designed as an adjunct to' welfare; its public policy objectives have grown beyond a welfare- , 
related health program to one that provides an extremely broad range of coverage to pe~sons with 

, disabilities, the elderly, and to poor,children and poor pregnant women. , 

Beneficiaries 	 , ' 

Medicaid 'provides health coverage to more than 33 inillion poor' and near-poor pe'ople each year. 
About 50 percent of those covered are generally healthy children, about 23 percent are generally 

healthy adults, 12 percent are elderly and about ,15 percent ~re adults and children :who are blind or 
who have disabilities. There are nine federally mandated eligibility categories that all states must 

cover and seven optional ;eligibility categories that states may choose to cover. 

For programmatic convenience 'the various eligibility groups can be divided into two general 

categories. 

AFDC-Related Group-AFDC adults, poor pregnant ,women, and generally healthy, but poor 
"children. "',' " 

SSl-RelatedGroup-The eld~i"ly and persons ~ho are'aged, blind, an'(j disabled. 
, 	 , 

Services ' 

Medicaid offers a broad array o,f services to meet the complex, needs of the program beneficiaries. 

They include both ,acute care services as well as long-term care (nursing homes, institutions for 
mental diseases, facilities for the mentally retarded, and home and community-based care). 

• 	 About 'two-thirds of all service costs a're for acute care,services. 

• 	 About one-third of costs are for long term care. 

Program Characteristics 

• 	 ,The AFDC-related group represents about 71 percent of all Medicaid recipients but 
accoun~s for only about 30 perc~nt of all spending. 

,. 	 The SSt-related group represents about, 29 'percent of all Medicaid recipients but· 
accounts for about 69 percent of all spending. 

'. 	Finally, 40 percent of the SSI-related group have some Medi~ coverage. For these 
people, Medi~ is the primary payer of acute care services~' MedigUd pays for almost .. 

, all long-term care and serves as a "wrap-around" program for acute care services, paying 
Medi~ copayments and deductibles; covering some additional services (e.g., 
prescription drugs); and, in some cases, paying Medi~ Part B premiums. ' 

" 	 ' 
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Growth and Trends 
, , 

, 	 , 

• 	 , Between 1988 and 1992 Medicaid costs grew na!ionally,on average, about 20 percent per 
year'. ' In] 99,3 M~dicaid growth dropped to 9 percent. " 

• ' 	Recent Congressional Budget Office (CBO) estimates show'that:' 

=> 	 despite the 1993 drop, Medicaid is expected to grow nationally at an annual rate of 
,about 1003 percerit for the next five to seven years; 

=> 	 about ,33 percent of the growth in the program over the next five years can be 
accounted for because of more beneficiaries coming onto the rolls; and 

=> 	 the average, annual growth in the gross domestic product over the next seven years is 
expected to be about 5: I percent'. ' 

• 'States differ significantly in their projected growth rates for this program, 

• 	 Medicaid represents; 'on ave~age, about 20 percent of ~otai state spending and ,comprises 
about 38 percent of a II federal funds to state,and local government. 

Medicaid Waivers 

In recent years. a growing number of states are making fu~damental' 'c'hangesto their program 
through research and demonstration authority under Section 1115(a) of the Social Security Act. 
This, section gives states broad authority to test innovative strategies, in administering their 
programs. States have been most Interested in two types of changes. First, they are interested in 
broadening the eligibility criteria to some more uniform level of poverty. Second, they are 
interested usmg managed care in their programs. 

In many cases. these waivers make fundamental changes in t~e service delivery system and have' 
,explicit agreements with the federal government ongrowth rates and eligible populations . 

. : {,' 
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Flexibility . ~ 
Managed caI~ 

, 1. PCCM w/out waiver 
2. Mandatory managed care w/out waiver (w/choice) 
3. 	 Allow mandatory managed cafe in rural area subject to options for out-ol-network 

services 
4. 	 Elimination of 75/25 
5. Elimination of Sec. approval ofcontracts over $100,000 

\ 6. Eliminate external quality review ofmanqged cate ifother managed care quaUly 
provisions are retained ~, Allow states to guarantee Medicaid eligibilityfor 6 monrhs for any managed care 
enrollee 

Setvices 
1. HCB w/out waiver (subject to scoring issues) 
2, 	 EPSDr - adminislialive simplification,~ ahd discuss wlstates how to deal wlc'ove'rage 

issue 
j. 	 Elimination ofrequireIiient to pay for private health insurance, 

,Payment 
1. Loosening ofBoren 

~' I 2. Elimination ofcost-based payment for RHCs, FQHCs 
\.. ~ 3. Elimination ofOB/Gyn payment rate requirements 

~ 

Administration 

Elimination of physician qualification requirement 

Revision in MMIS 

Ellminaiion of state 'personnel requirements 

Elimination of requirement for cooperative agreements 

Revise, simplify MEQC 

6. Remove some ofdetailedjederairuies on certain optional program features 
r' 

Iigibili~ ", ' , 
, 1, Eligibility expansion - ISO percent ' 

, . Remove some ofdetailed rules related to the extension ofMedicaidfor those entering ~ 

1" 
2. 
3.. 

wCirliforce 

LIC 
1. Pem1it states greater flexibility in riurse aide training in rural areas 
2. Eliininate duplicate annual state resident assessments wider P ASSAR, 
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])er capita cap 

Caps 

non-disabled child; 

nOll-disabled adult; 

elderly; 

disabled 


Base 1995; multiplier - derived to hit $54 asswning DSH savings (GDP +) 

Exclude dsh, medicare cost sharing. IHS,fraud. survey and cert, IEVS, vaccines 

][)SH: 33% reduction; balance flexibility for states/interests ofsome providers - consider setting 

aside a portion ofremaining DSH $ for high DSH, FQHC, RHC? 
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ADDmONAL PROGRAM FLEXIBlLITY 
"A" List 

the folloWing are ideas to proVide States 'With more fleXibilitY under a per capita cap_ Some of 
these ideas ate also included in other per capita cap proposals circulating on the Hill (these are so 
identified). 

EJigibilitI:: 

III general, the Federal government is seekin:g to ensure low-income individuals' contiriued 
entitlement to health care services through Medicaid. the current mandatory groups • .:. AFDC 
and SSI recipients. and poverty-level pregnant women and children -- need to be maintained. , 

However. additional fle>tibility could be offered consistent with maintairung core eligibility 
prot~Ctions. 

• Revise and simplify tbe Medicaid Eligibility Quality Control system. 

The current system for ensUring that States are not making excessive (and costly) errors in 
determining e1igtDility is labor-intensive beyond the pay-off that it delivers. Reviews take 
place even'where a State may be doing a good job. This system could be replaced with a less 
labor-intensive. more hands.;,offsystem that monitored enrollment trends and intervened only 

, when aberrant patterns developed. States unable to explain aberrant growth would have their 
aggregate caps adjusted by the median national growth rate in numbers ofenrollees. 

