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THE BREAUX-CHAFEE PLAN 


The .Breaux-Chafee plan continuesto seek a middle route between the Republican plan and ours in 
_many, respects. However, it also embraces some problematic polides. While the details are still 
evolving, which will delay CBCl scoring, in generaf: 

Policies that move towards the Administration .;.

• 	 The Medicaid policy is far superiorto:the Republican plan, and offers an openil1g for bipartisan 
compromise. 

. • 	 The welfare policy moves closer to us in many ways, but with deeper cuts in immigrants 
benefits. . . ' . 

Policies that remain problematiC '-

• 	 Breaux-Chafee contains a Medicare premium increa.se for seniors over 200% qf poverty. 

.It caps the direct stude~t loan "program at 40% of total student loan volume, ~policy we 

successfully opposed in the final 1996 appropriationstbilL _ " 


. 	 . 

• 	 It reduces the CPI by .5% over and above the technical reductions we expect, BLS to make in 
. 1997,ana 1998, and by .3% thereafter, which saves $110 billion over seven ye~rs. . 

In large part because ofthe larger Medicare'. welfare, and CPI savings, Breaux-Chafee apparently, 
. does not need to trigger offits tax cut. Without these savings, 'and without a trigger, the plan 
,would not balance in 2002. ' ":, . 

http:increa.se
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Details on the policies ~n {Jreaux-Chafe,e 

Discretionary. T~e, Breaux-Chafee discretionary cuts are smaller than ours:over 7 ye'ars. but are heavily 
'backloaded and, apparentlY,become'equally deep"in the last year. 

, < 

t1edicare.: The Medicare savings proposalsJn Breaux-Chafee. whiCh they describe' as saving $154 billion: over 7 
years. are ,quitesirTIilar tO',those in 'the Administration's $124 billion package, Note that, Breaux ...Chafee ,is using a 
1997-2003 timeframe, instead of the 199$-2002 'assumed in the' Administration's estimate,· ' 

. . . , , , .' ,.' , ~', - .. : '. ~. . -' ,':", ' ,, " 

The major'differerl'ces between Breaux-Crafe,e and, the Administration's plan are: 
'.;: . . ' , . . 

" Part B' Premium. Consi~tent with Administration p'olicy, Br~aux-Chafeemaintains 'the 25% Pfemiumfor " 
"lower-income seniors." Starting at 200%"ofpoverty, Medicare premium subsidies start to phaseout (Le., 

;coyples above $20,900 will pay a premiul11 equal to JI.~%'pf Pa,rt Bprogram costs, phasing up tol 00% for 
couples at $150,000). . ',' , , , 

" 

MSA,s. Breaux~Chafee would alfowMSAs on demonstration basis. No further,detail~, are provided. 

'Eligibility'Age. It 'would m'atch Medicare ;eligibilitY age tci ~ocial Security! phaSing up to 66 between 2000 
; and 2005 'and ,to 67 by 2022.' ' , 

. ". '--, '. ..
.' < 

"'t1edlcaid.- The' Breaux-Chafee Medicaid proposal pr,eserVes the Federal gl:Jarante~ of ~overage and incorporates . 
many of the state flexibility principles ofthe Administrcttion's proposal. The proposal ,also ~aintains current law 

, mandatory'and optional population groups and serViees. ,It also ,retains current law: match rates; keeps a federal 
defrnitionof disabi'lity and continues the eligibi.lity·~xpaQsions ,enacted in J990; maint3:ir)s current nursing home 
,stanCJards-with federalenforcementi and mal'ntains the federal right ofattion," ' , 

<.: 
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Issues with Breaux-Chafee Medicaid policy: 

Link between AFDC and Medicaid eligibility~ The welfare plan does not guarantee categorical eligibility for 
all current AFD~ recipients. Instead, states would have the option of covering current law AFDC 
beneficiaries or those eligible under.the new welfare program.. This option could lead to the loss of 
Medicaid coverage for some families. 

Federal payment to States. Although Breaux-Chafee appears to have a savings mechanism similar to our 
-per-capita cap, it is unclear how the proposal would take into account caseload increases. In addition, it· 
appears that States will be able retain a base.level of federal payments even if they drop coverage for "'
optional services or population groups. This could cause federal funding to be disconnected to the size of 
the benefit package or number of beneficiaries served. 

Welfare Reform. -Breaux-Chafee is similar to Administration policy on child care, 5S1 Kids, child nutrition,_ child 
protection, and most food stamps and AFDC issues including flexible work reqUirements, equal protection of 
benefit recipients, etc.. However, Br~aux-Chafee has more savings than the Administration plan, financed with . .
deeper cuts in immigrants benefits and food stamps. . 

Benefits to Legal Immigrants ,;,- Rathe·r than expanding "deeming" -provisions as proposed by the 
Administration, Breaux-Chafee would ban almost all legal immigrants from receiving SSI with exemptions 

,only for current recipients who are very elderly, disabled,-and a few others; virtually all future immigrants -
would be banned from receiving SSI, including the disabled. -In addition, the plan would impose a 5-year ban 
for m-6st legal immigrants from most federal- benefits including Medicaid and AFDC. 

Food Stamps -- While Breaux-Chafee does not allow states to turn food stamps into a bl~ck grant or cap 
the program, it does cut deeper than the Administration's plan, primarily by establishing a4-6 r:nonth time 
limit for benefits -for unemployed childless adults. This restriction wouid affe·ct about a half-million persons.
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CBO 7-YEAR SCORING OF ALTERNATIVE PLANS 05/01/96 

. ( in billions of dollars) 

President's 

Bud et 


Using April 
1996 Baseline 

Savings:. . · .OIscretlonary ..... ; ....... : ..... : ...... ; .... ; .. 
Mandatory: 

. 
~ .... . 

Medicare ......................................... · 

Medicaid ....................................... .. 

Welfare reform ......................... , ........ '. 

EITC 1/ ..... ; ................................ ~ .. ;... 

Other mandatory ......... : ................. . 

Total, mandatory ....................... u. 
 • 

· - \.
. ·ax .cuts .................................. ; ............ · 

Corporate loopholes and other ....... ; ... 

Extension ofexpired excise taxes ...... 

CPI adjustment. .............................. ; ... 

.. Total; policy proposals ......................... . 

Debt service ...... ; ............................... ; 

. Total savings .................... ~ ................... .. 

·11 Includes revenues. 

, 1:\DATA\LOTUS\PLANREP.WK4 
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-233 

-116 
-54 
-37 

-5 
::56. 

--268 

9.7 

-53 

-36 

-492 

-38 

-530' 
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Republican Breaux-Chafee 
Offerj1/6 . Plan 

Using'December 1995 Baseline 

" 
-297 -348 -268 

. -124 
-59 
-40 
. -5 
.::49 

~277 

-168 
-85 
-60 
-15 
-66 

-394 

-154 
-62 

45 to -53 
"n welfare 

::52 
-313 to -321 

. 100 ·207 130 

~62 . -26 -25 
.. 

Extension inCluded in December baseline" 

-537 

. -56 

-593 

-562 
-

.::59.': 

-621 . 

::110. 

-621 to -630 

..tiA . 
..,' 
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THE IMPACT OF RECENT CBO BASELINE CHANGES 

,I': Unde'r the ApdlCBO baselihe, the budget defi'Cit outlook has improved signific'antly. eBO 
, rescoring of the baseline from December '1995 to April 1996 redu~ed the cumulative deficit, 
by $1 14 billion over~even years.' 

CSO Baseline Deficit, Billions ' 1996 
, 	 , 

,172December 1995 
.

' , . '" 

'1-44April 1996 .. 
. ';' 

28Change .', 

~ 

1997 

182 

' 1'65 

' 	'17 

, 

:1998 
, 

,,183 

175 

,8 

1999 

' 	195 

182 

'13 

2000 

204 

191 

13 

2001 

211 

194 

J7 

, 	 , 

2002 

228 

210, 

18 

Total 
• "'J,~ 

N.A. .' 

'N.A. 

114 

, The April1996CBO baseline'deficit,assumes'theexRirati6n of the airtransporta~ionexcise taxes, 
and other provisions.lfimmediate ,reenactmehtwere ass'umed, the baseline'deficit would be'abou't, 
$36 billion lower over the seven-year period. "., 

'" 
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2. 	 However, the large reductions in the baseline deficits provided very little additional deficit 
reduction .in 2002 under actual balanced-budget plans. In fact, when CBO rescored our FY 
1997 budget under.the April baseli'ne, the 2002 surplus actually declined. Therefore, there is 
no room for significant additional tax cuts or spending increases in 2002; and any additional· 
spending orcix cuts in.the earlier years 'would have to trigger off before 2002. 

