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' AMEDICAID PRIMER D DR AF T
 What is Medicaid? Medicaid is the nation's major public ﬁnan,éingl program for provi_ding hea!-ih and long-term coverage to millions
of low-income peoplé.,_ Initially deéigned to pay for the health care of recipients of welfare assistance and certain other needSI people,

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

: Adthorized under Title XIX of*thng‘ociaI Security Act,Medicaid is a me_ans-iesied entitlement program financed by stéte and fed_eral”

- govérnment and administered By thg: states. Federal guidelinés place requirements on states for coverage of sp‘éciﬁc’groxips.df people

,'.andii:;ene'ﬁts. _Stétes that comply-with the federal éligibility and benefit guidélines, receive federal ~mafching payments based on the
* state's per ‘cépita income. The federdl s}za}e-:dr federal medical assistance pf;rCentage("FMAP")-‘-ranges from. 50 10 83 percent of

Medicaid expenditures.”

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

- The programs' complexity su_rroUnding who is eligible, what services will be paid for, and how those services can be paid foris a

source of much confusion. The attached table illustrates the wide variation'in selected states' Medicaid prog‘rar‘ns.

| DRAFT
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DR ﬁk?gg o ‘Variation in Selected State Medicaid Programs

- : | e S Medicaid
- 1994 AFDC Payment . Number of Optional - Coverage thlqlss~ Phy sieian Qfﬁce Yls't Spending Per
i . ) for Pregnant - "Reimbursement ‘ :
Standard Services Offered” _ . : 4 Person In
. : : o Women & Kids® Rate S
L - o ) \ , Poverty
DC . $420momh | .26 - | - 8% | . s20 - | $43%
NY . | $577 (New York City) 26 | 185% $11 - L 86,703
™~ | s | . a1 0 185% s b s2.681
va - | $354 2t 3w - | s20 0 ¢ | $2,858
Range of $164 (AL) - $680 (CT)° . 15(DE)-31 (WD || 133% (required) - @PNY) - $28 (MA) $1,646 (OK) - -
'V.‘arlatlox‘l: . - . e | o , :; 275% (MN) ] mL e . $8,212 (C'l"‘)‘
Other - v ' : ~~ There are 34 optional - 34 States above . Limited office visit,
Comment: ' IR - .. services. o 133% requirement established patient.

l1994 Green Book, Table 10-16. ThlS means, for example in.DC a fam1ly of 1hree must make $420 or less in order to qualify for AFDC and be -
categomcally eligible for Medicaid. , ‘

2Med1ca1d Services State by State HCFA, October- 1994
S 3N’atlonal Govemors Assoc1at10n “State Coverage of Pregnant Women and Klds-ifuly 1994" August 1994
’,4Holahan John “Medlcald Physman Fees, 1990: The Results of a New Survey”, October 1991 |
' " ‘SGeneral Accountmg Ofﬁce “MEDICAID Spendmg Pressures Drive States Toward Program Remvemlon” Aprll 1995 .
“ 6Comparlscm excludes Alaska and Hawaii. ; T | | _ . )
“ DRAFT
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Who is Covered? Although Medicaid has increasingly been used to expand coverage to the low-income population, it covers only 58
percen{_()fpoor Americans. :There are two reasons for this: only persons who fall into particular "categories" are,eligible and many
re‘cipieuts must Vmeet income limits that are based on cash assistance program (AF DC and SSI) standards which are usually well below

the poverty level.

- Despite the complékity of Medicaid eligibili:ty, most cOvered populations can be divided into 'sixeb'asic groups: L ﬂ

® Current. cmd former reczpzents of cash asssstance elther AFDC, Wthh covers smgle-parent fam111es and two—parent famllles :
- w1th an unemployed prm(npal earner, or SSI which covers low income persons who.are aged blmd or dlsabled

. Low-income pregnant women and chzldren under age 6 w1th famlly incomes below 133% of poverty and- chlldren under age
11 (thlS is  being phased nto age 19 by 2002) in farmhes whose income is less than 100% of poverty; - . . . . .

3

. Medically needy persons who meet categoncal restrictions (i.e., meet the nonﬁnanc:1al standards for inclusion in one of the
groups covered under Medlcald) and who have medical expenses such that when subtracted from their income, puts them w1th1n _
e11g1b111ty standards ) : : -

* ', ° Persons requiring mstztutzonai or other long—term care who hke the medlcally needy, quallfy because of the high cost of thelr N
needed care ~ o ‘ : '

B ® Low-income Medicare benefi iciaries ("QMBS" and "SLMBS") for whom Medlca1d w111 pay Medicare cost-sharmg (premlums o
deductibles, comsurance) and . -

. Low-zncome persons loszng employer coverage for whom Med cald will pay premlums for contmued prlvate coverage through i

' COBRA &‘”W&u&ﬁw W@ )
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Other rﬁandatory and op‘tional groups who are eligible. There are other Medicaid beneficiaries who do not fit neatly into the six . .

: ‘categories above They include'-

AFDC related groups: states are requzred to provrde Medrcard to persons Who otherwrse meet AFDC ehgrblhty standards but

,do not actually receive cash payments because the payments would be less than $10 or persons whose payments are reduced to

zero because of recovery of prevvrous overpayments. _ At state optzon, Medlcald coverage is avallable to chrldren ‘who meet the L

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

, homes where the pr1mary earner is not unemployed)

‘ Non-éFDC Pregnant Women and Chlldre States are permrtted to cover pregnant women and mfants under age 1 w1th

mcomesup to. E85% of povetty. -

' SSI-related group States at their optlon may provrde Medrcald to 1nd1v1duals who are not recervmg SSI but are recelvmg

’ State-only supplementary cash payments


http:States,.at
http:meett.he

Disjunc%ure between béneﬁciaries 1ahd Aexpenditui‘es.
‘Although adults and éhild@n‘ in low incor-r_le.famili‘e‘s
. make upkvnearly 70% of bcﬁcﬁciaries, they ‘account ‘fpr -
) onl'yv 29% of Me'dicaidi’spendigg. ' The elcgiéryly“andi
aisabled elccou‘hf for the majority (57%) ‘of speﬁ&i;lg
Abe»causé of ‘ their i_nténsive use of acuté and Iong-tevrm ‘caré
services. 'P.erkca‘pita épénding‘ ran-ges'frorh ;$888 fé’r non- .
disabled (l;hildren-to 5,200 for aged beneficiaries.

Disprbpoftz‘onate _share hospital (DSH) paymeréis (iccouni

~ for 12% of Medicaid spending, but cannot be attributed to

a beneficiary or service category.

DRAFT

‘Medicaid Beneficiaries and‘Expénditures,- 1995
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_ What Services are Covered? Medicaid covers a broad range of services to meet the complex needs of beneficiaries. Because of the -
limited financial resources of beneficiaries, few or no cost-sharing reqm’réments are imposed' States that choose to cover the
- medically needy may offer more restricted benefits to these beneficiaries than to those who meet categorical eligibility criteria.

- Furthermore, states may offer opi:ional services'to the categorically needy oniy or to both categorically and int_:dically needy.

.
F ederally—mandated services for categorzcally—elzgzble o Commonly offered optional services for both categorically
Medicaid beneficiaries include: , ' and medmaliy-needy populdtions include: *
@ inpatient and outpatient hospital : : R prescription drugs
® physician, midwife, and certlﬁed nurse practltloner - - e clinic services
® laboratory and x-ray ‘ ® prosthetic devices
e nursing homes o = : e hearing aids .
® home health - - Lo ‘ ’ - . ®ICF-MRs & IMD , :
e carly and periodic screening, dlagnosm and . e podiatrist, optomemst chlropractor serv1ces
treatment (EPSDT) for children under age 21 ® dental & dentures
e family planning o ~ ® cyeglasses
- @ rural health clinics/federally quahﬁed health | . e physical, occupation, speech & resplratory
~centers ‘ , L therapy -
o ‘ T " ® hospice
States are requ1red to prov1de to their medzcally needy | ®case management -
populations prenatal and dehvery services, ambulatory ‘ 4 ® personal care
services, and home health. Broader requirements apply if | o : ‘ ' : :
the state provides services in ICF/MRs or IMDs. - | *states st111 receive federal matchmg funds for optlonal h
IR services : - "

DRAFT



Recent Beneﬁcrary and Expendttures Growth '
' 'Beneﬁcrarles Recently, Medlcald enrollment has risen dramatlcally, reachmg 36.1 million beneﬁc1ar1es in 1995--up con51derably
) from 25.3 million in 1990. Growth has been mostly a‘ttrtbutable to expanded coverage of low-income pregnant women and young

~ children and tnCreqSeé in the number of blin'd. and disabled beneficiaries.