• ' Transitional Medicaid 

States do not like the reporting and procedural requirements, the limits on premiums, and the 
various conditions and requirements attached to the Medicaid Wrap~around optiohand the 
uSe Medicaid funds to buy coverage from other sources (employer plan.. State employee plan, 
State uninsured plan. HMO). We could provide significantly greater State flexibility in 
operation but should retain this as a required service for consistency with ,welfare reform and 
child support objectives. 

~lrvices: 

• Greater Flexibility for EPSDT 

Urider current law, States are required to ptovide serVices to "treat or ameliorate a 
defect, physical or mental illness. or a condition'" identified by an EPSDT screen - , 
regardless ofwhether the service is othet'\Vise included under the State's Medicaid plan. 

Fil,~ =G:\MEDIcA.Ib\PERCAPINLEXA.KFD 
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States claim this treatment reqUirement is a major contributing factor to uncontrollable 
state Medicaid expenditUres. 

The Secretary could define the treatment services that must he covered under the 
treatment component ofthe EPSDT program. (Stenholm proposal) 

M[anaged Care: 

In managed care, States are primarily interested in additional flexibility to mandate that Medicaid 
beneficiaries enroll in managed care p]ans and greater freedom to contract with managed care 
plans. 

"W'hile we expect that they will welcome the bill's additiona1 flexibilities, we anticipate that States 
may objeCt to quality ofcare and infonnation collection requirements that are included in the per 
ca.pita proposal. States could also object to provider payment requirements. 

• Quality of Cart and Accountability 

AMY.1 External QuaJit): Review 

Under current law, States are required to contraCt with outside entities to annually, 
retrospectively reView quality ,ofcare for HMO enrollees. This requirement could be 
modified (semi-annually?) or repealed ifother the quality ofcate arid accountability 
requirements inc1uded in the per capita draft are enacted, ' 

• Other Flexibility Options 

Guaranteed Eligibility Option 

In the past, States have sought authority to gUarantee Medicaid eligibility to managed care 
enrollees for up to six months, regardless ofwhether an individual remains eligible for the 
entire time frame. States believe tbat the managed care industry may be more willing to 
contract for Medicaid enrollees 'With this guaranteed enrollment window. However, 
guaranteed eligibility may be particularly problematic when scored in a per capita cap 
environment, since it (by definition) extends eligibility to individuals who would not 
otherwise be eligible for Medicaid. This proposal may therefore include scorable costs. 

Choice 6fPlan - Single HMO in Rural Areas 

During negotiations with the NGA in "1993, the Administration agreed to consider permitting 
States to contract with a single managed care organization in rural areas under a mandatory 

File;: G:\MEDICAID\PERCAPIT\Fl.EXA.KFD 
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enroUmerit system. The Administration could consider adopting this policy ifoptions for 
receiving services out ofnetwork, such as a Point-of-Service structure, are available to 
enrollees. 

Long-term care: 

These proposals were included in REGO nand are also in the Senate.reconciliation bill. ' 

• 	 Changes to Nune Aide Training Requir~meDts 

The prohibition on nurse aide tIaining and competenCy evaluation programs causes a special 
prob1em for rural nursing homes where training facilities may be inaccessible to nurse aides. 
Rural facilities can face a serious shortage oftrained and competent staff due to the expense 
and inconvenience ofsending prospective aides to remote locations. 

GreaterYJe<cibility for RlJral Areas 

Permit States, under both Medicare and Medicaid. to approve nurse aide training and 
competency evaluation programs offered in (but not by) anursing facility subject to an 
extended (or partial extended) surveyor certain other sanctions if the State detennmes 
that there is no such program offered within a reasonable distance, provides notice of the 

. approval to the States long-term ombudsman, and assures, through an oversight effort, 
that an adequate environment 'exists for such a program. . 

• 	 Preadmission Screening and AnDual Resident Review (PASARR) of MentaJlyID and· 
Mentally Retarded Residents 

Currendy a State is required to conduct an annual review for each nursing facility resident 
who is mentally ill or retarded. In addition, every nursing facility is required to conduct an 
annual assessment ofeach resident. Resident assessments and reassessments required under 
the general nursing home requirements are adequate to assure the residents' continuing care 
needs are properly assessed and met. 

Eliminate Duplicative Requirements 

EJiminate the duplicate State annual resident assessment under PASARR. Instead, 
require States to conduct a review when infonned by a nursing facility ofa significant 
change in the resident's physical or mental Condition. Preadmission screening, which 
deters inappropriate admissions, should continue. 

FJle'= G:\MED}CAlD\PERCAPIT\FLEXA.KFD 



MEDICAID FLEXIBILITY OPTIONS 

~.--------~--~==============~~--
States would be given increased flexibility in how to manage their Medicaid programs. 

STATE FLEXIBll..1TY PROVISIONS: 

• 	 Services 

• Additional services. 

Repeal the IMD exclusion and pennit optional coverage ofIMD services; 

Add optional coverage ofnurse-supervised clinics; , 

'Expand optional coverage ofvocational training for severely disabled. 


• Paymeot 


• 	 Restructure Boren Amendment provider reimbursement prov!sions by establishing pre
approved'methods for statest,payment rates. These safe harbors would include Medicare 
rates and rates established by competitive bidding. HHS'would investigate the 
relationship between quality, access and provider,payment to address the need for 
adequate access ofMedicaid'beneficiaries. 

• 	 Repeal OblPeds and other payment requirements. 

• 	 Repeal requirement for States to pay for private insurance when cost-effective. 

• 	 Delivery systems 

• 	 Allow States to mandate enrollmept in managed care delivery systems and to provide 
home and community based services as State plan options, without the need for Federal ' 
waivers. States would continue to be required to offer Medicaid enrollees a choice of 
plan or delivery system. 

• 	 Modify the managed care contracting requirements by 'repealing the 75125 provision, the 
upper payment limit for managed care contracts, Federal prior approval ofHMO 
,contracts over $100,000, and the Statewideness requirement; and by extending six

, month lock-in to all plans. 

• 	 Admioistratioo 

• 	 Replace separate Medicaid st~dards on conditions ofparticipation with Medicare 
conditions ofparticipation and private accreditation for hospitals, nursing facilities, 
hospices, and home health agencies, except for entities that only serve Medicaid 
enrollees (ICFs/MR). ' 

5 	 DRAFT: October 5. 1995 



:.' • Repeal physician q~cation requirements. 

• 	 Repeal Federally-mandated administrative reqwrements, but retain States' authority to 
establish similar requirements: ' 

TPL process requirements (e.g. cost avoidance vs. pay and chase);

1 Transfer ofasset and estate recovery requirements; 

MMIS Subsystem design requirements - except where they affect the use of 

standardized claims formats, and standardized HCFA reporting'requirements; 

Personnel;..related reqUirements (e.g., merit personnel 'standards, training ofsub

professional staft); , 

Cooperative agreement requirements. 