• 	 The December 1995 baseline, revision reduced the projected deficits under the vetoed ' 
Reconciliation bill by much le~s than the change in the base,line, and only in the early 
years --not in 2002,. when the balanced-budget constraint binds.' 

• 	 eBO has not rescored the Republicans' vetoed Reconciliation bill under their new April 
1996 baseline. However, the April 1996 baseline revision reduced the projected deficits 
under the President's FY 1997 Budget very little, and worsen'ed the projected surplus in ' 
2002. This resLiltstrongly suggests that rescoring of the Republicans' latest offer, or any 
other balanced-budget plan" would not provide any significant room in 2002. 

THE PRESIDENT'S FY 1997 BUDGET 

CBO-Scored Deficit, in" Billions '1996 . 1997 1998 1999 '2000 2001 2002 Total 

December '1.995 Baseline ·158 164 150 126 109 62 -8 N.A. 

April 1996 Update '. 146 155 152 123 105 54 -3 N.A. 

Difference 12 9 -2 J 4 8 -5 29 

". 
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• These baseline improvements have little effect on '2002 deficits for two basi~ ~easons: 

First, most improvement in the eBO baseline comes in the eady years rather than the . 
outyears • .:.; in contrast to. the OMB baseline improvement, which grows over time. 

, , 

. '. '.' . ". . 

. 'Second, n1uchqf the improvement in the eBO baseline'comes in areas-- discretionary, 
Medieare, Medicaid -- where spending is essentially capped by the balanced-budget . 
p.olicies. Reducing baseline spending in,these areas does not reduce the projected 
defiCit; it reduces only t~,e projected budget'savings> ' . 

II 

For example, the Reconciliation bill capped Medicaid spending in 2002 at ,$128 billion. 
The baseline was $178 billion; therefore scored savings were $50 billion. Subsequent 

: events pushed the baseline down to $173 billion. ~ut that did not reduce the expected 
deficit at all; because expected outlays' were still $128 billion. Instead, 'it reduced the 
scored savings from $50 billion to $45 billion. 

-' 

,', 
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SENATE CENTRIST COALITION 

7-YEAR BALANCED BUDGET PLAN 


INTRODUCTION 


For the past several months, a bipartisan group of 22 Senators has worked to craft a 
. seven-year balanced budget agreement that is fair to all Americans. We have made 

the difficult choices and compromises necessary to reach an agreement because we 
are concerned about the effect a continuing deficit will have on the quality of life 
for each and every American. . 

If we act, we can· foster economic growth and prosperity. If we fail to act, we 
undermine the future 6f our children and grandchildren. This is an historic 
opportunity and we should not let it pass. 0 

Balancing the budget will spur economic growth, and help families make ends meet 
by lowering interest rates on home mortgages, car loans, and education loans. 

Balancing the budget will also brighten our children's future. Last year's repon of 
. the Bipartisan Commission on Entitlement and Tax Reform illustrates the magnitude 
of the problem facing future generations. Left unchecked, by the year 2012, 
projected outlays for entitlements and interest on the national debt will consume all 
tax revenues colleCted by the federal government, leaving nothing for national 
defense, roads; or education. We cannot stand by and let this happen. 

We formed this Centrist Coalition because we believe a balanced budget is possible 
only if Democrats and Republicans work together. We offer this proposal as a way 
to bridge the gap between our two parties .. We hope our effort will spur the 
President and our colleagues in the House and Senate to work together to enact a 
balanced budget this year.' . 

Robert F. Bennett Dianne Feinstein Herb Kohl. 
Christopher S. Bond Bob Graham Joseph I. Lieberman 
John B~ Breaux Slade Gorton SamNunn 
Hank Brown James M. Jeffords Charles S. Robb 
Richard H. Bryan J. Bennett Johnston Alan K. Simpson 
John H .. Chafee 
William S. Cohen 

Nancy Landon 
Kassebaum 

Arlen Specter 
Olympia J. Snowe 

Kent Conrad J. Robert Kerrey 
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SENATE CENTRIST COALITION 
7-YEAR BALANCED BUDGET PLAN 
. EXECUTIVE SUMMARY 

MEDICARE (estimated savings: $154 billion) 

Expands choices for Medicare beneficiaries. . 
Beneficiaries can remain in the traditional fee-for-service Medicare program or choose 
from "a range of private managed care plans, based upon individual need. Options 

. include point-of-service plans, provider sponsored organizations and medical savings 
accounts (on a demonstration basis), 

Promotes the growth of managed care .. 

By crea~ing a new' payment system for managed care -- which blends national and 

local payment rates -- the plan encourages growth in the availability and accessibility 

of managed care. Indirect Medical Education payments would be redirected to 

teaching hospitals; currently, they are paid to managed care pl~s.. 


Ensures the solvency of the Medicare Trust Fund. 

By slowing the rate of growth in payments to hospitals, physicians and other service 

providers, the plan extends the solvency of the Medicare Trust Fund. 


Higher income seniors should pay more. 

Through affluence testing, the plan reduces the Medicare Part B premium subsidy to 

higher income seniors, and asks them to pay a greater share of the program's cost. 


MEDICAID (estimated savings: $62 billion) 

Incorporates a number of NGA's recommendations. 

The proposal incorporates many of the principles of the NGA proposal regarding 

enhanced state flexibility, while also maintaining important safeguards for the federal 

treasury and retaining the guarantee of coverage for beneficiaries. 


Sharing the risks and rewarding efficiency., . 

Funding is based upon the number of people covered in each state, ensuring federal 

funding during economic downturns. States will be able to redirect the savings they 

achieve toward expanding Medicaid coverage to the working poor. 


2 
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Guaranteed coverage for the most vulnerable populations .. 

The plan maintains a national guarantee of coverage for low·income pregnant 

women> children, the elderly and the disabled (using the tightened definition of 


. disability included in welfare reform legislatioI?-)' 


Increased flexibility for the states. 

States can design the health care delivery systems which best suit their needs without 

obtaining waivers from the federal government. Under this plan, states can 

determine provider rates (the Boren amendment is repealed), create managed care 

programs, and develop home and community based care options for seniors to help 

keep them out of nursing homes. 


WELFARE (estimated savings: $45-$53· billion) . 


Includes many of NGA's recommendations. 

The plan, which includes several prominent features of the NGAproposal, is based. 

upon the welfare reform bill that passed the Senate by a vote of 87·12 in September 

1995. 


Tough new work requirements. 

States must meet a 50 percent work participation requirement by the year 2002. 


Time limited benefits. 

Cash assistance is limited for beneficiaries to a maximum of five years. 


A block grant providing maximum state flexibility. 

States will be given tremendous flexibility to design welfare programs, in accordance 

with their own circumstances, that promote work and protect children. 


More child care funding to enable parents to work. 

The plan provides the higher level of child care funding ($14.8 billion) recommended 

by the NGA to enable parents to get off welfare and to help states meet the strict 


. work participation requirements contained in the plan. 

Extra funds for states to weather recessionary periods. 

The plan includes a $2 billion contingency fund to help states through economic 

downturns. 
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Important safety nets maintained. 

The plan preserves the food stamp and foster care programs as uncapped 

entitlements. States must provide vouchers to meet the basic subsistence needs of 

children if they impose time limits shatter than fiv.e years (states set amount of 

voucher). 


Encourages states to maintain their investment in the system. 

States must maintain their own spending at 80 percent to get the fuil block grant, 

and 100 percent to get contingency arid supplemental child care assistance funds; 

contingency and child care funds must be matched. 


Reforms Supplemental Security Income programs. 

The plan disqualifies drug addicts and alcc~holics from receiving 55I benefits, and 

tightens eligibility criteria for the childrens: 55! disability program. 


R~targets Earned Income Credit 
The Ea.rned Income Credit is retargeted to truly needy by reducing eligibility for 
those with other economic resources. The plan also' strengthens the administration 
of the Earned Income Credit by implementing procedures to curb fraud. 

ECONOMIC GROWTH INCENTIVES (estimated cost: $130 billion) 

A three-pronged tax relief program for working faniilies. 
" The plan establishes a new $250 per child credit ($500 per child if the parent 

contributes that amount to an IRA in the child's name); expands the number of 
taxpayers eligible for deductible IRAs, creates a new "backloaded" IRA, and allows 
penalty free withdrawals for first time homebuyers, catastrophic medical expenses, 
col1eg~: costs, and prolonged unemployment; ~d provides for a new "above the line" 
deduction for higher education expenses. " 

Encotllrages economic growth. " 
A capital gains tax reduction based OIl the Balanced Budget Act formulation 
(effective date of 1/1/96): 50 percent reduction for individuals; 31 percent maximum 
rate for corporations; expanded tax break for investments in small business stock; 
and capital loss of principal residence. The proposal also provides for AMT relief 

. (conformance of regular and alternative minimum tax depreciation lives). 