‘ Expendlture In recent years Medrcald expendltures have escalated raprdly average annual mcreases of almost 17 %V resultea in
' Med1ca1d expendltures more than doublmg between 1990 and 1995 Federal expendltures have increased from $41 1 bllllOIl to $88.4
ibllhon The rise ~1n spendmg in that perlod was attrrbutable toa comblnatton of health care 1nﬂat1on states use of’ altematwe ﬁnancmg
' ‘mechamsnts (e g DSH payrnents, provrder taxea and donattons) and arise in enrollment DSH payments were the most 1rnportant

cost drlver in 1991 and 1992 when Medtcald spendmg grew by 27% and 29%, respecttvely In2 years DSH payments grew from

sltghtly less than‘$l bllhon to $17,A4B iny a small fraction of spendmg growth was attrrbutable to the expansions in coverage of

low-mcome re nant women and chrldren howeve - The rate of growth in Medlca1d spendmg has slowed more recently The

" actuaries now pro;ect \/

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

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

AHF |
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Futu;'e grt}wth mimics pést ~grovvvt7h.. | Whilé the fate of growth in Medicéic_l spendir'xg"has slowea recéntly; both the Admifxiét;'ation
énd CBO expect the £ate of gfowth t§ increaseiﬁ the fut;n'e. The Adrriiniétration_ projects ’average ‘amigavl grthﬁ rates of 9-.‘3% for the
periodV fro’m FY 1996 tﬁ;ough FY 20(30: (CBQ‘ pr(’)jects' avéré_ge annual gtéyvth fates of 16.5% over fhe same ’peried).. ’For'the FY 1996 . |
. to FY 2000 pel‘iod,.thé Administratioh ﬁrojects Medicaid enrollmcn-t;will gro;)v atan av‘efag_e anpuz_al’ rate of 3.8% whilg prices;, ’vo'hlxmAe‘,x
' an& inieﬁéity are e'%pcétec?l to g~row‘by‘ én av'ereiée ‘ahmial rvat;el‘dvf. 5.4%. As the charts béi‘o%v indicvatsi:, over the né;(t 5 years, ‘Iﬁucz'h (44%)

*"of Medicaid beneficiary grovﬁh is expected to"l')e among children and expenditure growth amohg the aged and disabied‘ad‘pits.(S 7%).

Medicaid Expenditure Growth, 1996-2000

Medicaid Beneficiary Growth, 1996-2000
) Share by Beneficiary Type

" DSHPAYMENTS (11.49%)
. OTHER (1.65%)

Adult (19.77%)

.gslﬂlll“ﬂ!"“l

Disabled Adults (21.85%}
AGED (25.68%)

" A Aged (14.41%)

_ DISABLED ADULTS (31.05%

y Children {43.97%)

CHILDREN (18.63%)
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How is 'Care Delivered? While traditional fee-for-service financing arrangements still»fpredominate,»an increasing number of states
‘ar’e enrolling their Medicaid pohnlations invmanaged care programs. As of June 1994, 7.8 rnlllion Medicaid ‘beneﬁciaries were
| enrollecl in managed care, up drarnatlcal_ly' frorn 2.7 millionjn 1991 Medicaid managed. care rnodels range from HMOS usl,ng prepaid"
ca}aitated care to loose networks eontracting with seleoted proyiders for discountecl seryices and’ gatekeeping to control utilization.
Stares hdve irtitially targeted low-income fdtnil:’es for énrollment' rafher‘thnn aged or disabled; beneficiaries; Thet:e »i's vety little

. ewxperiencé with managed care for disabled populations who need institutional care:

Movement toward Medleard Walvers

Section 1115 Research and Demonstranon Watvers Section l 115 of the Soc1al Securtty Act allows the Secretary to wa1ve

' requ1rements for what a State plan must mclude (e 2., statewzdeness amount, duranon and scope; elzgzb:hty) and any requtrement A

' that deﬁnes the payments to states includmg:capitatton c'ontract requlrements. Recently, states have been using Section l l 15 to |
~.obtain waivers of federal statutory requ1rements to undertake statew1de mandatory managed care demonstranon programs ‘and expand
coverage The Admlmstratton has awarded Sectron 1 115 wa1vers toseven states and twelve more have applted and ar‘e-m the process

of negotiation.

DRAFT
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B 91 S(b) managed care waivers. The §1915(b) waivers are much more lrrmted than the §1 1 15 walvers The Secretary can walve only‘ -
those requrrements whtch may be necessary to 1) 1mplement a prlmary case management system ora spemalty physwtan services
arrangement whrch limits freedom of ehmce; 2) allow a locahty to actasa central broker to help enrolle,es select a plan; 3) provide .
_addltlonal serv1ces w1th the sawngs from managed care; or 4) restrrct provrder choice. States can use §1915(b) authonty to estabhsh
_managed care plans but alee to restnct pr0v1ders for 1npat1ent hospltals nursmg hcme factlmes and. traneportatlon | States sometrmes |
prefer 1 1‘15 V\;aivers_. fo allow fc_r more exten‘stve managed_care'develepment. Fer exarnple, nnd_er 19’1‘5’(1))»a“u_theri’fy,\_s'ta_tes'eanri'(jt .
» Waive the ret:luirernent)tnat no ’:rno‘re'than 75% of ‘enre‘lihnent can be Me‘dicaid beneﬁciarie's for HMQe;_ner~Can they waii/e "leck-in’f
tireiztstong‘" for ;eetpients. Moreeyer, 'S‘ecti_on lglwﬁtb')kf’vaiye?rs'mnstb‘c ’reneweé‘évery ttaro years L | ‘
' | , 1:9151e‘)‘h0ﬁ1e and comim unityi -bv ased gervices wa‘iv‘ers.f Presently,over threeifcurtns of Medtcald spending ;for long'-‘ternrcare‘ is on
- jnstitntionat eerifices': in nursrng hernes. Increa'singiy, lrorne‘*a'nd ccmmunit}r-based seWices waiirers are Abein‘g" used bj?‘states to shit;t;-'
A«'ée‘r\%i_ces Vdelivery, away' from cestly nursrng norne care td cdrnrn(tlnity-ba‘sed:care.:«Alt_hough ah statee na've_ horne and‘cornnadni‘ty-baeedg» |

" services waivers, most projects are limited.in scope and the population served remains small. ~
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‘_ I §1115 Medicaid Waivers . ] | .
Since the original Medicaid legislation-was passed in 1965, §1115 of the Social Security Act has given the Secretary of -
Health and Human Services the authonty to waive certain requ1rements of the Med1ca1d program to support an

experlmental pllot or demonstration project” that will "a831st in promotmg the ob]ectwes of the Medlcald program

Under authority of §1115 the Secretary allow States to:

. cnver tradmonally non-Medicaid populations and streamline 1gibility rules;

. waive statutory (§1915(b)) HMO requlrements, such as voluntary d1senrollment and the 75/ 25 rule,
. ~extend the statutory HMO lock-in period and limit recipient choice to one delivery system; and . |
«  provide Federal matching funds for costs that are not otherwise imatclhable under Title XIX.

States may apply for §1115 waivers for various reasons, mcludmg the desire to Support broader State health reform
_initiatives, to increase coverage, to reduce the level or growth of Medlcalcl spenclmg, or to maintain or increase Federal
funding. Florida's waiver request for example was an integral part of the State's legislated goal to ensure access to
affordable health care coverage for all Floridians by December 21, 1994 Although the legislature has yet to pass the

" Florida Health Security Plan upon which the waiver is ‘based, the State has already estabhshed the Community Health

Purchasing Alllances which are voluntary insurance buymg pools for small busmesses

4/7/95 (5:40pm)



| § P §111‘5 Waiver'Activifty‘

e A The Administration has approved seven Statew1de §11 15 demonstratlon prolects since taklng ofﬁce Of these

seven, four have 1mp1emented their programs and one, Kentucky, recently submitted an amendment to scale back

"':'xthelr program to ehmmate ehg1b1hty expansmns Total acute care spending in States with approved ; Statew1de |

‘demonstratlons accounts for over.11% of all Medlcald expendltures - ooeratlonal waiver States account for 3. 8% ,

of national acute care expendltures Since most demonstratlons do not mcorporate all State Medicaid acute care
~.expend1tures these flgures probably overstate the percentage of Medlcatd expendltures attrtbutable to §1 115 '

demonstratlons

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

spending in States w1th pendmg apphcattons (not including Kansas) represents an add1t10na1 17. 4% of total

Medrcald spendmg

o " "The attached table 3 1, from a recent GAO report, lists the dates of submtttal approval and 1mplementat10n for =

States that have recelved or apphed for §1115 walvers

s+ The atfached table 3.2, also from a recent GAO report,'lists_ the approximate size and nature of eligibility

- expansions for States with approved waivers.

4/7/95 (5:40pm)



Table 3.1: Section 1115 Statewide Demonstration Waivers Agglied for

- Since 1991, bY Submission Date

. Submxssion Approval
| oregon _Aug. 1991* | Mar. 1993 " Feb. 1994
'Kentucky',V 'iMar;,1993‘ Dec. 1993 f ®
Hawaii ~Apr. 1993 | July 1993 Aug. 1994
Tennessee June 1993 Nov. 1993 ‘:Jan; 1994
Rhode Island July 1993 | Nov. 1993 Aug. 1994
| Florida Feb. 1994 | sept. 1994 | o
| ohio - | Mar. 1994 ‘| Jan. 1995 ‘| A
South Carolina | Mar. 1994 | = ©°
Massachusetts - Apr. 1994 _
New Hampshire ‘June 1994 o S f . 3 ,
| Missourd June 1994 _ o | N \ ‘ “
Delaware ~July- 1994
Minnesota 1Ju1y«1994
Illinois Sept. 1994
Louisiana rtJan. 1995
Oklahoma ‘Jan. 1995
| vermont ? Feb. 1995
New York - Mar. 1995
| Kansas “Mer. 1995

The state
revised and. resubmitted the proposal, which was approved in March
1993 , .