• 	 Re-engineer the 'MMIS' systems requirements to retain the required use ofstandardized 
claims formats, standardized HCFA reporting requirements. " ' 

Eligibility Expansions and SimplIfication 

• 	 Allow States to expand or simplify eligibility through two mechanisms. 

First, States could make modest eligibility changes within certain'parameters under a 

, simplified and expedited procedure with limited Federal involvement. Federal matching 


would remain limited by the aggregate limit, which would be based'on current law ' 

eligibility and be constrained to the lower ofthe aggregate cap for current eligibles or 


, projected State spending below the cap. Parameters for these simplified eligibility 
changes could be specified as either within a certain percentage ofthe Federal poverty , 
level (e.g., in the 100 to 150 percent range), or within a certain threshold level or 
enrcHlec expansion (e.g., 30 percent). 

, . ". 

Second, States could pursue more significant changes in a budget-neutral manner tinder 
waiver authority, i.e., the state would still be required to stay under the aggregate limit. 
·These expansions would require greater Federal oversight because their larger scope' 
would pJace current eligibles at greater risk for service reductions. States would also· 

, need to demonstrate budget neutrality in this context. 

FEDERAL OVERSIGHT PROVISIONS: 

• 	 Eligibility 

• 	 All current mandatory and optional eligibility groups, including AFDe and SSI cash and 
non-cash groups. poverty level children and pregnant women, medically needy, and 
QMB/SLMB would be retained. However,eligibility expansions and simplifications 
would be pennitted. The proposal would allow States to expand or simplify eligibility in 
ways not generally allowed in law through two mechanisms. (See eligibility expansion 
section above.) , 

DRAFT: oaober 5, 1995 



( 	 '.' Add a gross income t~st as an upper income eligibility limit for J902(rX2)." 

• " 	Retain spousal impoverishment provisions. 

• 	 Services 

• 	 Retain the requirement that states cOntinue tooffer.lll Medicaid mandatory services, 
including EPSDT: " , 

• 	 Payment 
.' , 

• 	 Retain the prohibition on copayments that are more than nolriinal or other Cost-sharing 
burdens on recipients unless they are reasonably related to income. 

• 	 Retain requirement for Federal~tching ~as well as DSHpayinent requirements both 
from the 1987 and'1991 laws, and per hospita1limits included in OBRA 93. Retain taxes 
and donations ·provisions. [See DSHpaper for options to reduce andre-target DSH.] 

• 	 Administration' 

,.' 	Expand eligibility qualityconirol system (MEQC) to better ensure that only individUals ' 
eligi~le and enrolled in the program arein~luded in the per capita limit calculation. 

, 	 " 

'. 	Retain Federal data and reporting authority. Refine current reporting requirements,to 
develop an enforcement meChanism for per capita,limits.' " 

" .' 	Retain quality ofcare provisions. such as OBRA-87 nursing home reform provisions and 
PRO utilization review provisions. Add arequirement that States utilize a Federally
developed outcome-oriented framework for measuring quality for' all services. , 

• 	 Continue requirements for beneficiary Fotectlons and retain the admiiUstrative 

, provisions that requite States to ensure quality ofcare: ' " 


Use a single State agency to administer or' supervise the administration ofthe plan; 
• ,>:;" 	 • 

Provide reasonable opportUnities for all citizens to appeal and obtain a hearipg on 
State actions; , " ' , 

-	 , Submit proposed program chang~~ to public review and comritent; , 

. Make post-decisional records publicly available (eig.~ policy guidelines, , 
, correspondence. cOurt filings); 
.; 	 .' . 

Consulf :with'medical experts a:nd establish procedures regarding medical 
appropriateness and standa,ds ofcare paid for :under' Medicaid; 

7 	 , DRAFT: CktA.lb« Sf 1995 
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. 	 SafeguJId information about recipients. 
~ 

• 	 Retain current fraud and'abuse provisions, and retain an uncapped funding for the State 
Fraud Contrc;>l Units. : . 

• 	. 'ModifY requirements related to 'State contracts with health plans to maintain State and 
Federal oversight on managed care as foDows: 

states must develop an overaU quality improvement strategy, including plan 
standards, monitoring strategies, and data analysis; 

states must coDed and·anaIyze encounter data from contracting health plans [or 
. States may require plans to report certain Information from the plan's encounter 
data];' . 

health plans must demonstrate capacity to deliver all contracted services for all 
populations; and 	 . 

health plans must maintain an internal quality assurance program and a grievanCe 
process. 

• 	 Current Demonstration Waiven 

All States would be sUbject to the per capita limits, including those with Statewide 

demonstration programs. The ~e per capita growth rates would apply to all States. 


.• EnroUment Base 

The proposal would pennit implemented demonstration States to choose between two 
approaches for maintaining their eligibility eXyallsion: .(1) Including demonstration 
eligibles in'their enroUment base for calculating their aggregate limit; or (2) Calculating 

. their aggregate limit offofcurrent law eligibles, and expanding enroUment in a budget
.neutral manner within this cap. . 

• 	 Covered ServiCes and Growth Rates 

For States that choose Option 1, the proposal would establish separate I rateceDs" for 
expansion eligibles within adult and children categories to reflect smaller benefit 

.packages. The same growth rate would apply to theSe ceDs as to the rest ofthe State 
. program. 

• 	 Interaction with DSH Changes 

The proposal would retain DSH expenditUres within the per capita base ifStates choose 
Option I. 

8. 	 DRAFT: October 5,1995 
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1. OVa"1." 

The Medicaid propoRal inoludes! 

o 	A per capita oap that 'limit. the growth 1nlederal Kadicaid 
matchinq per beneficiary: 

o 	Increaged Dtate flexibility in how to operate their 

programs; and 


o 	Limit. on and re-targeting of di.proportionate share 
payments. 

overvi•• of Itat. fl..i~111ty 

states would be given increased flQ~ibilitf in how to manage 
their Medicaid programs. 