Impor.tant small business tax assistance. 

An exclusion from estate ta...,.; on the first $1 million of value in a ,family-owned 

business, and 50 percent on the next $1.5 million. Increases the self-employed health 

insurance deduction to 50 percent. 
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Extension of expiring provisions'. 

The plan provides fora revenue neutral extension of expiring provisions. 


LOOPHOLE CLOSERS (estimated savings: $25 billion) 

Closes unjustifiable tax loopholes. 

The cost of the economic growth incentives is partially offset by the elimination of 

many tax loopholes, and through other proposed changes in the ta.'I!: code. 


CPI ADJUSTMENT (estimated savings: $110 billion) 

A more accurate measure of increases in the cost of living. 
The plan adjusts the cpr to better reflect real increases in the cost of living by 
reducing it by half a percentage point in,years 1997-98, and by three-tenths of a 
percentage point thereafter. The proposed adjustment is well below the range of 
overstatement identified by economists. . 

DISCRETIONARY SPENDING (estimated savings: $268 billion) 

Achievable discretionary spending reductions. 
Unlike most of the other budget plans, this proposal provides for discretionary 
spending reductions which can actually be achieved. The plan proposes a level of 
savings which is only $10 billion more than a nhard freeze" (zero growth for 
inflation), ensuring adequate funds fora strong defense and for critical investments 
in education and the environment. 

OTHER MANDATORY SPENDING (estimated savings: $52 billion) 

Balanced reductions acceptable to both parties. 

The plan includes changes that were proposed in both Republican and Democratic 

balanced budget measures in the areas of banking, commerce, civil service, 

transportation and veterans programs. 


Additional mandatory savings. 

The plan adopts other changes, including a cap on direct lending at 40 percent of 

total loan volume, extending railroad safety fees, and permitting Veterans' hospitals 

to bill private insurers for the care of beneficiaries. 
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SENATE CENTRIST COALITION 

. 7.Y~AR BALANCED BUDGET PLAN 


DETAILED SUMMARY 


MEDICARE (est. savings S154b.) 

The plan proposes a variety of reforms to the Medicare program designed to 
promote efficiency in the delivery of services and strengthen the financial status of the 
Trust Fund. The proposal retains the traditional, fee for service Medicare program, but 
also encourages the formation of private managed care options for seniors and the disabled, 
allowing point of service plans, provider sponsored organizations, and medical savings 
accounts (on a demonstration basis). 

The plan's provider payment savings and the expanded availability of managed care 
delivery of services win lower the cost of the Medicare program over the ne).1: seven years 
thereby extending the solvency of the Medicare Trost Fund. 

Program Reforms 

Increase choice of private health plans. Under the proposal, preferred provider 
organizations (PPOs), provider sponsored organizations (PSOs), Medical Savings Accounts 
(as a demonstration project), and other types of plans that meet Medicare's standards are 
made available to Medicare beneficiaries. 

Annual enrollment. The plan allows beneficiaries to switch health plans each year d~ring 
an annual "open season" or within 90 days of initial enrollment. 

Standards. The Secretary of HHS, in consultation with outside groups, will develop 
standards which will apply to all plans. These standards will involve benefits, coverage, 
payment, quality, consumer protection, assumption of financial risk, etc., which will apply 
to all plans; PSOs will be able to apply for a limited waiver of the requirement that plans 
be licensed under state law. 

Additional benefits. Under the proposal, health plans would be. permitted to offer their 
participants additional benefits or rebates in the form of a reduced Medicare Part B 
premium. Plans would be prohibited from charging additional premiums for services 
covered by Medicare Parts A&B. 

6 
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Payments to private health pIa!!!. Payments to managed care plans will be de-linked from 
traditional fee-for-service payments and will be computed using both locally-based and 
nationally-based rates. Future payments will grow by a predetermined percentage and a 
floor will be established in order to attract plans to the lowest payment areas. 

Commission on the Effect of the Baby Boom GeneratiQD. The plan proposes the creation 
of 'a commission to make recommendations regarding the long-term solvency of the 
Medicare program. 

Conform Medicare with Social Security. The eligibility age for Medicare is increased to 67 
at the, same rate as the current Social Security eligibility age is scheduled to increase. 

Part A Program Savings (Hospitals) 

Hospital Market Basket Update ReduCtion. For hospitals, the proposal sets the annual 

update for inpatient hospital services at the market ~asket minus one and one-half 

percentage points for fiscal years 1997 through 2003. 


CaRita} Payment Reduction. For hospitals, the proposal reduces the inpatient capital 

payment rate by fifteen percent for fiscal years 1997 through 2003. 


Reduce The Indirect Medical Education Reimbursement Rate. The proposal phases-in a 

reduction to the ad~itional payment adjustment to, teaching hospitals for indirect medical. 

education from 7.7 percent to 6.0 percent. ' 


Reduce DSH Payment. The plan reduces the eXtra payments made to certain hospitals that 
serve a disproportionate share of low income patients by 10 percent less than current·law 
estimates. 

Skilled Nursing Facility Paxment Reform~ The proposal adopts a Prospective Payment 

System (PPS) for Skilled Nursing Facilities by November 1997. In moving to the new 

methodology, a temporary freeze on payment increases is imposed and then an interim 

system is implemented until the full PPS system is implemented. 


Part B Program Savings (Physicians) 

Physician Payment Reform. The proposal adjusts the Medicare fee system used to pay 
physicians. A single conversion factor "Would be phased-in for all physicians instead of the 
curren't three conversion ,factors. Surgeons would be phased-in over a two year period. 
The conversion factor for 1996 would be $35.42 and the annual growth rate would be 
subject: to upper and lower growth bounds of plus 3 percent and minus 7 percent. 
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Reduce Hospital Outpatient Formula. The proposal adjusts the curre~t Medicare formula 
for hospital ou~patient departments to eliminate overpayments due to a payment formula 
flaw, 

Reduce OXygen Payment. The proposal would decrease the monthly payment for home 
oxygen services and eliminate the annual cost update for this service through 2003. 

Freeze Durable Medical Equipment Reimbursement. The proposal eliminates the CPI-U 
updates for payments of all categories of Durable Medical Equipment for fiscal years 1997 
through 2003. 

Reduce Laboratory Reimbursement. The proposal lowers expenditures on laboratory tests 
by reducing the national cap for each service to 72 percent of the national median fee 
during the base year for that service. 

Ambulatory Sur~ical Center Rate Change. The proposal lowers the annual payment rate 
adjustment by minus three percent for fiscal years 1997 and 1998 and then reduces the rate 
by minus two percent for remaining fiscal years through 2003. 

Part A & B Program Savings 

Medicare Secondary Payer Extensions. The proposal would make permanen:c. the law that 
places Medicare as the secondary payer for disabled beneficiaries who have employer
provided health insurance. It also e)."tends to twenty-four months the period of time 
employer health insurance is the primary payer for end Stage renal disease (ESRD) 
beneficiaries. 

Home .Health Payment Reform. The proposal reforms the payment methodology used to 
pay home health services by the beginning of fiscal year 1999. While a prospective 
payment system is developed, current payments are frozen and an interim payment system 
implemented. 

Fraud & Abuse Chan~es. The proposal includes a number of provisions designed to 
improve the ability to combat Medicare fraud and abuse by providers and beneficiaries 

Medicare Part B Premium Reform. The plan retains the pre-1996 financing structure for 
the Part B program by requiring most participants to pay for 31.5% of the program's costs. 
Premiums for lower income seniors are lowered to 25% of the progr:am's costs. In 
addition, the proposal eliminates the taxpayer subsidy of Medicare Part B premiums for 

, high income individuals. 
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MEDICAID (est. savings $62b.) 

The proposal incorporates many of the principles of the NGA proposal regarding enhanced 
state flexibility, while also maintaining important safeguards for the federal treasury and 
retaining the guarantee· of coverage for. beneficiaries. 

Payments to States. States are guaranteed a base amount of funds that may be accessed 

regardless of the number of individuals enrolled in the State plan. Each state would have 

the ability to designate a base year amount from among their actual Medicaid spending fpr 

FY 199.3, 1994, or 1995. Approximately one-third of disproportionate share hospital 

payments would be included in the base year amount, one-third would be used for deficit 

reduction, and one-third would be used for a federal disprop9rtionate share hospital 

payment program. 


In addition, states will receive growth rates which reflect both an inflation factor and 

estimated caseload increases. If the estimate for caseload in any given year was too low, 

states would receive additional payments per beneficiary from an umbrella fund" to make 

up the difference. Conversely, if the caseload was overestimated, the estimate for the 

following year would be adjusted downward. Regardless of caseload, astate's allocation 

never fall below the base year allocation for that state. The plan retains the current law 

match rates and restrictions on provider taxes and voluntary contributions. 