“Oregon s initial proposal was denied in August 1992

"Awaiting state legislature approval. -chuve,r ommémm-\- so\mr‘l‘ka "f 5.

*HCFA has. approved south Carolina s waiver proposal framework.
However, certain: 1ssues must be resolved before the state’ is
allowed to implement 1ts demonstration program.

Source: HCFA. ' o : *QJ
SR S S Lo
A . GAO/HEHS-95-122 Medicaid Spending Pressures

Iy
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‘Table 3.2:°

ggroved Statewide Section 1115 Waivers, bx state

State

Estimated Maximum Nnmber of New Eli ibles Under

status, including individuals who cannot obtain
coverage because of a preexisting condition.
(Enrollment capped for newly entitled, not capped’ fo:

traditional Medicaid recipients,

the last yoar.)

i

‘Includot oxpanlions to optional q:oups of ncﬁicgid oligiblos.

'Actual new tnrollment as of narch 3, 1995,

" ®In January 1995, ronneusoc closcd -n:olln‘nt to thc uninnurod:

 was 438,000 in February 1995.

Source:
T

State waivcr propo.all and .upparting docunontation.

i

Eligibility
| restricted to those uninsu:ed prio: to a date within

demonstration enrollment

GAO/HEHS-95-122 Medicaid Spending Pressures

New S !ligibility requirements
oliqiblos‘ ) o A Lo - i
' - . .
Florida 1,100,000 | Individuals and families wlth incomes below 2508 of the |
‘ o federal poverty level (!PL) are oliviblo tor subsidxzed i
p:ivatc insurance. . [, ] i
Individuals and families are eligible only if uninsured |
for 12 months or :octntly disenrolled from Medicaid. |
, Bawali 80,000 Uﬁinsutcd porsont)bclow 3008 -of rpL; §
Kentucky 201,000 | Individuals with incomes below FPL.
ohio 395,000 | Individuals and families with incomes below FPL.
' ‘E o:eqon ‘ 112,000° | Individuals and families with incomes below FPL
i Rhode Island 11,000 | Pregnant women and children up to age 6 with family
X incomes between 185% and 250\ of reL. ,
Extension of family planninq oervicos for women for 2
‘yeara atter giving birth. o
iepnca-ae . 500,000° All unintu:ed, rogardltas af cmployment or income .
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.III. The 1115"Review Process - 3 B ' - =X - , -
* - Upon takmg OfflCe, this Administration recognlzed the’ de51re and the need of States to have greater ﬂex1b111ty in

reforrnmg thelr Medicaid systems This Administration is Commlttecl to mlmrnlze the burden States may

encounter in the waiver apphcatlon process.: .

o The Admmlstranon has pledged to try to review waivers in an expedlted fashmn -States are encouraoed to seek
pre- walver guidance from HHS To facilitate an expedlted review process, HHS and OMB now also rev1ew

waivers simultaneously..
- Administration review of §1115 waivers generally proceedsas follows: -

L Initial Remew About a month after the State submlts 1ts proposal ORD collects quesnons from HHS and OMB and

' forwards them to the State

2. Fack-Findirig and Clarification. After the State '{esp'c")ﬁdsi‘tb'i’héée’qﬁégﬁans -- and sometimes even 'hefor—e‘ they -
' respond -- the Administration and the State begin a series of informal staff-level conference calls or face-to-face -

meetings to prov1de a factual bas1s for negotlatlons

3. ‘Negotzatzons Thls mult1~stage process typ1cally mcludes additional information requests to the State addltlonal

: meetmgs with the State, and periodic requests for pohcy gu1dance

>tf’f AW

411195 (5:40pin)
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IV . §1115 Budgetheutrality Pol’iey

~4/7/95~ (S:itopm)‘~ | - : | o . |
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. Although not requlred in law, budget neutrallty has been a federal policy. for all §11 15 waivers since 1984.

A State meets the test of budget neutrahty by demonstratmg that, over the (generally) five-year life of the waiver,

. .pro;ected Federal costs under the waiver do not exceed prO}ected Federal costs without the waiver..

P Though the Administration has pledged to remain open to new methodologles, a budget-neutral waiver

expendrture limit is generally set by calculat1ng.basel1ne current-law expendltures as follows:
-  per-capita method. Budget neutrallty can be defined solely in terms of per-capita costs, as follows:-
Baseline Expendztures = ngcted Per—Capzta Spendmg gtual Enrollment over tzme

- This approach has been taken w1th each waiver approved by the Admlmstratlon with the exceptlon

" of Tennessee and Florlda who preferred an: aggregate budget cap.

-- - aggregate method Budget neutrahty may also be deﬁned in the aggregate, relymg on pro;‘elctlons of

per—caplta costs and enrollment as follows

o 'Baselme Expendztures = Prozectgd Per Capzta Spendmg szected Enrollment




—-»

)?f'ﬁ H

,\
Wa“

. The budget neutrality calculaﬁon generally includes-program components affected by the waivef e.g., acutevcaref
for AFDC and AFDC-like rec1p1ents, though Tennessee chose to impose a budget cap on the1r entire Med1ca1d

program

. Budget neutrality discussions genera}ly focus on the development of an appropriate estimate of without-waiver

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

. In a report 1ssued April 4 rev1ew1:ng Administration enforcement of the budget neutrality requlrement the

| General Accountmg Office concluded that budget neutrality calculations should rely on the use of Federal baseline
rates of growth, rather than the more flexible approach taken by the Admmlstranon The GAO concluded that one
of the waivers approved by the Administration, TennCare, was budget neutral while three others, Hawaii,

Florida, and Oregon, were not budget neutral.

" 477/95 (5:40pm)
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~ V. Budget .Ngutrality and Financing Iss ues'
. Neg0t1at1ons over budget neutrahty and other fmancmg issues can be long and compllcated with States engaglng
in a broad spectrum of approaches aimed at securlng optimal fundmg limits and sources. Two examples of such -

ﬂlnnovatlons

L hypothetzcal expenditures. States may assert that they would have exnanded ehgvblhty under current
‘ law without a wa1ver (under authorlty of §1902(r)(2)) ‘thus avoiding the need to create savmgs under

. the waiver budget cap to expand coverage to these populations; and -

- ; certified public expendztures ( CPE) CPE are defined in regulatlons as costs 1ncurred by State or local .
| ,pubhc agenc1es that represent allowable Medicaid expendltures ie., expend1tures for Medlcald '
services attrlbutable to Medlcald el1g1bles Certlflcatlon isintended to 0bv1ate the need for State .
agenc1es and local governments to transfer funds to the States before the State claims Federal
' matchlng funds, Under a §1115 waiver, the definition of Medicaid ‘Vservvices and Medicaid eligibles -
-~ “canrbe expanded almost withoiit limit] "pvo'tén"cially éﬁaljmpégéihg'Sigﬁi?ié}int‘ pci"r"ti’dh's"6f'Ioéél'p'ﬁElib o
| health progl‘am’s. Under a waiver, local expenditures for certain public health prograr_ne may be
used to claim Federal matching funde Termessee for example, is able-unider the terms of its waiver
to claim Federal matching funds for the costs 1ncurred by local _public hospitals for most mdlgent

- care and for TennCare underpaymen‘cs

él/7/95l5:40pm) - o ,l _ %%ﬁ%?lf
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General State Characteristics. In 1993, Tenhessee was the 17th largest State with 5.1 million residents. Tennessee
~ ranked 20th in gross State product and 36th in total taxable resources (in 1991). The State has a relatively low average

. per-caplta mcome and thus had the 15th hrghest Federal rnatch rate in 1993 67. 57%

' General Program Characterzstzcs As of October 1991 Termessee offered 19 optronal services out of 31 possible, rankmg '
.35th among all States ‘Tennessee was one of 27 States to cover pregnant women and children up t0'185% of poverty
and had an AFDC income threshold of 43% of the Federal poverty level - niearly exactly the national average.
“ _.Tennessee covered 13. 4% of its populatron through the Medicaid program compared toa natlonal average of 11%,

and ranked 12th in the nation in FY 1993 in per-caplta Medlcard spendmg

Rising Costs. Over the 1987-1993 period, State Medicaid expendrtures tripled. Urban Instltute ana1y51s mdlcates that
‘ Tennessee ranked about 17th in average annual growth in Medrcald expendltures between 1988 and 1993 (about 2% :
above the national average) 8th in average annual growth in benefrcranes (about 6% above the national average),

and 39th in average annual growth in perwbenefrmary expenditures (about 4% below the natlonal average).
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Uninsured Populations. The State estlmated that 775,000 residents were urunsured in 1993: 16.0% of Tennessee's non-