The areas of increased flexibility would includ•• 

o 	services: Within the oap, state. could provide optional 
coverage of IMD .ervices, nurse supervised olinic., 
vocational training for th. severely disabled. 

o Payment: 	 the Boren amendm6nt would be repealed. A limited 
set of safe harbors for the state. would be oreated, 
including Medioare tates, private rate., and rate. created 
by competitive bidding. Links between quality, access, and. 
payment rates would be studied. . 

o 	Delivery sYlltel'lU;: 

StateD could mandate enrollme,nt. in manaCled care plana as a 
.tate plan option (without 5eeking a waiver), so long as 
enroll6o. have a Choice of plans or delivery aystems . 
.Mana9~d (lare contracting requ1rements wOuld a.-lifO be 
modifi.d to be more flexible while enhancing quality 
proto~ol•• 

states coUld also provide home and commun1ty.baaed servicB5 
as a state plan option." 	 . 

o 	Adminiatration: Roplace separate Medicaid standards on 
condition5 of partioipation with Medicare conditions, 
exoept in the case of entitie. t.hat serve only Kedicaid 
enrolleea (ICFa/MR). A number of Federally-mandated
administrl:ltive requ.irements would be repealed, and the 
phys10ian qualification requirements would be repealed: 

.• ··La_ 
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At tha gam. time, a number of oore federal requirements would 
remain. . 

o 	Eliqibilityr Maintain current mandatory and op~ional 
eliq1l'.1ility qroups. ' 

o 	services: Maintain current Me~ioaid mandatory Bervices. 

o Payment; Ma.int'aii1 	coat sharinq limits, the Fecleral matchins 
structure of theproqram, as well a~ DSH payment
requirements and limits (subjeot to new DSH policy), and 
taxes and donation policy. J 

o Adminiatrat10nz 	expand Modioaid eligibility quality control 
(MtgC) system to monitor the per capita c~p calculation I 
retain data and reporting authority, and refine it to 
enforce per capita cap; retain nurainq home reforms 
benefioiary protections, and fraud and abuse provisIons. 

DBTAIL of STATB ~LIIIBILITY »aOVISIOBS: 

• Ad4itional Marvi,'.s. 

Repeal tha IMD,Qxcluoion an~ permit optional coveraqe of 
IHD sorvice.; 

- Add optional' ooverage of nuree-8uperviS.d clinics1 
Expand optional ooverage of vocational training tor 
severely disabled. 

• I'llymeut 

• Repeal Boron Amendment provi~er reimbursement provision•• 

Establish new system with pre-approved methods for atates' 
payment rato8. Theae safe harborswoulC include Medicare 
rates, private rates, or rates e8ta~li.h.a by competitive
bidding. Sate harbor. would allow states to develop 
payment rato. in oertain t~8hions (e.g. paying the 
prevailipg local rate) that would b. free trom FeQeral 
review an4 preol\lded trom leg-al challGll!-ge by providers. 

, 

HUe YOuld inv••tiqate the rela.tionship between quality, 
acceas and provider payment to address the need for 
adequa~e aooeso cfMedicaid Qsneficiar1es. 

• Repeal Ob/Ped~Gnd FQHC requirements. 

• nepeell requ.irement tor States to pay tor private insurance 
when ooat-effective. ' 
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• 	 DeliveZ'Y .ye"". 
• 	 Allow stat•• to man4a~e enrollment in mana90d care delivery 

.ystem. and to provide hom. and commun1~yba.ed se~ic.s as 
state plan option., without the need for Federal waivers. 
Stat.a would continue to be required to offer Medicaid 
enrollee. a choice of plan or delivery Iystam. 

• 	 Modify the managed care contractinq requirement. by
repaalinq the 16/25 provision, the upper payment limit for 
managed care contracts, Federal prier approval of HMO 
oontracts over $100,000, and the statewidene•• requirement,
and by extending six-month lock-in to all plans. 

Ropeal the upp~r payment llmi~ for managod care 
contract. (i.a., 100 percent of FrS). 

Repeal 75/25 proviaion. 

Repeal tree<1om, of Choice requirement in all "lIl4nagad
care" situations -- HMO, PCQI, HIO , ea•• manaqament,
home-community ba ••d servic•• , etc. Stat•• would 
continue to be required to ofter Medioaid enrollees a 
ohoice of plan or delivery system. 

- Modify current c11lenrollment requirements to allow 
state. to leek enrollee. into a health plan for up to 
s1x mon~hs, but ratain enrolle•• ' riqht to dis.nroll for 
ceU5e. 

Repeal Federal prier approvel of HMO contracts over 
$100,000. 

Repeal Statewideness raquirement tor managed care to 
enable States to operate managed cara programs in 
limited geographic areaa without n••d1nq Federal 
w'livers. 

• 	 A4miniatration 

• 	 . Replace separate Medicaid standards en conditione ot 
partiCipation with Medicare conditions Of participation and 
private accreditation for hospitals, nursing facilities, 
hospices , and home health aqenciQs, except for entities 
that only carve Medicaid anrollee. (ICFs/MR). 

• 	 Repeal physician qualir1ca~lon requirements. 

• 	 Repeal Federally-mandated administrative requirement., but 
retain States' authority to establish similar requirements: 

KMIS SUQ8yste. dealgn requirements -. except where they
affact the u•• of standardIzed claim. format., and 
.•~andardl~ed HeFA reporting requirements'. 

http:commun1~yba.ed
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- Pe~.onnel-r.la~e~ requirement. (e.g., merit personnel
standards, traininq of aub-profe••ional statt),
cooperative aqreement r.quireman~•• 

• Ra.engineer the MMIS .ys~ama requiremants to retain the 
required u.s of standardized claims formats, atandardlzed 
HerA reporting requirementa. 

• Repeal all enhanced matohing rate. tor administrative 
activitie••. 

Ili9i~ility Ixpan810na aDd .im,lificatioD 

• Allow State. to expanQ or s1mplify eligibility. 

States eould make mod.at eliqibility chanq.swi~hin the 
tOllowing parameter. under a simplified and expedited . 
procedure with limited raderal involvement. Parametere fcr 
the•• simplified eliqlbility ohanges would be specified •• 
either within a 150 percent ot the Federal poverty level, 
or within a )0 percent threshold level of enrollee . 
expanaion. rederal matChinq would raain limited by the 
aggreqate limit, which would be baaed on current lav 
eligibility and be/constrained to the lower of the 
8qqreqate oap forcurrenteliqible. or p~oj.ct.d state 
.p.~d1ng below the cap. 

llDIRAL OViRSIQBT paOVIII058: 

• 1I1i91~ility 

• All current mandatory and optional aliqibility groups,
inoluding ArOC and sst caah and non-cash qroups, poverty
level chil~ren and pregnant women, medically needy, and 
QMB/SLMB WOUld be retained. However, eligibility
oxpanaion. and simplifications would be permitted. ThQ 
proposal would allow States to expand or simplity
eligibility in way. not g.ne~ally allowed in law thro~gh
two machanisms. (See eligibility expansion section above.) 

• Add a gross income test aa an upper income eligibility
limit for 1902(r) (2). 

• Retain eliqibility prOVisions, sueh as 
spousal impoverishment:
TPL process requirements (e.g. coat avoidanc. vs. pay
and c:halle); and 

- Transfer of asset anQ estate recovery ~.quir.m.nta. 

• .ervio•• 

• Rotain theraquiremont that atates continue to otfe~ All 
Medicaid mandatory services, inoluding IPSDT aa currently 

i& 
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defined • 

• ' 	 'apellt 

• 	 Ret.in the prohibition on oopaymente that are more than 
nom~nal or other ooat-sharinq hurdon. on recipients unless 
they are rea.onably related to income. 