Eligibility. The proposal maintains current law mandatory and optional populations with 
the following modifications: states would cover those individuals eligible for S5r under a 
more strict definition of disabled (tightened by the welfare reform changes included in this 
proposal) as well as SSI-related groups; states would have the option of covering current
law AFDC beneficiaries or .those eligible under a revised AFDC program (includes one-year 
transitional coverage); and} states are permitted to use savings in their base year amount to 

expand health care coverage to individualS with incomes belo~r 100% of the federal poverty 
level without obtaining a federal waiver. . 

Benefits. The plan maintains current law mandatory and optional benefits except that 

Federally Qualified Health Center (FQHC) services would be optional rather than . 

mandatory. The propo·sal also gives the Secretary of HHS the authority to redefine early 

periodic screening and diagnosis treatment (EPSDT) services. . 


Provider payments. The proposal repeals the so-called Boren amendment as well as the 

reasonable-cost reimbursement requirements for FQHCs and rural health clinics, thus 

allowing states full flexibility in setting provider rates . 


. Qualit~. States would be allowed to set provider standards. States would no longer be· 
required to obtain a waiver to enroll patients in managed care plans, provided the plans 
met the state's standards developed for private plans. . 

9 
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Nursing Home Standards. The proposal maintains current nursing home standards with 
existing enforcement. Streamlines certain" requirements. 

Enforcement. Individuals and providers are required to go through a state-run 
administrative hearing process prior to filing suit in federal court. 

Set Asides. The plan establishes a federal fund for certain states that have high percentages 
of undocumented aliens, as well as a fund for FQHCs and rural health clinics. 

Program Structure. The reforms are made to the existing Medicaid statute. 

10 
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WELFARE (est. savings $45b. - 53b.) 

Block Grant. The proposal transforms existing welfare programs into a block grant to 
states to increase program flexibility and encourage state and local innovation in assisting 
low*income families in becoming self-sufficient. . This structure provides incentives to states 
to continue their partnership with the federal government by encouraging states to 
maintain 80 percent of their current spending on major welfare programS. While the plan 
provides maximum flexibility, it requires states to operate their programs in a way that 
treats recipients in a fair and equitable manner. . 

Contingenq Fund.. To protect states facing difficult economic times, the plan calls for the 
creation of a $2 billion federal contingency fund. 

Child Care. The plan provides $14.8 billion in mandatory federal funds for child care and 
ensures that those child care facilities meet minimum health and safety standards so that 
children are well-cared for while their parents go to ·work. . 

Maintenance of Effort. To encourage states not to substitute these new federal funds for 

current state spending, a 100 percent maintenance of effort and astate match are required 

in order to access additional federal money for child care and contingency funds. 


Work Requirement and Time Limit. The plan requires states to meet tough new work 
requirements - 50 perceilt by 2002 -- and limits a beneficiary'S cash assistance to five years, 
so that AFDC becomes a temporary helping hand to those in need, rather than a 
permanent way of life. . . 

Retention of Certain Safetv Nets. The proposal retains important protections'for w~lfare's 
most vulnerable beneficiaries, the children. It allows states to waive penalties for single 
parents with children under school age who cannot work because they do not have child 
care, gives states the option to require those parents to work only 20 hours a week, and 
requires states with a time limit shorter than five years to provide assistance to children in 
the form of vouchers. . . 

Out-of-Wedlock Births. The plan encourages a reduction in out-of-wedlock births by 

allowing states to deny benefits to additional children born to a family already on welfare 

and rewarding states that reduce the number of out-of·wedlock births. 


Curbi!!i.SSI Abu~. The proposal repeals the Individualized Functional Assessment (IFA) 
used to determine a child's eligibility for Supplemental Security Income (55!) and replaces it 
with <l tightened definition of childhood disability. It maintains cash assistance for those 
children who remain eligible for S5! under this new criteria. It also eliminates SST 
eligibility for addicts and alcoholics. 
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Foster Care and Adoption Assistance. Thefederal entitlement for foster care and adoption 
assistance (and their respective pfe-placement arid administrative COSts). is maintained under 
the proposal, States are required to continue to meet federal standards. in their child 
welfare and foster care programs. 

Food StamB and Child Nutrition Pro&rams. The proposal streamlines the food stamp and 

child nutrition programs, while retaining this critical safety net asa federal entitlement. 

The Vlork requirement for single, childless recipients in the food stainp program is 

toughened. '. . 

. Promoting S~lf~SufficienC'/ for Immi&rants. The plan establishes ~ five-year ban on most 
federal "needs based" benefits for future immigrants, with exceptions for certain categories 
of individuals (such as Veterans, refugees and asylees) and certain programs (such as child 
nutrition, foster care and emergency health care under Medicaid). '. The plan also places a 
ban on SSI for all legal immigrants, but exempts current recipients who· are at least 75 years 
of age or disabled; veterans and their dependents; battered individuals; those who have 
worked 40 quarters; and fora five-year period refugees, deportees and asylees. Finally, 
future deeming requirements' are·expanded to last 40quaners, but do not COntinue p~t. 
naturalization. 

Retargets E~rned Income Credit. The Earned Income Credif is' retargeted to the truly ~eedy 

by reducing eligibility for.those with other economic resources.· The plan also strengthens 

·the administration of the Earned Income. Credit by implementing procedures to curb fraud. 
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TAXES ($130b.tax cut; S25b.loophole closers) 

Child Credit. The proposal provides a $250 per child ta."{ credit for every child under the 
age of 17. The credit is increased to as much as $500 if that amount is contributed to an 
Individual Retirement Account in the child's name. 

Education Incentives. The plan provides two separate education incentives. The first is an 
above-the-line deduction of up to $2,500 for interest expenses paid on education loans. 
The second incentive is an above-the·line deduction for qualified education expenses paid 
for the education or training for the taxpayer, the taxpayer's spouse, or the taxpayer's. 
dependents. Both deductions will be phased out for taxpayers with incomes above a 
certain threshold. The phaseout thresholds and the dollar amounts for the deductions are 
subject 'co revenue considerations. 

Capital Gains: Individuals. The proposal allows individuals to deduct 50 percent of their 
net capital gain in computing taxable income .. It restores the rule in effect prior to the Ta.x 
Reform Aet of 1986 that required two dollars of the long-term capital loss of an individual 
to offset one dollar of ordinary income. The $3,000 limitation on the deduetion of capital' 
losses against ordinary income would continue to apply. Under the plan, a loss on the sale 
of a principal residence is deductible as a capital loss. These changes apply to sales and 
exchanges after December 31, 1995. 

CaRita! Gains: Corporations. The plan 'caps the ma."<:imum tax rate on corporate capital 
gains at 31 percent. This change applies to sales and exchanges after December 31, 1995. 

Capital Gains: Small Business Stock. The ma..'(imum rate of tax on gain from the sale of 
small business stock by a taxpayer other than a corporation is 14 percent under the 
proposal. The plan also repeals the minimum tax preference for gain from the sale of small 
business stock. Corporate investments in qualified small business stock would be taxed at a 
maximum rate of 21 percent. The plan increases the size of an eligible corporation from 
grossassets of $50 million to gross assets of $100 million, and repeals the limitation on the 
amount of gain an individual can. exclude with respeCt to the stock of any corporation. 
The proposal modifies the working capital expenditure rule from two years to five years. 
Finally, an individual may roll over the gain from the sale or exchange of small business 
stock Jif the proceeds of the sale are used to purchase other qualifying small business stock 
within. 60 days. The increase in the size .of corporations whose stock is eligible for the 
exclusion applies to stock issued after the date of the enaetment of this proposal. All other 
changes apply to stock issued after August 10, 1993. 

Alternative Minimum Tax Relief. The plan conforms the Alternative Minimum Tax . 
depreciation lives to the depreciation lives used for regular ta.x purposes for property placed 
in service after 1996. 

13 
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CONSUMER PRICE INDEX (est. ~avings $ttob.) 

The plan includes an adjustment to the Consumer Price Index to correct biases in its 
computation that lead to it being o~erstated. The proposal reduces the CPI for purposes of 
'computing cost of living adjustments and indexing the ta.'t code by one-half of a percentage 
point in 1997 and 1998. The adjustment is reduced to three~tenths of a percentage point in 
1999 and all years thereafter .. 

DISCRETIONARY SPENDING (est. savings S268b.) 
" , 

The plan holds discretionary spending to an amount that is slightly below the fiscal 
yellr 1995 level for each oithe ne~'t seven years: This is $81 billion less than the cuts 
proposed as part of the Balanced Budget Act and $29 billion less than the cuts proposed by 
the Administration.' , 

OTHER MANDATORY SPENDING (est. sayingsSS2 b.)" 