‘ elderly populat1on was unmsured in' 1993, compared to a national average of 16.6%. To address the large percentage

of urunsured that were employed (70%) in 1987 the State establrshed a PPO-type i msurance program for people who

either had health condltlons that caused them to be unmsurable or Who are mvoluntarrly terminated. from coverage

Only 3 900 people were enrolled in the program due to the hlgh premlums h

~ Inappropriate Utiliiatioh' Tennessee had a high rate of emergency room visits in 1993 -- 475.8 per 1,000 popuiation

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

natron

Expzrmg Provider Tax Termessee rehed heav11y on two prov1der taxes to fund 1ts Medicaid program a hospltal tax
that ralsed roughly $320 rrulhon annually (generatmg about $1 billion in Federal matchmg funds) and a nursmg
home tax that raised roughly $35 million annually (generatmg over $100 mllhon in Federal funds). ’Ihe pohtrcally

~unpopular hospital tax was set to expire in early 1994 and was suspected by HCFA to be in v1olat10n of certain -

. requirements of the 1991 Federal law 11m1t1ng State use of provider taxes and donatrons The hospltal tax was"

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

- requ1rements of thé' law’ as 1mplemented by regulatlons pubhshed in August 1993 ~These States may apply for e e

Warvers of the statutory requirements. The nursmg home tax was included i in a list of nine States that have collected

taxes that appear to HCFA to be 1mperm1ss1b1e Walvers are not available for these nine States

4/7/95 (4:14pm)
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~*  Basic Structure. TennCare is a Statew1de program that prov1des a standard package of basm health care benefits via
’ managed careand in a managed competltron environment to Medicaid benef1c1arles uninsured State re31dents and

" those whose medlcal condltlons render them unmsurable

* ° Premiums and Cost- -Sharing. ParthlpantS witH i incomes exceedmg the Federal poverty limit pay some portion of thelr
prernlums ona graduated fee schedule Deductlbles and copayments are also required on non- preventive services
for all participants except mandatory Medicaid eligibles. Most, if not all, premium revenue collected by the State

; ~counts towards the State share of Medicaid expenditures. The State had early difficulties coll'ecting premiums.

e Managed Care/Managed Competition ‘Enrollees are éerved in one of 12 capitated managed care organiZations (lvlCOs)
that are either HMOs or PPOs. The State has developed an age-adjusted community Capltatlon rate to pay plans
(currently averagmg about $1, 300 per year). The State or1g1nally planned to move'to a competltlve rate- settlng
mechamsm, w1th rates equal to the lowest cost MCO in each commumty, but it is unclear at this.point when they w1ll

" move forward w1th that approach

. *Enrollment Enrollmeht is capped at 1.5 million. Within’ six weeks after being awarded the waiver, TenneSsee began -
| enrolling both Medlcald and new eligibles into TennCare To date about 1.2 million people have enrolled, mcludmg
roughly 440, 000 prev1ously unmsured A survey by the Umver51ty of Tennessee in-1994 found that 94.1%of
Tennessee re81dents had insurance coverage, an increase of 4% over a one-year period. Due to fundmg constraints, -

’ the State closed enirollment in the program for the unlnsured in Ianuary, 1995.
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. Budget Neutmlzty The TennCare budget neutrahty agreement mcorporates all State Med1ca1d expendltures under an

" ~ aggregate expendlture cap. that grows at roughly 8. 5% per year between SEY 1993 and SFY 1998, based on projected
fbasehne growth of 17% from SFY 1993 to SFY 1994 (the base: year) and about 6.6% annually thereafter ‘Total .
Medlcald expendltures in Tennessee had grown at roughly 21% annually over the 1988 1993 perlod '

4/7/95 (4:14pm) . )
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| 111 ‘Can Tenncare e Re :Iieated in Vt_h.er States?' | ‘ | DQAF‘E“

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

. savings to cover more uninsured'people is attractive , but because of the variation among State Medicaid programs, there

‘are real questlons about whether other States could accomphsh this, whether it would be doneina budget neutral manner,

. and whether it would preserve a sustamable Federal/ State financing relatlonsh1p
. A unique definition of budget neutrality was used in Tennessee In estabhshmg abud get-neutral cap for TennCare the

Admlmstratlon assumed that Tennessee s Medlcald program would remain unchanged w1thout the waiver both in

- terms of programmatlc components and expendltures In other words, the Admlnlstratron assumed that nelther the -

: - State nor the Federal government would reduce the Medlcald program and that both the State and Federal
government would continue fundmg at pre-waiver levels, which had supported a 21% annual growth rate over the 5
years precedmg the waiver. This assumptron means that the State s disproportionate share hospital program, whlch
' V-whad been spendmg about $430 million per year frnanced largely through the prov1der taxes mentioned above, was
- assumed to continue, and thus was made part-of the State's "baseline.” In other waivers, the Administration has |
made some ]udgment as to hkely programmatlc and funding changes absent the waiver. Without such ]udgments -=

orif'the judgments | prove to be mcorrect --§1115 waivers may turn-outnot to be budget neutral.- ----— - o

. - - Expanded definition of State matckable expenditures Under their waiver, Tennessee was able to reelassify sig'niﬁcant
amounts of local pubhc health expendltures as Medicaid expendltures eligible to generate Federal matching
:-payments [see Tab 2, Part V for an explanation of thls walver fmancmg rnechamsm] Since the TennCare waiver was

approved, several other States have asked for 31m11ar treatment of State health expendltures Loulsrana for example,

..’4/7/'9‘5(4:14pm) o ', I
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has requested AFederal matching paymerits for a wide range of State and local hea_lth expenditures that do not E
' currently qualify as Medicaid expenditures. If applied in other States, the TennCare precedent could lead to a
significant increase in the percentage of total public health expenditures born by the Federal government.
- B N A e 2 ;,,\alww
< - F inancial instability. Though TennCare was desngned in large part to help preserve Federal funding for Tennessee's |
Medicard program and to expand coverage, the State's abrhty to contmue its share of the- fundlng at this level remains
_ uncertain -- potentially 1mper1lmg the long-run success of the demonstranon (see 'Provider Concerns" below).
TennCare is currently runnmg a deficit of $99 million. _According to the State this may be because of a hlgher than
»‘.expected level of enrollment ($62 m1lhon) and in because of lower than expected prermums Collectlons from the -
i Worklng poor ($37 mllhon) It may also be that new flnancmg sources made avallable under the waiver did not fully
| offset the lost revenue from the explrmg prov1der tax. The State's financial report for TennCare's first year of -
o joperatlon is due this summef. ‘This report should prov1de additional 1nformat10n on actual TennCare funding and

‘ expendrtures

Implementatlon In a rush to meet the self-lmposed short 1rnplernentat10n schedule, TennCare appears to have:

o encountered some 51gn1f1cant 1mplementat10n problems durmg its start-up phase :

i ) - A : p = - T e S

e The enrollment process in Tennessee seems to have been Signif{cantly cornpromised by the short imple‘mentation
oo perlod In Tennessee s rush to enroll people, they asked people to choose an MCO even before the MCOS had been

offlcrally licensed. Asa result some’ people chose MCOs that in the end decided not to part1c1pate

Lo
g
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. At least in the initial 1mplementat10n stages, the suff1c1ency of tl:(% projlder %etworks was serlously in- questlon Only
“one of the MCOs -- Blue Cross/Blue Shield -~ had a relatively comprehensive provider network at the time during
the 1mt_1al enrollment penod. Most physicians had no idea of what MCO they w‘ould join at the time when enrollees
were being.asked to clloose an MCO. Some provider nelrworks that the MCO claimed were in place turned out to be
1llusory When panents ob tamed a list of part1c1pat1ng prov1ders, they frequently found out that the prov1ders were
" no longer participating or were not available to provide treatment. Some patients had difficulty in accessmg care

became their MCOS contain significant service gaps. During the 1n1t1al implementation perlod only the largest

- ' MCOs had developed prov1der panels w1th a Complete spectrum of specialty services.

. Requiring low income populat1ons to enroll into managed careina short tlme frame placed significant pressure on

| ~health plans to enroll members qulckly and in large numbers New plans espec1ally needed to enroll large numbers |
of people to offset expensive start up costs. Several MCOs practlced questlonable and even illegal marketmg
practlces in order to gam a larger market share. In thelr Aprll 1994 report on TennCare 1mplementat10n the ‘
Nahonal Association of Public HOSpltals c1ted repeated, though undocumented reports that benef1c1ar1es had been |
offered hams, turkeys or cash'in exchange for enrolllng in an MCO

S e L '—Other than Blue Cross/Blue Shleldacoverage of State employees, Tennessee had l1ttle experlence with manaéed care -

‘ L beforé TennCare. Less than 5% of the State’s population was enrolled in HMOs in 1992, compared to a national -

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

| average of 12%. .

‘ 1 DRAFT
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. Many of the State s problems wrth the provider communrty and administrating the program ﬁiere caused by the -

"quick 1mplementatron schedule, which-could have been accelerated due to the pending explranon of the provider

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

. commumty base of support, to create an orgamzatlonal structure and admlnlstratlve operatlon and to educate staff

prov1ders and beneficiaries.