• 	 Retain requirement for FaCeral matching aa well as DBH 
payment requiroments both from the 1987 and 1991 law., and 
per hospital limits included in ODRA 93. Retain taxes and 
donations provisions. [See DSH paper for option. to reduce 
and ra-tarqet DSH.] , 

• 	 AdminietratioA 

The KEgc sample size would be expande4 to a level to be• determined by the Secretary to ensure statistical validated 
of the findings. Reduce the number of benefieiaria. used 
to oaloulate tho cap to the same extent AS erroneous 
eligible individuals excee~ J peroent of total eli9ibles. 
Error rates would be determined for each of tho lour 
qroups. 

• 	Retain quality of oaro provision., 08»'-87 nursing home 
reform provision. and PRO utilization review provision•. 
Add a requiroment that States utilize a 'Federally-developed
outcome-oriented framework for Ileasurinq quality for all 
services. 

• 	Continue requiremanta lor beneficiary protectionA and 
retain the admini.tr~t1ve provisions that require Stat.s to 
ensure quality of oare: 

- U.e a single St~t. agency to administer or supervise tho,
administration of the planT 

Provide reasona.ble apport.uniti." for all citizens to 
appeal and obtain a hoaring on state actions; 

Submit proposed program change. to public review and 
camJllent: 

- Make p08t-decisional recorda publioly available (e.q.,
policy qUideline., correspondence, oourt filin98); 

Consult with medical expartA and eatabli.h procedure.
regard.1ng medical appropriatenelJA and atandard.s of care 
paid for und.er Medicaid: , 	 ' 

Safeguard information 'l,bout recipients. 

• Retain current fraud,and abuse proviaions, and reta1n an 
uncappe4 funding for the stat. Fraud Control Unit•• 
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• 	 Modify requiremen~s related to stat. contraets witbhealth 
plans to maintain Stat~ and Federal oversiqht on managed 
care 411 tollow.: 

-	 states must develop an overall quality improvement 
strategy, inoluding plan standards, monitoring
strategies, and data analysis; 

states must colleot and analyze eneounter data from 
aontractinq health plans [or statea may rAquire plan. to 
report certain information from the plan's encounter 
datal; 

- health plane must aemonatrate aapaoity to deliver all 
contraoted servicea for all populations: and 

- health plan. must maintain an internal quality assurance 
program and a grievanoe prooess. 

• 	 Retain Federal data' and reporting authority_ Retine 
current reportinq requirements to develop an enforc.mertt 
mechanism for per oapita limit•• 

cata elements reported in the HCFA-37 would have to be 
mOdified. states woUld have to be required to break out 
epend1n; projeotion. by cate;orio8 of oligibility that 
are the baais tor the pen: capita limits (e.q'~, separate
projeotions for children, the elderly etc.). They now 
report enrollment projections DY eliqlbility oategory 
(by average number of person year.), Dut break ou: 
spenc11ng cnlyby service type. 

- Grant Awardm would equal State estimates if the e.timate 
does not exo.ed the spending limit. otherwis., grant
awards would equal the spend1ng limit. 

- Quarterly HCFA-64 reports from States to HeFA showing
actual spending (as well aa adjustment. from previouA 
quarter.) would continue to be the basie for verifying
earlier prcjections made regarding spending limits and 
estimated spending for the quarter. The HCFA-64 would 
be expanded to includeenrollmant data and to cross-walk 
e~P&nditure with enrollment categories. The form would 
ahow the state'a actual spending per enrollee per month 
for the quarter. 	 , 

Statos would continue to submit enrollment data on HCFA
2082 forms •. The 2082 would continue to aerve a. the 
baais for Xedicaid statistical information. 

• 	 current recoupment mechanisms could continue (i ••• ,
reducing future grant awards). 

A penalty provision would be authori&e the secretary to 

,. ..I) Pi 
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levy a penalty of ·x· dollars for A state which shows a 
pattern of fi11n9 non-qua11fying claims tor Federal match. 
Such an approach would enhance the effectiven.s. ot 
disallowances under a oap etructure and ~etter ensure 
aqainst 1nappropriate use ot Federal Medioaid funde. 

• 	 HerA would continue to audit stat. expenditure report. tor. 
unallowable expenditures, providing an additional avenUG 
for ensuring that States do not exceed per capita limits. 

e Enrollment count. and enrollee oategorization would also ba 

audited to enaure that State counts are acourate, verity

that enrolle•• ere Medicaid-eligible, an~ asoertain that 

enrollees have been counted 1n the appropriate oategory. 


• 	 ~rreDt Damo~.t~.tloD ••iver. 

All stat•• would be subject to the per capita limits, 
including those with statewide demonstration programs. The 
sam. per oapita growth rates would apply to all states. 

• 	 Snrollment Baae 

The proposal would permit implemented demonstration States 
to ohoos8 between two approaehe8 for maintaining their 
eligibility expansion. (1) InclUding Qeaonstration 
.liqlble8 in their enrollment base tor oalculating their 
aggregate limit: or (2) calculating their aggregate limit 
off ot currant law eligibles, and expanding enrollment in a 
budget~neutral manner within thi. cap. 

• 	 covereQ. Services and Growth Rates 

For Stotes that ehooeo Option 1, the propolal would 
establish separatA Urate cells" for expansion eligibles
within adult and ohildren categories to reflect smaller 
benefit paOkaqec. ~h. same growth rat. would apply to 
these cells as to the rest ot the State.• 

• 	 Interaction with OSH Changes
ThQ proposal would retain DSR expenditures within the per
capita base if states choo•• Option 1. 

" 	 Ii, .;U ••'r 
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1. OVERVIEW 
(T) 

iL 

The President's Medicaid ~posaJ achieves significant refonn and offers: 

• 	 Respo.asive and responsible Federal fuadiDg: 

o 	 Federal funding is not fixed but responds to unexpected costs due to rooessions or increases in. the .umber ofaged or 
disabled beneficiaries. 

o 	 Federal reductions are responsible, providing states with sufficient funds to maintain coverage for the millions of 
Americans who rely on Medicaid. 

• 	 State ambillty: The 'top concerns ofthe Governors have been addressed, incIUding;

0 Repeal ofthe Boren Amendment regulating provider payments; 

0 End to the burdensome waiver process for managetl care and home .and. cummunity-based waiver.s; 

0 Eligibility simplification and expansions without waivers; and 

iL 
0::: 	 0 Elimination ofmany unnecessary and duplicative administrative requirements. 
U 
I 
1-1 
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iL 
0..0 
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2. FINANCING 
<:t 

11. 

The President has proposed tD refonn Medicaid financing through a Per Capita Cap and Dispropor1ioDate Share HospiW (DSB) 
paymeat mages. ' 

• 	 RC§Donsiveness: A per capita cap maintains the responsiveness ofFederal funding to states' unexpected costs. 

o 	 Under the President"s proposal, the Federal government shares in the unexpected costs due to mDessions 01' increases in 
the number ofaged or disabled beneficiaries. 