Hous·iQi. The proposal reforms the Federal Housing Administration's home mortgage, 
insurance program to help homeowners avoid foreclosure and decrease losses to the federal 
government. It also limits rental adjustments paid to owners of Section 8 housing projects. 

, " 

Communication and Spe'ctrum.The plan ,directs th~ Federal Communications Corporation 
to auction 120 megahertz of spectrum over a 7-year period. 

Energy & Natural Resources.' The proposal call for the privatization of the US 
Enrichment Corporation and the nation's helium reserves. Ir eXtends the requirement that ., 
t.he Nuclear Regulatory Commission collect 100% of its annual budget through nuclear 
plant fees. The proposal allows for the sale of the strategic petroleum reserve oil (SPRO) at 
the faulty Weeks Islandlocatton and leases the excess SPRO capacity. Under the plan the 
Alaska Power Market Administration,. various Department of Energy assets, Department of 
Interior (DOI) aircraft (except those for combating forest fires), Governor's Island, New 
York, and the air rights over train tracks at Union Station would be sold. The plan raises 
the annual Hetch Hetchy rental payment paid by City of San Francisco and authorizes 
central Utah prepayment of debt. " . ' 

~ivil Service '&Related. The plan increases retirement contributions from both agencies 
and employees through the year 2002, delays 'civilian and military retiree COLAs from 
January 1 to April 1 through' the year 2002, and reforms the judicial and congressional 
retirement. Finally, [he plan denies eligibility for unemployment insurance to service 
members who voluntarily leave, the military. 

15 
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T rnnsportation. The proposal eJl."tends expiring F:E.MA emergency planning and 
preparedness fees for nuclear power plants, vessel tonnage fees for vessels entering the U.S. 
from a foreign port, and Rail Safety User Fees that cover part of the cost to the federal 
government of certain safety inspections. 

Veteran~. The plan exten~s 'seven expiring provisions of current law and repeals the 
Gardener" decision thereby restoring the Veterans Administration's policy of limitin'g 
liability to those cases in which an adverse outcome was the result of an accident or VA 

. negligence. Pharmacy co-payments are increased from $2 to $4, but not for the treatment 
of a service-connected disabilities or for veterans with.incomes below $13,190. Also, the 
increase applies only to the first 5 prescriptions that a veteran purchases per month. The 
proposal authorizes a veteran's health insurance plan to be billed when a VA facility treats 
a service-connected disability. 

Student Loans. The proposal caps the direct lending program at 40. percent of total loan 
volume. It imposes a range of lender and guarantor savings. The proposal does not 
include' fees on institutions, the elimination of the grace period, or any other provisions 
negatively impacting parents or students. 

Qebt Collection. The plan .authorizes the Internal Revenue Service to levy federal 
payments (i.e. RR retirement, workman's comp~nsation) federal retirement, Social Security 
and federal wages) to collect delinquent taxes. 

l3.rk Service Receipts & Sale of DoD Stockpik The proposal raises fees at National Parks. 

It directs the Defense Department to sell materials in its stockpile that are in excess of 

defense needs (I.e. aluminum and cobalt) -- but not cOntroversial materials such as titanium. 


Long-Term: Federal Retirement Program Reforms. The plan increases the normal civil 

service retirement eligibility to age 60 with 30 years of service. age 62 with 25 years of 

service. and age 65 with 5 years of service. Military retirement eligibility for active duty 

personnel is increased to age 50 with 20 years of service, with a discounted benefit payable 

to a person retiring before age 50. No changes are proposed for the retirement. eligibility 

of reserve servicepersons. These changes would not apply to current or previously 

employed federal workers or anyone who IS now serying or who has previously served in 

the military. Although these changes will not produce budget savings in the coming seven 

years, they do provide significant savings over the long-term. 
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Individual Retirement Accounts. The proposal expands the number of families eligible for 
current deductible IRAs by increasing the income thresholds. In addition, the annual 
contribution for a married couple is increased to the lesser of $4,000 or the combined 
compensation of both spouses. Penalty-free withdrawals are allowed for first-time· 
homebuyers, catastrophic medical expenses, higher education costs and prolonged 
unemployment. The plan creates' a new type of IRA which can receive after-ta.."l 
contributions of up to $2,000. Distributions from this new IRA would be ta.x-freeif made 
from contributions held in the account for at least five years. 

Estate Tax Relief. The plan provides estate tax relief for family-owned businesses by 
excluding the first one million dollars in value of a family-owned business from the estate 
tax and lowering the rate on the neXt one and one-half milHon dollars of value by 50 
percent. To preserve open space, the plan excludes 40 percent of the value of land subject 
to. a qualified conservation easement. . 

. . . 

Other Provisions. The proposal contains a revenue neutral package eXtending the expired 
ta..'X provisions. The plan also calls for increasing the self-employed health insurance 
deduction to 50%. 

Loophole Closings and Other Reforms. 

'fhe plan includes a package of loophole closers and other tax changes designed to 
reduce the deficit by $25 billion over seven years. Changes include, for example, phasing 
out the interest deduction for corporate-owned life insurance, eliminating the interest 
exclusion for certain nonfinancial businesses, and reforming the ta..'X treatment of foreign 
trusts. In addition, the Oil Spill Liability tax and the federal unemployment surta.,\: are 
extended as part of the plan. 
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MediGrant II 

1. 	 ' Base: .Set in legislation (sort ofstates' choice of 1993, 1994, 1995, but not 
exactly) 

2. 	 "Needs-Based Amount" 

Product of: 

a. Number of poor people in a state and 

b. State-adjusted national MediGrant spending per poor person 

Adjusted for: . ' 
State's casemix index (ranges from 0.9 to 1.15) 
Medicare hospital wage index times 0.85 plus O.IS 

3. 	 Floors and Ceilings 

The Needs-Based Amount is compared to the Base to yield a growth rate. 

That growth rate cannot be : 

Greater than ceilings 
125% of the national rate for most states 

150% oftha national rate for 10 states with the lowest 
federal funding per poor person (e.g .• FL, CA) 

Less than the floors 
I '.
• 	 3% for most states 

90% ofthe national rate for states with certain rates 

Almost all states are at their floors and ceilings for the. 1996 to 2002 
period. No state gets a needs- based amount for full period. 

4. 	 Scalar: To ensure that the Federal budget target is hit, all states are. multiplied by a 
scalar or ratio. This occurs within the floor and ceiling gr9v"th rates. 
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MediGtant II State Growth Rates 

Special Growth Rate Ceiling: 9.3% in 2002 (150% ofnational rate) 

California 
, 

Nevada 
Florida New Mexico 
Idaho Oklahoma 
~ississippi 

General Growth Rate Ceiling: 7.7% in 2002 (125% of national rate) 

Alabama . Kentucky 
Alaska Louisiana· 
Arizona - South Carolina 
Arkansas Texas. 'I< 

Colorado , Utah 
Delaware Virginia * 
Georgia Wyoming 

Special Growth Rate Floor: 5.6% in 2002 (90% of national rate) 

Illinois + North Dakota 
Indiana Ohio 
Iowa Oregon 
Kansas Pennsylvania 
Maryland South Dakota 
Michigan Tennessee 
Missouri West Virginia 
Montana Wisconsin 
North Carolina . -

General Growth Rate Floor: 3.0% in 2002 

COIUlecticut Nebraska 
District of Columbia New Hampshire 
Hawaii New Jersey 
Maine 1 New York .. 
Massachusetts Rhode Island . 
-Minnesota Washington 

Source: US General Accounting Office. 

* - States which are eligible fOf the special ceiling but do not receive it, probably because of the scalar. 
Vermont begins with the general floor erowth fate but gets a higher rate due to the "small state minimum". 
New Hampshire and Louisiana get no growth between 1997 and 2000. 
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THE MEDICAID RESTRUCTURING ACT OF 1996: 

WHEN IS A GUARANTEE NOT A GUARANTEE? 


by Cindy Mann 

The first goal stated in the Governor's Medicaid resolution of February 6, 1996 is' 
that lithe basic health care needs of the nation's most vulnerable populations must be 
guaranteed./I The new Republican proposal, touted as following the governors' 
resolution, restates that goal in its first section. 

But the new Republican proposal fails to live up to this central principle. While 
the bill does direct states to provide some coverage to younger children, pregnant 
women, and some disabled and elderly people, as called for in the governors' 
resolution, various other provisions in the bill negate any semblance of a real guarantee 
of coverage even for these groups. If this bill were to become law, there would be no 
federally-defined group ofpeople who would be guaranteed affordable health care coverage. 