”Counterpoint: Tennessee's rapid implementation schedule and ambitious reform plans helped create intheState a
momenturn for change and a crrtlcal mass of support for the program —-a program that may now be too large and

, entrenched for the State leglslature or prov1ders to undo
' Ongoing Provider Concerns. - o o

«  The Tennesaee Medical"AsSOciation brought suit unsuecessfully against TennCare because they l)’elieyed the

" physician rates Were too low. - Physicians have been critical of the "cram down" rule; which requires physicians.

providing services to Blue Cross /Blue Shield-covered State employees to part1c1pate in TennCare. Although many

phy81c1ans had dropped out of the State employees program initially, most have smce returned.

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

. Hospltals are also beglmung to-feel TennCare s plnch Tennessee ongmally planned tq set up a pool of funds to
 make supplemental payments to hospitals for medical educatlon, continuing uncompensated care costs, and the

unusual costs associated with hlgh-volume Medicaid provrders. Because of funding constraints, the State recently

p4/}7/95(4‘:1z-;pm)p | . 2\9 o . %&?E‘
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| abandoned plans to make $2]7 million in annual payments from thls pool to hospltals for'indigent care and graduate
- medical educatlon Since TennCare began, several major hosp1tals in the State have experlenced f1nanc1a1 problems
mcludmg the State s 1argest Med1ca1d hospltal in Memph1s, Wthh has ehmmated 100 beds 1a1d off: 218 empleyees .

o “(and may soon lay off another 190) and ehmmated cardlology and cancer serv1ces

'4/;7/95 (414pm) - 17
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. Ilustrative Medicaid Capped Growth Scenarlos Being Consndered by Congress
’ Beneflts Only-—FY 1996 President’s Budget Baselme Estlmates

(fiscal years, billions‘ $)

D o " 5Years '7’;*— "~ 7Years - 10 Years
- [(1996-2000). | - (1996-2002) (1996-2005)
]Medlcaxd Benefits Under Basehne " 25543 ) 8555 -~ 1,419.2

BenefitGrowth | - 93% . | " e3% . - | - 92%

i e ——
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Illustratlve Medlcald Savmgs Proposals Being Consndered by Congress

1/ Staff Estimate using FY 1996 Prescdent‘s Budget Baselme

2/ Preltmlnary OACT Estimate

nfa= Savings estlmates are not available

" Savings
($ in billions)
1996-00 1996 - 02 1996 - 05

DSH. . N . S

Reduce DSH payments by one-third 1/ (42.5) (63.8) (101.0)
- Replace DSH with a Vulnerable Population Adjustment [ 1/] - (43.0) - {65.0) -(103.8)

Welfare Reform Effects .

Restrict Medicaid Beneflts forlLegal Allens 2/ {13.9) nfa S 17

Deny SSl/Medicaid to Drug Addgcts & Ajcoholics 2/ (1.0) nfa = -  n/a

Deny SSI/Medlca d o Certain Chlldren 2/ (6.6) . na . na

_Relmbursement : : , )

Repeal the Boren Amendment n/a. 0 na n/a

Eliminate 100% Cost Reimbursement for FQHGs ‘nMa  na - ‘na

- El|g|blllty : : c S :
Tighten Asset Transfer.and Estate Recovery Rules nfa na - ‘n/a

- Managed Car o ' )

- IMandatory Managed Care for AFDC. Adults and- Chlldren - : -
and Non-Cash Children (assumes a 5% one-time i _ - o
reductlon in costs) - 1/t 08 = . (06 - - (B7)]

. Mandatory Managed Care for AFDC Adults and Chlldren
and Non-Cash Children {assumes a 10% one-time ‘ S T -
reduction in costs) 1V (1.2) (4.5) - (10.8)

A77/95 9:54 AM
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Medicaid Reform (_)ptions Being Considered by Congress

\ Growth in the Medlcald program could be controlled and the program could be restructured ina number of ways
1. Comprehenswe Medicaid Reform

One way to control growth in the Medlcald program would be to rnstltute a ma] or structural reform of the program ehmrnatmg the
matchmg rate system, but leaving in place the individual entitlement. Federal savings would be guaranteed by controlling the
program's rate of growth and converting the disproportionate share hospital (DSH) program mto a smaller vulnerable populatton
adju stment pool that would grow by the rate of growth in the nommal GDP. :

States would be grven a fixed per caprta amount to provrde a standard Medrcard beneﬁt package. The 1n1t1a1 amount would be based
on an estimate of per capita Medicaid costs for the services in the standard benefit package. ‘This estimate would assume Some initial -
savirigs from gains in program efficiency. The per capita amount would increase by the rate of growth in the nominal GDP per caprta
States would be at risk for. addmonal increases in costs per caprta but not for i increases in enroilment :

© This optron contams three major eletments;

. The current array of Medicaid sewrces weuld be reconfigured into one standard Medicaid benefit package across all states ,
~ States would contmue to have the option of providing addrtronal beneﬁts at thelr own expense.

. Recrp1ents could be requrred to pay nommal cost- sharmg for most services.

«  States would be given the ﬂex1b1hty to continue determrmng ehglbthty within new F ederal gurdehnes move Medrcard
- recipients from a fee for-serwce delivery system into managed care systems and more efficiently admrmster the program

Under this option, you could choose not to limit the growth of benefits in order to allow states to ‘expand coverage Alternatively, you
could limit growth to some level below current baseline levels (growth in nominial GDP per capita plus adjusted récipient growth
‘(about 7.7%)). The table following the pros and cons (Illustrative Savings Option 1) illustrates the savings generated from: limiting
benefit growth and alternatively, strearnhmng eligibility without a limit on benefit growth The table also shows savings generated
from convertmg the DSH program into a Vulnerable Populatron Adjustment pool - »

April 7, 1995.(5:22pm)




" Pros: -

' Because a per caprta block grant retains.the 1nd1vrdual entitlement, Medlca1d could still serve as an economic stabilizer durmg

times of recession. A per capita block grant limits Federal ltabrhty by holdmg the states at nsk for mcreased costs per
recrplent and provrdes state ﬂexrbrlrty : :

Defining a standard beneﬁt package reduces the variation in the generosrty of beneﬁts among states. The standard beneﬂt

package would more closely resemble the beneﬁts oﬁ‘ered under private msurance mdemmty plans such as the Blue Cross & - ‘

. Blue Shield standard benefit package.

Requmng nominal cost- shanng payments from recnprents would also more closely resemble pnvate insurance plans Cost- |

'fl_sharmg would promote more respons1ble utrhzatlon of serv1ces Wthh could lower per cap1ta costs

_ Federal eligibility gurdelmes could be reworked to be based solely on income as a percent of the Federal’ poverty level. Thls

would rationalize access to Medicaid services by offering more equitable and uniform eligibility standards.. Alternatively,
states could be given broader leeway to determine eligibility under tighter overall rules, which may include tightening ,
eligibility requirements for the non-cash aged population or the SSI population. Changes in eligibility for these populations.

could be made by tighténing SSI ehgrbrlrty for drug addlcts alcohollcs 1mmrgrants and certain chrldren and/or by tlghtemng

L spenddown and asset transfer rules

The block grant would allow states greater ﬂexrbrhty to admmrster thelr programs by allowmg them to place recrptents into h

. 'managed care arrangements without havmg to seek a waiver.

CComs:

April 7, 1995 (5:22pm)

, If ellgrbrlrty is determined solely based on mcome €. g, 100 percent of Federal poverty level ‘some 1nd1v1duals who are

currently ineligible for Medicaid (single males).could become eligible, while others currently eligible (pregnant women and

»ch1ldren w1th incomes at 133 percent of the F ederal poverty level) would become 1nehg1ble
- States are at risk 1f Medrcald costs grow faster than the allowed rate of | growth in the per caplta amount

N eriting Federal Medrcald 'ﬁmdrng to payments for a standard set of beneﬁts would have widely varying impacts aeross States -

% &
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relative to the Federal funding for their current Medicaid programs. For eXample a State with generbas benefits, i.e.;
Wisconsin, could lose a large proportion of its Federal matching payments while a State with numrnal benefits, i.e.,
* Delaware; could gam Federal payments under the block grant. - : :

April 7, 1995 (5;22pm)
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Hlustrative Savings Option 1
Comprehenswe Reform
(Flscal Years, $ in b!lhons, Federal Share Only)

Total .~ Total - Tdtal‘ '
1996 - 2000 1996 - 2002 - 1996 - 2005 -

fca;iped GromhforBeriefits . (449) . (844).  (176.9)

ConvertDSH |ntoaVPAPool C w0 @30 . (650)  (103.8)

. ﬂSavmgs Proposals Total S s (87.9) L (149.4) (280.7))| R
1/ Savmgs Eshmated !rom data behind the FY 1996 Presrdent S Budget : D

e 2/ Capped growth achieved by I|m|t|ng expendlture growth to growth in nomvnal GDP per captta and adjusted reqplent growth (about 7. 7%)