• 	 ResgonsibIe: The per capita cap and Disproportionate Share Hospital payment reductions achieve responsible IevdsofFederal 
saVlDgs. 

o 	 The Presidenfs propOsal provides states with sufficient Feder8I funds to maintain coverage for the nnllioos of 
Americans who rely on Medicaid. 

Tile following SeetioD revie-ws: 


0 Responsive awl :Responsible Federal Financing 


11. 	 0 Per Capita Cap: What Is ItI:t: 
U 
I 
H 

E: 	 0 Per Capita Cap: How Does It Work and Adapt to Eurollment Changes 
11. 
t-O 
<:t 
(S) 	 0 Per Capita Cap: Adapting to State Spending 
.-t 

C'
(1'1 	 0 Disproportionate Share Hospital (DSH) Changes and Pool Payments, 
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Responsive and Responsible Federal Financing 


The Pre.sident"s proposal maintains the Federal commitment to share in states" Medicaid costs: 

• 	 Protection from recession. During a period ofeConomic recession, enrollment will increase, causing state costs to:rise. The 
Center on Budget and Policy Priorities estimates that Medicaid costs could increase by at least $26 billion over seven years if 
there is a recession simiJar to the one experienced in the early 19305. Under a per capita cap, the Federal government shares in 
these unexpected costs. 

• 	 Protection from chanKes in Medicaid case1oad, States may find tb.emselves with greater proportions ofcostly persons SJJcll as 
seniors orpeople with disabilities. The per capita cap adapts to shifts in the types ofbeneficiaries covered by a s~ 
increasing Federal payments to stares iftheir patient population becomes sicker. 

The PJesidcnt's proposal also takes a responsible and not a radical amount ofsavings from the Medicaid progtam. 

• 	 President'$ plan saves the Federal govc;rnmentS59 billion over seve» years. 

• 	 Rg)ublicans.' plan saves the Federal Kovenugent $8S billion OVer sevm years. 

o 	 This is $26 billion - or 44 percent -- higher than the savings proposed by the President. 

0.. 	 o Under the Republican pJ.a:n, spending growth per beneficiary would average 2 percent over the period--Iess thana:: 
u 
I inflation and significantly below private spending growth per person (7 percent). By 2000, the rates are very low since 
H 

the Republican cuts are backloaded,. taking effect after the tum ofthe century.E 
0.. 

~ 
o By 2002, Federal funding to sta.tes wiD be inadequate ami states wi\( he forced to reduce payments, benefits arid deny 

oM coverage for miUions ofAmericans. 
CS) 
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Per Capita Cap: What Is It 
U) 

Il. 

• A "per capita cap" is a policy that limits Federal Medicaid spending growtbper beneficiary. Under this policy~ Federal 
. payments automatically adjust to a state's. enrollment: 	ifa slate bas an lUlexpected increase in enrollment. the Federal 

government will share in these increased oosts. In other words, FedenU money wiil flow with the number ofneedy persons a 
stale serves. 

There are three component~ to the per capita limit on Federal funding: 

o 	 Base spendin&: Each state' s 1995 spending per beneficiary is calcu1ated, ex.cluding spending items such as paYments 
for Medicare premiums and cost-sharing and Disproportionate Share Hospital payments. The spending per beneficiary 
is separated for the fuur maj or groups ofMedicaid beneficiaries: seniors, people with disabilities, adults and cbildren. 

o 	 Index~.· Future year spending limits will be calculated by growing the average 1995 spending per beneficiary by a pre
set "index". The index updates the 1995 spending in proportion to the growth in the gross domestic pmrluctper person. 
In the Preside.nt's proposal, the index averages approximately 5 peroent between 1996 and 2002. 

o 	 Actual enrollment: This indexed spending per beneficiary is then nwltiplied by the number ofbeneficiaries in each 
category in a given year. The category-specific limits am then added together to yieldS the maximum spending that the 
Federal government will match. 

Il. 
0:: 
U 
I 
H 

E 	 Each state wiD have a single total limit. so it can use savings from one group to support expenditures for other groups or to 
Il. 
1'	 expand benefitS or coverage·,
'<:t 
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Per Capita Cap: How Does It Work and Adapt to Enrollment Changes 
r-
(L 

• To give an example ofhow the formula wotKs, take a hypothetical state: 

1995 SpendiDg per 
Beneficiary 

2000 Limit per 
Beneficiary II 

Enronment in 2000 TetalLimiJ 
(Millions) 

Federal Limit 
(MiDioIL'\I)** 

Elderly $9,000 $11,487 1,000 $11.5 

Disabled $8,000 $10,210 2,000 $20.4 

Adults $2,000 $2,553 3,000 $7.1 

Children $1,.000 $1,276 6,000 $7.7 

Total - - $47.2 $23.6 -

• Index is S% per year, or2rA. growth between 1995 and 200IJ. 

•• Asswnes that the FecImd medical asfii5taftCe nile is 50%. 


• In the year 2000, the maximum Federal matching payments for this state would be $23.6 million. 


Tile eap adapts antomatiealiy to state euroBmeat changes 


• Ifenrollment in these categories increases above the levels noted above, the total and Federa11imit would increase 
(L 
0:: automatically - because the limit is calculated on a per person basis. ' . 
U:c 
H 

E 
(L • Ifenrollment slrifts to more cxpeDsive populations or enrollment grows faster than e~ then the total limit woula-increase 
r- automatically.'I;/" 

is! 
<~. 

o For example, ifthere are 500 more seniors than noted above, then the to1allimit would increase by $5.7 million (500 
r-
0', seniors times $11,,487 limit per senior), and the Federal limit would increase by around $2.85 million. 
r-
(\J 
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.Per Capita Cap: Adaptiol to State SpeRdiDg
co 
a... 

• 	 If the slate keeps spending per beneficiary below the limit fur one or more categories ofbeneficiary , it has a number ofoptions. 
For examp~ asswne that the state kept spending for the elderly to $10.376 per elderly beneficiary ($1,000 below the limit per 
beneficiary). That would free up 51 million within the state"s aggregate limit ($1,000 peremoUee times 1,,000 seniors). The 
state could: 

o 	 Spend above its per beneficiaty limit foe another group. For exam.pJ~ the stare could spend $150 II10re per child -- a 
total of $1 ,426 per child _. foc a total cost of$0.9 million ($150 per child times 6,000 children) and still remain within 
its aggregate limit 

. 0 	 Use the funds to expand eligibility to new groups whose income is within the 150 percent ofpoverty level (see 
Eligibility Flexibility). 

o 	 Save the state share ofthe funds. 

a... 
0:: 
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Disproportionate Sbare Hospital (DSH) Changes and Pool Payments en 
CL 

Disproportionate Share Hospital Payments Changes: 

• 	 Disproportionate Share Hospital (DSH) payments would be reduced and retargeted. 

o 	 Financing: The CIJ.I.'re1"lt (1995) Federal payments to states would be gradually phased out, and,anew DSH payment 
method would be phased in. Funding from a fixed Federal pool would be allotted to states on the basis of their sbare of 
low-income days for eligible bospitals. 

a 	 ProfWUIl Design: States would use the funds for hospitals that serve a high number ofuninsured and Medicaid patien~ 
and would have the flexibility to cover additional hospitals that lIte)' deem needy. 