By repealing the federal Medicaid law and using an' earlier version of the 
Republican Medicaid proposal as the basis for this bill, it eliminates many provisions in 
current law that were not specifically addressed by the governors' resolution. In 
addition, 'the bill adds provisions not agreed to by the governors that bear directly on 
the governors' principle ofguaranteeing coverage. Some of these omissions and 
additions are major, while others are less significant, but in combination they make the 
so-called guarantees in the bill largely cosmetic~ . The result is something far different 
from the balance between federal guarantees and state flexibility the governors stated 
they were seeking to achieve through their resolution. This paper identifies some of the 
provisions in the new bill that undermine the guarantee to coverage envisioned by the 
governors' resolution. Specifically; . 

• 	 The bill undermines the coverage guarantee for low-income children and 
pregnant women because states could set all income and asset rules. 

• 	 The bill allows states to impose additional eligibility rules, such as 
residency requirements, that could deny or delay coverage even to 
protected groups of beneficiaries; 

.777 North Capitol Street rie, SUite 705, Washington, DC 20002 Tel: 202-408-1080 Fax: 202-408-1056 
Robert Greenstein, 'Executive DIrector 



, , " , "!',:..,:: " . ~~. ' "'.",, .'" ,', . .' , . :'" .' ,~I'" I,,' '. . ,,: ~ ,.:, 	 The bill, fu~;ther uil~ermines:the"~ar~tnt~ ofcoverage by allowing , ' 
relatively large health care costs to be imposed on people with low incomes. 

" 	 , , . 
, ' , 

• 	 The bill allows states to restrict benefits sharply even~o those people who 
are guaranteed cpverage. ", , " 

• 	 No one wouJd have,~ legally enforceable right to, coverage. 
.:', 

One question ofte~' ask~d is 'Whether stat~s c~ be expected to use their n.ew' 
flexibility to restrict coverage and benefits to the e,xtent the bill would permit. Whileno 
one really knows theaI1Swer to that question, it is important to consider thequestionm 
light of the bill's financing provisions. ,',,' :"';' ~,,' , 

\ , , 	 . , ,". 

The biii offers' states new oppo~ties and incentives to withdraw large 
amounts of state Medicaid funding. The state<:ut~" cotild be as large as ~1781?illion over 
six years/making the total.-stateand f~p.er~l cuts -.".3.5 times as:, large as the proposed 
$72 billion in federal Medicaid cuts. Thel~velof tptai cuts, moreover, could be ,even , ' ' 

. • f ~ \ 	 . 

deeper than that because the bill would restore currently outlawed financir.tg gimmicks", 
such as special provider taxes a,nd intergovernmental transfers, that many::states used' 

, in the past t61everage f~deral funds without putting up aIlY real state funds. ' 
, "",, ' "'. .","" '. 	 . 

,-j 	 ", ' • 

The ability of ,states to withdraw large amounts of state dollars and Use ~llusory 
financing schemes/combined with the lackofany real guarantee ofcoverage, make it 

" that likely that if th~,bill is ena¢ted; the first p:r;;nciple oithe governors' resQlu~ion
that the nation's most vulnerable PQPulationsbe prote~ted - will be little more than a 
hollow prom,ise;" 	 - , ' ' 

" ' 

. " i -', ~' ' , • ... ',,' l,;.:.., .', '~.. -, .' " ,. ';, ".' ':, -, .' "",,1 ,,' , ,', ' .- : -, ;_ .j , 

Guarantees'for Low~income Children'and Pregnant Women Are Undermine~' ", 
Because States Would Set All Income and Asset Rules 

. 	 .,' . . 
, • . '1 	 • . ',. • " I, 

" , 	 The go~~rnors agre~d,t~~,tfedercl1'1awshpuld as~ure that; young, children and "'" 
pregnant women with incomes below specified levels'would ,be'covered by Medicaid ' 
in all states.} However, because'the bill eliminates all federal rules relating to how 
income and assets would be, measured and grants states unfettered discretion to set 
'their Own rules in these are~s" ~e;federal~y prescribedfncome eligi1;>ility leyelsbecome, " ' 
virtually ilU!aningless. _ '." "',,:' '" : , " ' ',' ," , 

\ " . , 	 ' ' .. 

t, . 

} Under ,the g~vemorsl resolution pregnant wo~~,and childreit up to age six are to be c~vered if their 
'income is below 133 percent of the poverty level. Children ages six through 12 are to be covered if their 
,mcome is below 100 percent ofthe poverty level. ' , , 

,',
".: ( 2 

,
," 

.' .' 

http:financir.tg


• 	 States would decide what income would be counted. States could ,'.' ' 
consider gross rather than net income in determining eligibility for 
Medicaid. They could choose to disallow any of the current deductions 
(such as those for work.:.related expenses, including child care) intended 
to assure that only income available to pay for medical care is, considered' 
when Medicaid eligibility is determined. In addition, states could count 
non-cash benefits when calculating financial eligibility. 

Receipt ofhousing assistance, transportation vouchers or child care 
subsidies might disqualify children or pregnant women from Medicaid 
even if their cash income were well below the poverty level. 

• 	 States would set assets levels and decide what assets would be counted. 
Asset rules would be left entirely to the states. 

, 	 II " 

A child whose parent loses her job and her, only source ofincome could be 
denied Medicaid if the family owns its own home. 

A car needed for work could make a pregnant woman ineligible for 
coverage, regardless of the level ofher income or whether her car had any 
significant value. ' 

• 	 States would decide whose income and assets would be counted. In 
determining eligibility ·for Medicaid, a state could decide to count the 
income of anyone - or everyone -residing together, regardless of 
whether those persons actually support or have any legal obligation to 
support the Medicaid applicant. 

An infant whose family income is below the poverty level could be denied 
Medicaid ifhis or her grandmother moved in to help the family with child 
care., 

Children could be denied coverage based on the income of unrelated 
boarders. ' 	 , 

Moreover, states could . count income of nonsupporting family members 
who do not reside with the Medicaid applicant. ' 

A poor child could be denied Medicaid based on the income ofan absent 
'father, even if the father did not c;ontribute anything towards the child's 
support. 

3 
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",.;,States Coulc;tEstablish Adc;litiQriaLEligibility and'Enrollment Rl;Iles That Deny or ..' 

: Delay' Coverage,Evtin toJ~rotec.t~d;Beneficiaries .. ' ." i '.' .' .' .:." 
, " " " . f 	 .' 

.:: -. 	 :.;'~t, "E~en th9ugh·~e;gove~ors.. ~~e~dt~at~eri~hlgrOtlPS'()f,~eople,.~~~t be : , 
~'covered~':theb~ll allows states to:establish;,eligibility standardsanderirollment •. . 

"(,, >.p'roced ureslhatc:ould deny' or delay c,are ·to'tl).ese prpt~ct~d categories .of. people~' ,:C·.•..' 


',: ....,';." . . .....:..:.. . ""::i~i'r::C·'.:'. it·'·' ..... ,~.'.'.'.':' .;: "',," ~ 

'" :' •. '" StatescQuld imp,)'se any limits on e1igib~1ity, includir,a.g .th~se relating' 


'. ,':: . . '.:' ':~ ". ,to age,: income and resources, residency, d~s~),ility sfa~s" immigration 
. . .~tatus, and employment.'statU;~. -: "':"'~"',:". f. . 
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.	'11 chroniCally ,m·child·withno·health'care coverage cOlfld be deni¢d. ,'. . 
'. :Medicaid based ont:l,state. rul~:Jimiting'coveiage to.people who. have. lived· 

, • r) • 

in t~ st~t.ef~ta/$pecified period of tiwe, such as oneot:~o;y'~ars. .:';. ,.' 
.:',.,' ., . , ..:; 	 -"',' :. 

A state' co~ld limit Medicaid ~o~erage to:'i:hUdrenwhqs~: parents are . . 
,"i, . : employed a certa,~n nUJ?1,ber;ofhours per month~~sPennsylvaniahasiust" 


.' " , done with respect to 'its general.assi~tanc(tmedical program. . 
, .. 	
, ' . ",' , ' ':"', '.' 