One Alternatlve to Cappmg Beneflts

T . - Total - Total -~ Total .
o L _1996-'2‘000 1996 - 2002 199642095

' B Streamlme Ehgtbzhtywuthout Cap L ' P 1/2'1»‘ R [ X<) T ] (15{.8),. ’ : ."(}47.5) e

"‘»ConvertDSH mtoaVPA Pool IR VA 430) T (65.0).  (1038).

ilSavmgs Proposa!sTotal . S — "(52.3)" . (84.5)’*. '--(151;3)”)

’ f 17 Savmgs Estlmated from data behlnd the FY 1996 Presndents Budget -

. . B T T T T U PR

: ?J Savmgs generaled from tsghtenmg certam ehgsbi!sty rules forthe ededy énd dlsab!ed . _ ‘ L _ o L f e
DU Another Alternatlve to Capplng Beneflts R S DQ&FF

oL Total - Total - Total -
+ 7 1996-2000 1996-2002 1996-2005 '

Percépita Block Grant without Cébs’_ E ;1/ . : - 0 0. - S0 :

1/ Note this assumes a current baseline growth for benefits. -

T 23 e s s30PM
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Under such a block grant, the Federal government would grant the states a large degree of flexibility to administer the Medicaid

‘program, removing the existing Medicaid matching structure and individual entitlement status. In‘turn, the states would be at risk for .
any costs associated with their Medicaid programs above the level of the Federal grant. The Federal grant would reflect savings
~ realized from converting the dlsproportlonate share hospital (DSH) program into a smaller vulnerable population adjustment pool that
© grows by the rate of growth in the nommal GDP. States would determme the level of ellglblhty, benefits and relmbursement :
rates for their programs. - ‘ : ' '

2. . Block Grant with State Flexibility . . o L ) L o @Q

" The level of the Federal grant would be determined using a base year adjusted for tightening eligibility rules for SSI'and the non-cash
aged and adjusted for savings in per capita expenditures from anticipated program efficiencies. For example these efficiencies could
include limiting the amount of intergovernmental transfers or reducing variation in reimbursement for nursing homes and ICFs/MR.

The growth rate for the block grant would be based on a predetermined mdex that accounts for. rec1plent growth under the tlghtened
ehg1b111ty rules and nominal GDP per capita. ~ o

‘The tabEe followmg the pros and cons (Illustrat1ve Savmgs Option 2) 1 lustrates spec1ﬁc policies, states may pursue to offset the loss of
federal funds under a biock grant : : . :

- Pros: |
. | The Federal gov;ern_ment’: by lowering the growth rate of th'e‘ne\{z block grant,A eaa acﬁievebsax:fings. ‘

© States" ai;a prbvided with tﬁe greatest‘ﬂep-dbility (to deaermine eligibility, beneﬁts reimburaemeht levels, and delivery systems.~~
. Congress could achleve savmgs w1thout lproposmg spec1ﬁc reductlons 15 ehglblhty, payments or serv1ces\ - C

. The Federal hablhty is capped and predICtable

C . The ablllty of states to game Medlcald in the future could be reduced. T | _ o .' C
o C‘ons:._," - ' S ‘ o U E ' QRAFEQ -
+ - States' ability to manage a program .with, an annual cai) varies considerably. - | , - ' |

‘f,.aﬁﬁl7,1995(5:22pm) - S oy
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. . Depending u on the index used, Medicaid ma ,not serve as a 'limited safety net for insurance coverage durin a recession.
ep gup y g

L States may be forced to shlﬁ resources frem the AFDC-related population to the aged and disabled populatron because this -
‘ populatlon 18 growmg faster and has hrgher per capita costs.

. Accoumabiiity for Federal funds could be reduced.

s Some states could reap a "profit" if ne'state mainténance of effort is required.

April 7, 1995 (5:22pm)



I"ustrative Savings Option 2 - : ~ ‘ f.jﬂ_,j
Block Grant With State Flexibility. B?‘i ﬁ? E :
(Fiscal Years, $ in billions, Federal Share Only) ' S

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

Reimbursement Fieduc’tior’\s'_r SRR ' : . :
Reduce inpatient Hospital Payments 2l - 87 0 (14.8) ‘ (23.2)

Reduce Nursing Facility Payments v 1/2/ (10.2) (15.4) - (25.0)
Convert DSH mto a VPA Pool ) 1/ (43.0) - (65.0) (103.8)
Subtotal; Reimbursement , (62.9) ©(95.1) 1 (1520
" Elimination of Benefits o ‘ ' T
_Eliminate Coverage for Home Health Services , 1/ - (6.8) - (10.8) (18.0)
Eliminate Coverage for Personal Care Services - = 1/ . (11.9) - (182) - (29.6)
. Eliminate Coverage for Dental Services S T o (8.0) - (94) (15.8).
" Repeal EPSDT Mandate o <) L o o
' . Subtotal, Benefits (24.7) (382) . (63.2)

Elimination of Eligiblity Categories P S o B
Eliminate Coverage forMedxcaHy NeedyAdu!ts 1 - (8.3) o (9.8) - (16.5)

'Managed Care :
Mandatory Managed Care for -

- AFDC Adul ts&Chlldren Non-Cash Children v 1/ 0.9 - (0.6) ’ (3.7) .

1nteract|ve Effects o L o4 125 197 - 329 .
‘||Sav§ngs Proposals Total N IR . - {80.5) . (124.0) (202.5)]|
*1/ Savings Estimated from data behind the FY 1996 PresndentsBudget - o L g 3 gﬁ" 5
4 M i
2/ Reduction in Inpatient Hospital or NF expenditures could result from utilization controls or lower rates 7 @g?g‘ L&; B

3/ No pricing available
4/ Interaction assumes a 25% offset

-5@'
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- The Federal government could pursue specific policies to reduce Federal spendmg to meet the savings necessary ina capped growth
scenario. _

3. ‘Fed erally-directed Approach

" Eligibility rules for SSI and the non-cash aged populations could be tightened to achieve savings. Current optional services (except

_ prescription drugs, including ICFs/MR) could be capped at the current levels and allowed to grow by the rate of growth in-the nominal
GDP. The drsproportronate share hospital program could be eliminated and replaced with a smaller vulnerable populatron adjustment
. pool that would grow by the rate of growth in the nominal GDP.

' The table followmg the pros and cons (Illustratrve Savmgs Option 3) 1llustrates specrﬁc pohcres the federal govemment could pursue ‘
to limit Medicaid spendmg under a capped growth scenario.

.' Pres:
. ‘The indi{/idual entitlement-and match rate system for Medicaid is retained. = | ' _ -
. Savmgs are achieved by specific policies to slow the rate of growth in ehgrbrlrty, and the rate of growth in optional service
expendrtures
e Accountability and F ederal overSight are rerained‘.
Cons: | |
-‘ This appreach makéﬁs'ﬁé l‘undamental clrarrges‘to lhe Medieaid pregram: ~-
e - There is no limit to overall Federal liability nor are states giveri greater flexibility to administer the program. .
. States' ability to garrre Medicaid in the future has not been eontrdlled. ‘

| L o o . @ﬁ@ﬁ%?‘“’?’
April 7, 1995 (5:22pm) © , : r 27 ) o %, | i



\IIIustrative Savings Options
Federally-Directed Approach ‘
(Fiscal Years, §$ in billions, Federal Share Only)

. Total

a/n o 3

% «K Y

mﬁ’b

“Total Total

1996 -2000 1996 -2002 1996 - 2005 |
Reimburseiment Proposals E
Repeal Boren Amendment 1/ » ‘ T
Conver’t DSH into a VPA Pool 2/ (43.0) - - (65.0) (103.8)
. Eligibility Proposals .' 4 o ) .

- Limit Eligibility for Certam Aged Receptents i 2/ (11.4) (24.0) . (56.4) )
Beneflts Pronosals ' S -
Block Grant Optlonal Servnces 2/ - (1»3.8)‘ - (29.2) . (67.4)
Manaqed Care Prooosals ,

» Mandatory Managed Care for . o ' e - = S
AFDC Adults & Chlidren Non'Cash Chlldren' , 2/ 2709 (08 - - @7 . -
4 lnteractuve Effects 3/ 6.1 135 - ’ 31.9
" |[Savings Proposals Total ~(61.2) (1054) ___ (199.4)]

1/ No pricing avallab

2/ Savings Estimated from data behmd the FY 1996 F’resadem $ Budget

3/ Interaction assumes a 25% offset -

3%
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o h S.___: Medicaid Managed'Care Act of 1995 ‘ -

Senator Chafee is crrculatmg a draft copy of this bill. The bill amends the Social Seeurrty Act to permrt greater flexibility for States to
- enroll Medlca1d beneficiaries in managed care arrangements, to remove barriers that prevent States from using managed care to
. provide Med1ca1d serv1ces to estabhsh quality standards for Medicaid managed care plans and for other purposes.