Pool Payments: 

.. 	 Three pools ofgrant funding would be created to ease the transition to the reformed Medicaid program. 

o 	 Undoeumented Persons Pool: A $3.5 biUion pool to help the 15 states with the largest numbers of undocumented 
persons would be created. This 100 percent Federal pool would be in effect from 1997 to 2001, and would be allocated 
to slates in proportion to.sheir share of the nation's Wldocumented persons. It would be used by states for emergency 

care for these persoDS. 

CL 
0::: o FederaDy Qualified Health Centen and Rural Health Ciinies 'PDol: As part oftile proposed changes to promote 
I 
U 

state flexibility. the mandate for states to pay Federally QUalified Health Centers (FQHCs) and Rural Health Clinics 1-1 

E (RHCs) on a cos, basis would be repealed.. To ease the change in funding for these fit.cilities. a program 'WOuld be 
CL 

created with $500 minion ill Federal fimds in each year beginning in 1997. .~ 
is) 	 •..-i 

o TraDsition Pool: For 1991 through 1999, $3.5 billion in Federal funds would be given to slates to enable a smooth 
~ transition to the reformed Medicaid program. 
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ES) 3 ... FLEXIBILITY ..... 
Il.. 

The Presideut's Medicaid proposal significantly increases states' flexibility to design and managed 1heirown Medicaid programs. 

• 1he President"s plan addresses the top conoems of the Governors: 

o RqJeal ofthe Boren Amendment regulating provider payments; 

o End to the burdensome waiver process for managed care and home- and community-based waivers; 

o Eligibility simplification and expausions without waivers; and 

o Elimination ofmany LUIlWCessary and duplicative administmtive requiiemen1s. 

The fDll4nriDg seetiOD describe.s new state flexibility ia the foUowmg areas: 

o Provider Payment Flexibility 

o Managed Care Flexibility 

Il.. 
Ct: o Eligibility and Benefits Flexibility 
U 
I 
H 

E o Administrative Flexibility 
It 
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...... 	 Provider Payment Flexibility 

...... 
a.. 

The President~s plan gives states greater flexibility in setting provider payment rates: 

• 	 Boreo Ameadment is Repealed: (NGA Recommendation) The proposal repeals the Boren Amendment, allowing states 
greater discretion in establishing their provider payment rates. Under the Boren Amendment, states were required states to pay 
hospitals and ntusing homes "adequate" and "reasonable7> rates. Because of its ambiguity. this requirement led to many costly 
lawsuits for states. 

• 	 Cost-Based Reimbunement for Clinics is Repealed: (NGA Recommendation) States win no longer be required to pay 
Federally Qualified Health Centers (FQHCs) and Rural Health Clinics ( RHCs) that are not Indian Health Service facilities on 
a cost basis beginning in FY 1999. 

• 	 BurdeBsome Standards for ObstetriciaD aDd Pediatrician Paymmis are Eliminated: (NGA Recommendation) States 
eunently must file extensive documentation relating to their payments for these providers. Under the proposal. states could set 

their own payment standards for obstetricians and pediatricians and would be Jieed from the paperwork burden that can range 
from 30 pages to 300 pages. 

a.. 
fl:: • Require.meu' to Pay for Private Insuranee Wbeu Cost Effective is Repealed: (NGA Recommendation) Under current 
I 
U laW,. states are required to enroll individuals in private insurance in certain situations~ when private insurance is more cost 
H 

::E 	 effective. States will have the option to continue purchasing group insurance and negotiate their own rates. 
a..
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Managed Care Flexibility(\j ...... 
IJ... 

Under the President's proposal, states will have new flexibility to implement and operate Medicaid maaa.ged care programs. 

• 	 Elimination ofNeed for a Waiver: (NGA Recommendation) States will be able to implement managed care programs 
without the need for F~eral waivers, so long as beneficiaries have a choice ofplaIlS;, except inrural areas. States will be 
permitted to enroll Medicaid beneficiaries into their health plans for up to six months and to guarantee Medicaid eligibility 
during 1Ws enrollment period. 

'" 	 Outdated Qualify StaudanJs are Repealed: (NGA Recommendation) The 75125 enrollment composition rule will be 
eliminated. 

Quality ofcare will be assured through smre-designed quality improvement programs -- which :fOllow Federal guidelines - that 
ensure that managed. care providers. maintain reasonable access to quality health care. 

• 	 Federal CORtraet R.eriew is Eliot_ted: The Federal government will no longer review states' contracts with managed care 
plans that exceed $HJO,OOO. 

IJ... 
0::: • HMO Copaymeuts arc AUowed: (NGA Reconunendation) States will be able to reqoire HMO emollees to make nominal 
I 
U copayments, consistent with their ability to require oopayments in fee-for-service settings. 
H 
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frl 	 Eligibility and BeDefifs Flexibility 
..... 
0.. 

The President"s proposal maintains the Federal entitlement and keeps Medicaid basic benefits intact. It builds upon this base to otrer 
states optio.ns for simplifying and expanding eligibility and designing community-based long-tenn care programs. 

I 

• 	 Eligibility Expusions are Alkmed Without WaiYet.s: Ifstates are able to manage costs below their per capita limits, they 
may.add any new eligibility group at their discretion. This means that if states want to expand coverage, they may do so 
without a waiver and 10 any group oflow-income people. The only limits on this flexibility are that the new beneficiaries" 
income is less than ISO percent of the poverty level, and the expansion does not result in spending above the per capita limit. 

o 	 In the example ofthe how a per capita cap would work" the state could, under one scenario~ spend $1 ~00f) less than its 
limit per senior (S1 O~476). With 1,000 senior.enrollees, that would free up $1 million within the state's aggregate limit 
($1,000 per enroUee times 1,000 senior enrollees). 

o 	 With this $1 million, the state could choose to add 500 individuals with spending of$2,000 per person and sliD be 
within their limit. 

• 	 E.ligibility E:qJ80sioDS ean be Sealed Back: (NGA Recommendation) Under current law,. a state that chooses to cover 
pregnant women and children above the mandatory levels cannot reverse that decision. This mandate is repealed, so states can 
:re1um to the nnnimum level 

0.. 
n:: u::r: 

H 

• Home and Community-Based Care Programs are Allowed Without Waivers: (NGA Recommendation) States wil1 be
E 
IS) 
0.. 	 able to provide home and community-based services to their elderly and disabled Medicaid enrollees without the 
If) 

administrative burden ofseeking Federal waivet-s.IS) ..... 
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Administrative Flexibility ....."'". 
f1.. 