I' '!'" t,~ ","r ; 1 , ,i, , ," I' ~"." . ",< 

• . States c~uld·.estc1blish theh-ow'ri e~rollmC!nt'system. AI'Uederal rules 
, 	 ,', .' govetnmg enroli~ent, such iis tho~e req~iring'simplified;applicationsfor 

.childrenand pregnant-wol'r\era::and'eStablishirig limits 6n how long states 
" J, .: : may. take to de'teI1l\ine if Cil1'·applicantis.eligible; w0uld be'<repealed.·· 'I, , 

. ; .'. States 'cQuid delay applicatibn::detertnir\ations,convert.t9 ~fquarter,ly .. 
" '. enrol.h.pent system or take other actioI")Sthat would ~lowthe rate ofnew ' 
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A statecou1d limit Me,dicaid enrollments by allowing workers 60 or 90' 

,··r·· .,: .' . days to deCide eligibility or by qualifying people only at the beginning of 
',l), " : each calendar quarter: .LInder a quarterly enrollment"syste,n, a,ccess to 1 
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" I , un-til April,othe beginning of the ne~tfiliI talendar~qJ,lartet. .. .. . 
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However, under the bill, these "affordability" protections are substantially modified or 
repealed, undermining the governors' principle that coverage should be assumed for 
certain low-income groups. 

•• Virtually all federal rules.preventing states from imposing 
. unaffordable cost-sharing requirements are eliminated. Only limited 
protections for pregnant women and children would remain. . 

Poor children and pregnant women could be required to pay a 10 percent 
copayment for hospital care. 

Elderly or disabled people could face large deductibles for diagnostic 
laboratory tests or medications before Medicaid coverage would begin. 

The bill also would eliminate the current law prohibiting providers from 
denying services if the required copayment cannot be paid at the time of 
service. In addition, the bill would permit states to condition cost-sharing 
on participation in state-mandated' programs that "promote personal 
responsibility." Higher copayments could be imposed on people who do 
not participate in such programs. 

A new mother with little or no income could be required to pay a 20 
percent copayment for health care services if she refused to attend 
abstinence counseling, and she could be denied those health care services if 
she did not have the means to pay. 

• 	 Providers could bill Medicaid patients. Under current law ~ providers 
must accept Medicaid payment in full and cannot charge patierits for any 
part of the cost of the services. The bill drops this protection against 
"balance billing." As a result, providers could bill patients - even 
beneficiaries who are guaranteed coverage - for the difference between 
customary charges and the Medicaid payment. 

If the normal hospital charge for an outpatient surgical procedure is 
$1,000 but the Medicaid payment to the hospital is $800, the hospital 
could bill the,Medicaid patient for $200. 

In many states, the gap between Medicaid rates and customary charges is 

. already large. The elimination of federal provider rate standards and the 

reductions in federal and state Medicaid funding will likely result in even 

lower provider rates. Withoutthe protection against balance billing, low

5 



, .'. , 

inc9me beneficiaries may be liable fpr a growing share of the cost of . , 
,services. 

, I 

,. Federal rules regarding private insur~rice buy-ins would be eliminated., 
Und~r current law, perso~ with a.~cess to private insurance must enroll 

, 'iritheplan if the state determines enrollment to be cost-effective., , 
" "M;edic~id! however, mu~t pay premiums, deductiples, and other'cost-:- , 
, 'sharing requirements imposed by the priv,ate plan. ,Thus, underturrent ' ' 
'law, if a low-income parent enrolled in her employer's health plan and 
the plan called for,a $2,50 deductible, Medicaid would pay the deductible 
and the private plan would cover other costs. The bill drops these cost-' 
sharing prot¢ctions. It permits states to deny benefits to individuals 
where benefits are available under a private plan, without regard to how 

" much the individual must pay for the private plan. 

, If a low-wage worker'was offerea, private'health insurance that required a 

,'". $250 de,ductible, the employee could be denied Medicaid even ifshe could 


".~:,not access,care' ~n4er fh~ plan' because sJ:recould not afford the deduc:tible. 

"'. " ' , •••• :' ,I.. ~ •I , 

t'l . 

Coverage Guarantees Agreed toby the Governor$Are Further Er~ded by 

Provisions That Would Allow States t,o, Restrict Benefits Sharply Even,for 

GuaranteedBeneficiaries .. , ' 


While the governors agreed t~ l~t'states determine ,the amount, scope and 
duration of the benefits provided to eligible perso~,the bill adds several provisions 

" thai could lead to sharp restrictions in benefits eyen for henefi~i~ries who ~re supposed 
to be guaranteed coverage. States would be' QIlder nor~quir~~ent to have ,9bjective 

'\ $taridards for defermining benefit packages., : ' , 
',. ': . , ,; ..,' ',' . "',',', 

,., ' Sta~~~'c~~d 4eny or, limit l;t,enefits for people ~ho needc~stly medi~a1 
care. Federal rules tha~ requi!~ t,hat benefit packages be,comparable , 

, , across groups of Medicaid recipients, as well as rules that prohibit states 
frOJ.1l discriminating among beneficiaries based on diagnosis, illness or 
'condition, would be substantially modified or eliminated. A state could 
not deny coverage based on a "pre-existing~' c.ondition. However, it-could 

,deny orlimit coverage for various types of medical treatments for people 
suffering from certain majorillriesses., ", 

,. '. : .' " ~~ 

"i " 
'/ ,,11 ~tat~ could,li~it :Medicaid coverage for chemotherapy for cancer ,; 

'patient~, or it'c~uldire.fuse tocci:per, high cost me4icationsfor pati(?nts,with 
HIV. " 

" ,'" 
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• 	 The bill undercuts the "set aside" for disabled people. The governors 
agreed to let states determine who was eligible as a "disabled" person but 
to require states to spend a certain portion of their Medicaid funds on 
disabled people. While the requirement that states spend a certain 
portion of their Medicaid funds on the disabled is in the bill, it adds a 
provision not agreed to by the governors. The new provision allows 
states to use federal Medicaid payments to fund state mentarhealth 
facilities; under current law, states cannot use Medicaid payments for 
facilities that treat persons ages 21 - 64. If a state funded its state 
psychiatric facilities through Medicaid, the cost could consume much, if 
not most, of the state's expenditure requirement for the disabled. States 
thus could use federal Medicaid funds to replace some of the state funds 
now used for those facilities while restricting coverage or cutting 
Medicaid services sharply for the non-institutionalized disabled 
individuals. 

• 	 States could allow counties or cities to determine benefits and to deny 
payment for needed services that are not available locally. States could 
tum their Medicaid program into local block grants, as Governor Pataki 
has already proposed to do. Benefits could be set by counties or other 
local jurisdictions since rules requiring a statewide benefit package are 
eliminated. 

A county could deny coverage to persons who recently moved into the 
county and it could deny county residents payment for seroices 
unavailable in that county and obtained outside the county. 

Again, it appears that these restrictions could apply to all groups of 
beneficiaries including those guaranteed coverage .. 

• 	 States could avoid their responsibility to Qualified Medicare 
Beneficiaries. Under current law, Medicaid pays the Medicare premiums 
and copayments that low-income Medicare beneficiaries incur. The 
governors~ resolution would continue this protection. However, under 
the new bill, states could deny or limit payment for these costs if the rates 
the state pays to medical providers under Medicaid were lower than the 
rates Medicare pays for the same services. Poor elderly and disabled 
Medicare beneficiaries would remain liable for these uncovered costs. 

7 
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. 'J, 
... \',There W~uld Be No.Leg~lIy"Enforceable Assurance of Coverage_:. 	 . , 

, • I." 
'. ", j" 

.. :; Federal rules gbv,emingadlninistrative hecmngs would be eliininated.' 
, federalJaw assure~ fu.at applicants ana beneficiaries have access to' , 

,d 

,imparQal adminIstrative hearings, including, impartial decision'makers, a 
, fair process and, timely,deci~io:r:s. Under th¢ bill, states would develop 

their oWn systems which'may, differ sharplY'from current.federal " 
,stand~tds. . '. " , . " 

, '1 

A pregnant w011Jan cpniesting whether she was entitled'to coVerage for a " 
laboratory test might be limited to a grievance 'procedure administered by 

.'1, 
themanag~d care plan, even though the plan would have afinancial ' 
interest in the out~om~ 'of the grievance. ' ' 

"1,. ' 

• 	 ,No person coulq enforce their claim for coverage in federal court • 
Access to, fe4eral court, wduld be denied to all persons. Moreover, access 
to state, court would be limited to disputes over whether,a particular 

, benefit was covered under:~state plan. It appears that individua!s would 
,.", 

not be able to sue in stateo.rfederal court if they were determined 
ineligible for any coverage Under the plan.,' " , 

. " 

Adisa,bled woman who believes ,shefalls within, the s~ate'sdefinition of ' 
"d.~sabled" would'have no ability to go to court ifshe was denied ,coverage. 

i', :. " 

" • ,I,' .' ,,';' t ••Conclusion, 

, These are just some, of the 'ways in which the new proposal fails :to. live up to the ' 
stated principle that vulnerable populations will be guaranteed health' care coverage. 

, ' .... , 

" , 
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Letter also sent to Chairman Archer 
and Chairman Bliley 

May 10, 1996 

.The Honorable William Roth, Jr. 