States may require Medicaid recrplents to enroll in managed care plans without applymg for a waiver.
- However states may. not mandate enrollment for (1) children with special health caré needs (i. e. children who are
disabled, on SSI, or in foster care); ) quahﬁed Medicare beneficiaries; (3) homeless; or (4) migrant agncultural
workers (§new 193 l)
« " - The current .federal requlrementsgoverning niana'ged care under Medieaid are repealed. .

e ‘The bill establishes -and Medicaid managed care plans must ablde by, standards for'

R nondrscrrmmatlon quallty assurance; due process for plan provrders a;nd enrollees ‘and treatment of chlldren w1th
. spec1al health care needs. ~ :

'« Thebill ineludes provisions to prevent fraud in Medicaid managed care plans. B
L ) The bill also includes;sanctions_for noncompliance By Medicaid managed care plans. |

.The bill also contains the following provis‘ions affecting §1115 and'§1915 waivers.

The blll grandfathers approved §11 15 and §191 S(b) Medrcard waivers untrl the exprratron date of the waiver.,

» . The Secretary must, prior to extendmg any §1115 or §1915 waiver, conduct an \ evaluation of exrstmg and pendmg waivers and .
.submit a report to Congress recommending whether States requesting an extention of such waivers be requlred to comply w1th
the new Medicaid managed care requ1rements found in this bill. - o
. " The Secretary may not waive, pursuant to §11 15 or §l91 5, any of the prov1sxons ‘contained in this bill except for one speerﬁc
o provision regardmg the treatment of chrldren w1th special health care needs by managed care plans

. V - a5 . . .
C g, \{m\* 09 . i
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' §634: State Medicaid Savings Incentive A.c't of 1995 = - DKH%‘

Senator D'Amato mtroéuced this blll on March 28, whtch was referred to the Fmance Commtttee The bill mcludes the followmg |
provisions: - . . o , S R B .

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

. If a State achleves arate of growth for a fiscal year whtch is less.than the state's baseline rate, the Secretary would be required
' “to make an mcenttve payment to the state. . S : ' L

L The mcenttve payment would be equal to the amount that is:20 percent of the dtfference between the amount the federal
* . government would have paid to a state in that fiscal year, if state Medicaid expenditures had mcreased by the expected state
~.¢baselme growth rate and what the state actually spent in that ﬁscal year. :

| Comments This system would cause complex and htg_,hly pohtzcal negotlattons between HCFA. and the states about the chouce of a
base year, whlch years should be included in growth rates, and whtch "other factors” should be mcluded : :

States w1th htstoncally htgh growth rates from donatlons and taxes and DSH payment schemes could benef' t from having a baselme
“set based on historical growth. Through incentive payments; states could recoup some of the federal funds that they would have
_otherwise lost as a result of the 1991 and 1993 laws. HHS would be required to refund part of the difference between states' inflated
baselines and actual state expendttures that were in compllance w1th the DSH laws. This would undoubtedly result in increased
t‘ederal expendttures T A o _ S P R

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

States could also dec:reaSe their reductions by spending less than their "target" amounts. ‘Each state's target arnount for FY 1982 was
109 percent of the state's estimate of the federal share of FY 1981 Medicaid expenditures. Target amounts for the subsequent years

prapet “E

w . . poarT



were adjusted based on changes in the MCPI U. For each dollar under its target amount a dol!ar was off‘set from the state's total

1eductlon

The provxsxons were repealed in FY 1985. Many dispute whether the Reagan cap actually had an 1mpact on the program, since there
were so many ways in whxch states could lessen the percentage reductlons set in the law, . )

T
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TERMS AND DzrxN;z;ggsx -

ADLs _ ‘Activities. of ‘Daily Living. General catagories "

used to measure an individual's level of .
functional impairment -- dressing, bathing,
toilating, eating, -and mobility. :

- ALJ's . " Administrative Law Judges - prasida over hearinge
« regarding disputes over eligibility
-ndeterminations. ‘ A o

.AMP, A Average Manufacturer Price - average unit price

. paid to a manufacturer for a covered outpatient

'drug in the States by wholesalers for drugs - .
distributed to the retail class of trade. Basis
for rebates.

APWA o ‘ rican Pubiic Welfara Association.

Assignment of.Rights - Raquirement that States secure the right
e "~ of recovery from any liable third party
who -can. or must contribute or pay for covered
Medicaid services, Medicaid recipients sign a
statement authorizing the State to recover from
'third party payors.. : :

Best Price Lowest price at which a manufacturer sells single
C " . source or innovator multiple source drugs to any .
purchaser in’ any pricing structura. Basia for
rebates. , ,

Bona Fide Effort to Sell Exclusion of any resource which an

: ) individual has tried unsuccessfully
to sell. There is no time limitation on this -
exclusion. This is an 881 procedure.

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

providas that State payment rates for hospltals
and nursing facilities must be reasonable and .
adequate to meet the costs which must be incurred
by efficiently and economically operated :
facilities in order to provide care and services.
in accordance with State and Federal laws and
ragulations and quality and safety standards.

- Buy-4n - .~ Refe*s to. the requirement under section 1903(9)(1)
S : - of the Act. States must "buy-in" or purchase -
private or 9ublic ‘health insnranca for certain

12
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individuals. The "buy-in" of Mediéare’costs for
the elderly and working disabled is the most
common example of this. (see QMB and QDWI)} -

CPI . ’ Consumer Price Index

Capitation  Payment of a rate per recipient par month or for
. ~any’ designated period ‘ o

Cese Janagement When a specific pe:son or agency is
: responsible for locating, coordinating, and
‘monitoring all primary care and other medical
services on behelf of & recipient. -

Comparabllity The reguirement that, with certain exceptions,

- o services avallable to the categorically needy must
be no less in anrount, duration, and scope than
those available to the medically needy.  Also,
services to individuals must be egual in amount,
duration and sccpe for those within the
categorically needy group and for those within a
co«e:ed medically needy group.’

Coet Avoidance : Third Party Liability requirement that States
- L * must require providers to obtain payment from.

other liaikle parties before the Medicaid progxam
will reimburse for covered services. :

o) S ‘Developmentally Disabled - defined in the
' © Developmental Disabilitlaa Act of 1984
(P.L., 98- 527} - V

DNE Durabkle medical 30uipment, such ag wheelchairs,
o ‘ oxygen tanks, and apnea monitors.

' DRG S ‘aNDiacnosia Related Grouping - rate- aetting system .
: . for Medicare. Some States reimburss inpatient
hospital expenses under their own DRG System.

Deeming. Considering Income or resources which are
' . © availeble to an individual not receiving
- agsistance as avallable to an individual receiv;ng
- assistance. In ledicaid, income and r resources arxe
only deemed from parent to child or from spouse to -
spouse. . (Be aware that AFDC deeming rules are
dszerent from thoee of Medicaid and that thers
?as ba?n a great deal of litigation on that’
© ssue

13
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DSH : Disproportionate Share Hospital A hospital which
"¢  perves a higher than average proportion.of V
.medically indigent patients. B8tates pay these
hospitals at a rate which compensates them for"
thelr care to. non*paying patients‘

Dual Eligibles ‘  Individuals eligible for both Medicare and
: Nedicaid.
DUR - - Drug use review. Program :eduired of all States.

by OBRA 90. Retrospective and prospective review
~of prescriptions is made to assure they are
eppropriate, medically necessary and that they
wili not result in adverse medical outcomes.

EPSDT " Early and Periodic Screening, Diagnostic and

' : Treatment services - screening/diagnostic services
to deternine phvsical or mental problems in-
recipients under 21; includes treatment to correct
or amelzorats any dafects and chronic conditions

- ESRD o En taga Ranal Disease

Entitlement Program or benefit availabla as a matter of right
t to all who meet the specified eligibility e
criteria.

Essential Sspouss The ‘spouse of an aged, hlind or disabled

‘ : " - recipient of cash benefits who lives with the
individual, whose needs wers included in .
determining the amount of cash paymant, and who is
determined esssntial to the individual's well ‘
being. :

" FFP : * Federal Financizl Participation - The amount of
: money pald to a State by the Federal government .

for Medicaid services provided to & recipient and
for administration of the Medicaid program in the
State. For services, FNAP is the rate used to
calculate FFP. .Administration and Medicaid
Managemsent Information 5ystem coets are matched at .
other unikorm rates. '

FMAP : Federal Medical Assistance Percentage - the -

. percentage of th2 total cost of medical care -
provided through the Medicaid program that is paid
for by the Federal government. FMAP is based on
the relationship between a State's per capita. .
personal income and that of the nation as a whole

14
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for three previous years. FMAP 8 vary rrcm 50 to
about 80 percent.V(See Appendix C for a complete
listing )

As part of ita TPL-program a Stata must have
a written agreement with a local child
support enforcement agency for recovery .of
- funds for the Medicaid program from an absent
. parent and/or his/her insurance benefits.

Freedom of,chbice A prihciplé of Nedicaid which allows a

recipient fraeedom to choose. providers Can
‘be waived (see WAIVERS). : -

Grandfathered Groups . ; Cartain groups which Congress exempts by;

HHA

HIO

HMO -

, Hospicé

ICF

ICF/MR

law from new reguirements, e. g.,

“stricter eligxbility requirements.
' Kome health agency - &n entity that provides

medical services to patients in thelr homes.

- Health Insuring Organization -~ an entity that pays
.. for medical services provided to reciplients in

- exchange for a premium or subscription charge paid

by the Stats and assumes an underwriting risk,

' Haalth Maintenance Organization. - a prepald health

plan that renders a comprehensive range of health
cars gervices to enrollees in return for
predetermined pramium payments or a capitation
rate.