The President's plan repeals and simplifieB Federal admini!~trati.ve requirements for the Medicaid program. 

• 	 Certain Personnel and Program Requiremeats are Repealed: The current Federa1 mandates to document the 
establishment and maintenance ofmerit-based personnel st:andards, and to use professional medical personnel in ad:ministration 
and supervision, are duplicative and are repealed. Also repealed is tIre obligation to enter into cooperative agreements with 
other state agencies. 

• 	 Data Requirem.ents are Streamlined: Medicaid Management Infonnation System (MMIS) requirements fur the use of 
standardized claims formats and standardized HCFA reporting requiretnents will be simplified and reduced. The Medicaid 
E1igibility Quality Control (MEQC) system will also be reformed, States will no longer have to go through the entire 
deeennination, adjudication .. and cost accounting process .every six months. 

• 	 NursiDg Home Resident Duplicative Reviews 8J'e ElimiDaMd: (NGA Recommendation) Required annual resident review 
in nursing homes will be repealed. States will conduct reviews when indicated. 

• 	 Permissible Sites for Nurse-Aide Training are Broadeoed: (NGA Recommendation) . States \viU be able to conduct nurse
aide training in certain J'UI3l nursing homes, which currently are not oonsidered pennissible training sites. 

• 	 Certain Federal Provider Qualifications Requin_eats are Repealed: (NGA Recommendation) Special:mininmm 
f1..a:: 	 qualifications for obstetricians and pediatricians wiD be repealed. 
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, MEDICAID STATEFLEXIBLLITY 

The A1ternative Medicaid Refonn Proposal dramatically increases State flexibility in Medicaid 
prC?gram administration. At the same time, it achieves Federal Medicaid saving~ throu~ the use 
of _per capita caps which provide States with substantial protections against eligible population: 
growth due to demographic changes, economic downturns, and other uncontrollable events. 
Finally, the level of savings proposed by the alternative is substantially less than a third ofwhat 
the Republicans are seeking. Thus, States would have the flexibility to tailor their Medicaid 
programs to meet their local needs without the substantial funding losses 'and financial risks. 
inllerent in the Republican block grant proposals. 

The State flexibility of the alternative plan is illustrated by the fact that many of the Medicaid 
flexibility proposals requested by the States over the past several years are included explicitly in 
the plan. The following chart reflects items requested by the NGA in its 1993 summarY of State 
Recommendations for Statutory Change and its Medicaid Policy adopted in January 1995. 
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Flexibility Proposals <fontained in the Alternative Medicaid Proposal 

NGA Medicaid Proposals Alternative Proposal 

1: Allow states greater flexibility to establish 
managed care networks: 

" 

Addressed .. States may implement managed 
. care programs without obtaining wwvers from 
HCFA. 

• States should be able to establish 
networks (including PCCMs) through 

, the state plan process rather than 
through the freedom of choice waiver 
process. 
(NGA '93. NGA '95) 

Included. 

• Eliminate the 75/25 ruJe for capitated 
health plans participating in the 
Medicaid program (NGA '93, NGA 
'95,) 

Included. 

• Under a freedom ofchoice waiver, 
pennit states to restrict Medicaid 
recipients in a .rural area to a single 
HMO ifthere is only one HMO 
available. (NGA '93) 

Included.. 

2. OBRA '87 Nursing home reform 
modifications: 

Addressed. 

• Eliminate restrictions on training-sites 
for nurse aides.(NGA '93) 

Eliminates prohibition on providing nurse-aide 
trruning in rural nursing homes. 

• Eliminate PASARR. (NGA '93, NGA 
'95) 

Eliminates duplicative annual resident 
assessment under PASARR Retains pre
admission screening . 

3. . States should ha~e the ability to tum home Addressed. States may establish home and 
and community based waivers into permanent conununity-based services without waivers 
state plan amendments once the waiver has (subject to CBO scoring). 
been proven effective. (NGA '93, NGA '95) 

4. Promote cost control and efficiency -- i.e., Addressed. PeITIJits States to implement 
encourage states to continue innovations in managed care programs without waivers and 
provider payment methods. (NGA (95) eliminates coSt-based reimbursement for 

FQHCslRHCs. 
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5. G1ve states greater leeway in containi.iig the. 
cost of hospital and long-term care through 
the Boren Amendment. (NGA '93, NGA 
'95) 

Addressed. Boren amendment is repealed for 
hospitals and nursing homes. Process options. 
such as hearings and public comment -- to be 
determined. 

6: Provider Qualifications 
. . Addressed. 

• Repeal provision establishing minilnum 
qualifications for· physicians who serve 
pregnant women and children .. (NGA 
(93) 

Included.:' 

• Repeal the annual reporting 
requir'ements for OB and pediatric 
care. (NGA (93) 

Included . 

7. Allow states to pay Medicaid rates for Addressed. States will have the option to 
those services provided to recipients for purchase group health insurance and pay 
whom the state has purchased cost-effective Medicaid rates. . 

. group health insurance. (NGA '93) 

8. Once a state has demonstratedthrough the 
waiver process that the program is effective 
and efficient, other states should have the 
opporturuty to make that program a part of. 
their state plan as an optional services without 
having to submit a waiver. (NGA '93) 

Addressed. Managed care and home and 
community-based care no longer require 
waivers. 

9~Simplify eIigt"bility by collapsing existing 
categones and optional groups where 
appropriate. (NGA <93) 

.. 

Addressed. To allow for some eligibility 
. simplification, continued State innovation, and 
some eligibility expansions; States would have 
the option of covering individuals up to ISO 
percent ofpoverty if"budget neutral" (subject 
to CBO scoring). Current coverage would be 
maintained. 

1O~ Personal care should be an optional 
service that can be delivered or provided by . 
other providers besides home health agencies. 
(NGA (93) 

Affinns current law that personal care services 
can be delivered by providers other than home 
health agencies. 
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11. OBRA <87 enforcement: the detennination 
of deficiencies require a form ofscope and 
severity index to assure that limited state 
resources are directed to the enforcement of 
the most egregious deficiencies. (NGA 493) 

Affirms current law to allow the targeting of 
state enforcement resources. 

-
12. Impose no. unilateral caps for federal 
spending on Medicaid entitlement. 

t 

. 

Addressed. In contrast with the Republican 
block grant proposal, the alternative per capita. 
proposal provides States with protections for 
enrollment increases due to population 
changes and economic conditions. 
D,isproponionate share payments (DSH) 
would be reduced and restructured, The DSH 
definition would be expanded to include 
FQHCslRHCs. 
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