Term used to refar to a facility that cares fcr
terminally 111~patientg, or to the care itself.

Intarmediate Care Fadility - See NF. Prior to'

" ,OBRA 87 an ICF was an institution furnishing
. health~related care and services to individuals
- who did not require the degree of care provided by

hospitals or skilled nursing facilities (SNFs).

' Intermediate Care Faciiity for the Mentally -

Retarded -~ an Iinstitution which provides
appropriate supervision and active treatment to -
Mentally Retarded and Developmentally Diaabled
resldents, in addition to providing necesaary
health and medical care.,

15
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Income . Eiiéibility.Verification System - a

computerized system using Internal Revenue Service

(IRS) data to verify an individual's income and

- resources reported on the Medicaid application.

States must have an agreement with IRS to use

their data and to protect the confidentiality of

the data.

Institute of Medicine - chartered in 1970 by the
Natlonal Academy of Sclences to enlist
distinguished members of appropriate professions

4n the examination of policy matters pertaining to

the neaith of the public.

Institution ‘for Mantal Diseasas. A hOSpital,
nursing facility, or other institution of more
than 16 beds, that is primarily engaged in
providing diagnosis, treatment or care of persons
with mental diseases, including medical attention,
nureing care, and related servicee._

IIncome Disregard Income which 1s not counted towards &an

MEQC. .
 MMIS

Mediéap

NF

individual's total income when determining

‘Medicaid eligibility.

Medicaid Eligibility Quality Control - see QC

Medicaid Management Information System - the

.federally mandated computer system used by State

Medicaid Agencies for claims processing and
inrozmation retrieval.

not reimbursed by Medicare.

Nursing Facility - An institution providing

health-related care to individuals who because of
their mental or physical condition require care

. and services which can be made available to tham

only through institutional facilitiee.

-iSOZ(e}(S)Disabled Children The Tax Equity and Fiscai

Respongibllity Act of

" Private insurance pelicies designed to cover coste \

- skilled nursing care, rehabiiitation services, and

1982 establishad an optional program wherebyStates

© may provide home care to disabled individuals 18

years of age or younger- through regular State Plan
servicea if the estimated cost of caring for the

16
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child in the home-is not greater than the
estimated cost of caring for the child in the

: PDQ/:Z +

appropriate lnstitutional setting (e.g., hospital,

skilled nursing facility, intermediate care
- facility). Inccome deeming rules for
institutionalized individuals are used.

PASARR , Preadmission Screening and Annual Resident Review
- OBRA 87 raquirsment for nursing facilities to
determine appropriate placement and treatment for

~ mentally ill. : ' . :

PHP "~ prep:id Health Plan - similar to an HMO except
‘ that it provides less than a comprehensive range

of sorvicas.

- PNA ' Personal Kzeds Allowance - The amount of an : :
~ institutionalized person's own money he is allowed

to keep in & monih to pay for personal
“Incidentals. The minimum established PNA is $30
per individual, 360 per ccuple, although some
-.States permit larger allowances.

Pagg-through groups Individuals who do not receive AFDC or
: ' ‘ 51 cagh benetits but are eligible for
Medicaid because they lost their eligibility due

to changes in law in 1972 and 1977 which raised

their income over the limit allowed under the casn,.'

program.

Pay-and-Chase = . . The practice whereby a State reimburses a
‘ -, provider for the cost of covered services
randared and ther. recovers funds from liable third
~ parties. e , ‘

"~ "Pickle" people A specific group‘of'péople who have retained

their Mediceid eligibility despite the fact
that they have lcst other benefits due to cost of
living adjustments (named.for Congressman Jake
Pickle, sponsor of the enabling legislation).

' Post-Eligibility For individuals in institutions, all income

is conslidered available to pay for cost of
-carz, except for amounts protected for the use of
the individual or his family (such as the PNA or
various reparation payments). Post-eligibility is
the process by which these protected amounts and
their valus are datermined. - . o

17
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QA

QC (MEQC)

© QDWI

QMB

Quality Aasurance - Process by which & State
monitors or audits care rendered to Medicaid
racipients to assure that all applicable Federel
and/or State atendards are met.

Quality Control (Madicaid Eligibility Quality
Control) ~ a system designed to reduce erronecus
expenditures by monitoring eligiblity

determinations, third~party liability activities,_,

anc clains processing.

gualified Disabled and Working Individuals. Title

11 dipability beneficiaries who have lost benefits '

due to earnings in excess of SGA ($500/mo.) but'
with inconz less than 200 percent of the federal
‘poverty level and resources lgss than twice the
85I level, and who are not otherwise Medicaid
eligible. States are reqguired to "buy-in"/ pay .
Medicare Part A premiums, deductibles and
coinsurance for 3uch individuals. .

Qualified Medicare Bensficlaries. Medicare Part A
eligible individuals with income at or below a
specified percentage of the federal poverty level
(95% in 1991), and who do not have resources
excesding twice the 58I level ($4,000 per
individual and $5,000 per couple in 1981). State

Medicaid agencies are required to’'pay the cost of -

Part A and B preniums, deductibles and coinsurance
for such individvals : : :

Qualifying Trust (Medlcaid Quali fying Truat) L Trust or

similar legal device g@stablished by an individual
(or spouse or parent) under which: a) the :
individual is the beneficiary of all or part of
the payments from the trust, and b) the amount of
.such distribution is deteimined by one or more
trustees vwho are permitted to exercise any
discretion with respect to the amount to be
distributed. The establishment.of the trust and
its structure of payments to the beneficiary allow
" the bsneficiary to neet Medicaid income :
eligibility standards without having to spend down
to income and resource guidelines. The maximum
payments that could be made by the trust to the
beneficilary are counted as available resources
whether. or not the. paymants ara actually made.

18 _‘
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SAVE -

SNDA

Systematic Alien Verification for Entitlements:
The Immigration Reform and Control Act of 1886
(P.L. 99-603) requires that States use SAVE, an
INS system, to verify the immigration status of
aliens applying for public/medical assistance.

‘Section 1137(d)(3) of the 88A, includes SAVE as

part of the IEVS requirements.

Stece Medicaid Directors' Association - A
professional, nonprofit organization of

-representatives of State agencies, D.C. and the .

" . territorics; sirce 1979 afflliated with the APWA.

sMG

" officials of the HCFA.

Purpose 1z as fccal point for communication
between the States and Tederal government.

Stete Medicald Grou§ - A joint body composed of
the Executive Cemmittee of the MDA and senior

Skilled &ursing Facility - an institution which
has in effect a transfer agreement with one or

- more participating hospitals, and which is

1634 Agreement

primarily engaged in providing to inpatients
skiiled nursing care and restorative care
services, and mests specific regulatory Medicare

-certification reqQuirements.

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

all ssi-related ledicaid eligibility ‘

. determinations.  Other States do their own

- 1619

Spencdicwn

~ state Supp

elicibiity deterninations using §sI criteria.

Sese Work.Supplemanta;ion,

Individuels in 209(b) States or those eligible

under the Medicaily Nesdy program often have to.

make payments on medical bills until their income
minus expenses incurred for medical care falls to
or b3low the State-prescribed income level. The
amount they must spend down each period is
determined at the time eligibility is determined.

State Supplomental Payments - When SSI was enacted
in 1972, in some States the new SSI cash payment
amount was snaller than the payments made to

“individuals under the previous cash program,

States were required to meke up the difference

19
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‘with a mandatory State supplemént.‘ States may
alsc pay optional State supplements. ‘

Statewideness A requirement that covered services and -
administyration be equitable throughout the State.
‘This requirement can be wa;ved {seelwAIVERs).‘

TAG'S ‘\A ' Technical AdviS¢rYVGroupa<which serve as
R suicommittees t¢ the six standing committees of
.the SMDA. ’ ! . - S
TEFRA Xids = “sec 1902(e)(3) o
TPL - ¥ Third Party Liability - Medicaid is the payor of

last resort for riedical expenses. If a third 5
. party such asg an.insurance company is liable for ‘

sore or all medical billg, the State must

determine the lizbility and mey either pay the

amount remaining or pay the full emount. and. seek

reimbursement from the third party. Order -of

liability: 1) recipient, 2) insurance company,

3) Medicare, and &) Medicaid, o o

- 209(b)/ ~ | section 209(b) of the 1972 Social Security :
Amendments or 1802(f) ‘codified as section 1902(f) of the Act. N
o . ‘ Refers to the statutory authority o
. allowing States to have more restrictive .
financial methodologies for the aged,
klind, or disabled than those of the SSI
program. . o ' g .

Work Supplementation =  Program under section 1619 of the Act in
4 - . . which blind or disabled individuals '
* who would normally be limited to earning a certain
amount of income in order to ratain blindness or
. disebility status are allowed to continue working.
Income is subject to ths SSI income disregards; if
income is more. than the SSI .standards, they may
still receive Medicaid as long as they earn less
~ than the amount they would lose if they lost SSI
. and Medicaid. = . E e T