Chairman 

Committee on Finance 

219 Dirksen Senate Office Building 

Washington, DC 20510 


Dear Chairman Roth: . 

The undersigned organizations representing hospitals and health systems have reviewed the 
Fiscal Year 1997 (FY 97) House and Senate Budget Committee proposal, particularly with 

. respect (0 the'Medicare and Medicaid programs .. 

While it appears that the overall Medicare bUdget reductions of. $167 billion are roughly the 

same as those in the last Republican offer in January, the Budget Committees have 

significantly changed the allocation of reductions within the program. While it is difficult to 

assess the overall" impact oJ the budget resolution in the absence of greater derail, now larger .J . 


Medicare :J?art A reductionS mean hospitals : are likely to experience actual reductions in . 

payment rates under the committees I proposal. 


The budget resolution now includes lower budget reductions in Part B of Medicare I while the 

reductions in Pan A have. increased by approximately SlS billion since the January offer. 

While the FY 97 budget resolution offers a milder overall approach to deficit reduction 

compared to last year's resolution, its impact on hospitals appears worse. Toacbieve 

reductions ofthis magnitude, Congress may need to adopt policies resulting in payment rates 


. per beneficiary that would be frozen or acruaJly reduced . 

. We also have serious concerns about the Budget.Committees'. Medicaid reductions,' We would 
'like to take this opportunity to reiterate our support for maintaining the entitlement nature of 
the Medicaid program to' ensure that those who have coverage today will continue to have 
coverage. tomorrow, Furrhermore, we support maintaining current law providl:r assessment 
!estrictions and Boren amendment paYment safeguards. While the overall reductions are 
somewhat lower than the· January offer, if combined with corresponding stare reductions 
through lower state matching requirements or new provider assessments, these reductions 
could be quite significant for providers. 

Hospitals and health systems'suPPOrt the need to adopt a reasonable deficit reduction package, 

and believe that changes in Medicare are needed to keep the Pan A trust fund solvent. Many 

of us have supported various proposals that achieve a balanced budget with reductions in 

Medicare and Medicaid. However, we are gravely concerned about the level of reductions 

proposed by the Budget Committees in these programs: 
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We strongly urge you to reconsider both the ovenillievel of Medicare and Medicaid 
. reductions included in the budget resolution and, in your capacity as chairman of the 
authorizing committee, adjUSt the allocation between,Pans A and B proposed by the BUdget 
Committees. 

American Association of Eye and Ear Hospitals 
. American Hospital Association ,., 

. American Osteopathic HealthcareAssociation 

Association of American Medical Colleges 


Catholic Health Association 

Federation of American Health Systems 


, ImerHealth 
. National Association of Children's Hospitals . 

National Association of Public Hospitals and Health Systems 
Premier 

.,. 
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fIexibiJitJ without sacrifidng basicguar

. antees for oar most .vulnerable families 
aDd childresi. .. .............:#-. ; ..... D~,J.,;_'AAl;~A_' . '\••.' 
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FEDERAL, CAPS AND STATE MATCHING REQUIREMENTS 

UNDER THE NEW REPUBLICAN MEDICAID PROPOSAL 


by Richard Kogan 

This,paper addresses one aspect of the new Republican Medicaid proposal- the 
combined effect of capping federal Medicaid payments and reducing state "matching" 
requirements. It finds that total Medicaid funding could fall below CBO projections of 
Medicaid funding levels under current law by as much as $250 billion over six years, 
with at least 70 percent of this potential reduction reflecting cuts in state Medicaid 
funding. 

Over 10 years, total Medicaid funding could fall as much as $690 billion below 
projected levels, with $425 billion reflecting reductions in state funding. 

Current Matching Requirements 

Under current law, Medicaid is funded jointly by the federal and state 
governments. The federal government pays each state a fixed percentage of its total 
Medicaid costs, and the state pays the rest. The federal percentage is called the Federal 
Medical Assistance Percentage, or FMAP. 

The FMAPs are based on state per-capita income; the poorer a state, the higher 
the federal share of Medicaid costs and the lower the state share. State shares of 
Medicaid costs range from 21 percent in the poorest state (Mississippi) to 50 percent in 
the twelve states with the highest per-capita ,income. On average, states pay 43 percent 
of Medicaid costs. 

Currently, if Medicaid costs rise in a state for any reason - for example, if more 
people enroll in Medicaid or health care providers raise the fees they charge - the 
federal government pays its share (at least 50 percent) of the additional costs. Similarly, 
if states reduce Medicaid expenditures, the federal government receives at least 50 
percent of the resulting savings. 

The New Republit::an Proposal 

The new Republican Medicaid biUwould change current law in three 
fundamental ways. .. 

• 	 The proposal would set a ceiling or 1/cap" on federal Medicaid payments 
for each state. Once federal payments reached the ceiling, the federal 
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goveinment w~~ld <;:e~~e' p'roviding' funds, and a state would bear in full ' 
any additional costs,'incurred. Since the f~deral cap would be set below 
what federal Medicaid expenditUres would be under current law, the , " 
, amolint of matching funds a state would have to put up to secure its 
maxhnl1lll allotment of fe4eralftinding "Yould be less than the amount of 

" matching funds the state'w9uld be expected to contribute under current 
law. As aconsequence, states could, redllceCinticipateq. sta'te contributions 
for Medicaid withoutsuch 'acttonaffecting the amolint of federal funds 
,they 'would receive. ':",' ,,:';:, ' ' 

" l, . , , , 

, ' 

• 	 ,In add~tion; the billwduld reduce state matching percentages for 37 states., 
'The25 statestllatcurrentlypay more'than 4D percent of Medicaid costs' , ' 
wouldnow have to'pay nbmore than 40 percent of-such costs; ' Twelve , " 

,'states that currently p'ay'less:than 40 percent of Medicaid costs also ~ould 
have their matChitlg percentages reduced'. ' , .., ' 

. . .. 

,A state that currently has a 50percent matching r:ate - and'thus must 

,:provide'$l in state funds f,O]; each JederalMed,icaid d<;>llar it receives '- : 


.' ,would ~'ow have a' 40 percent rate and be required to provide just 67 cents ' 

, " in state funds for, each $1 in federal funds received. To put this another ' " 


',:way, if a state has a '40 perc~ri.t matching;requirementi it would need to ' 

provide only $2 ,in state ~ds fo~ every $3 in federal funds it receiv;ed. 

"', Under a50 percent 'matchihg'requiremerit, the state inu~t put up $3 in 
state funds for each $3 in federal funds received. " ' 

, :J I : ',: 	 :' "",' ".,> .' 

A state whoSe matChing percentage is reduced from 50 percent to 40 
percent thuscQtlld reduce its state contribution by one-third without such 

, action having any effect on the level of federal funding it secures . 

• ' 	 ",' Finally, the bill would m~ke leg~i ,the sham ~ru:'-cing schemes that some 
. 'states used in past years to secure federal Medicaid funds without actually 

'" providfug state rilatChing~?s. These schemes were outlawed 'by federal ' 
" legislatio,n enac~ed during the Bus,h Administration., '. ", "" 

.... , " J-' :": .' • , " 	 !"', 

;These dubiou~ financing'measures fudud~ sc~emes under which a state 
:could, for example, collect $lQO million from, hospitals through a ' 

, "provider tax," return the $100 million to the hospitals asMediqiid , 
" IIdispropor,tioriate share hospital" payments~ and use the $100 million in " 
,payments to hospitals to secure $60 million in federal matching funds and 
, satisfY $40 million of the sta,f¢'s'matching requirement. Making s'uch . 
, financing scheIl)es legal again would enable states to appear to meet state 
,matching r~quire,meIits withol.lt really spending state money on Medicaid, 
',benefits., ' 	 ' 

',-, 

,2 
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How Much Might Total Medicaid Funding Be Reduced? 

The new bill is designed to achieve $72 billion in federal Medicaid savings over 
the next six years. On this basis, it is possible to calculate the amount of federal, state, 
and total reductions in Medicaid funding that could occur under the bill. If each state 
contributed the amountneeded to draw down its full federal payment, but no more 
than that, the results would be as follows: . 

• 	 Over the next six years, states would be able to cut their own Medicaid 
funding $178 billion. Under this scenario, the total federal and state six
year cut wou~d be $250 billion.. The cut would grow each year, reaching 
24 percent in 2002. States would be able to reduce state funding more 
than twice as much as federal funding would be cut. 

• 	 It also is possible to examine the effect of the bill over 10 years. The 
Congressional Budget Office has published projections of Medicaid 
spending over the next 10 years, and the new bill includes a formula for 
determining federal Medicaid payments in years after 2002. 

Over the 10 years from fiscal year 1997 through ·fiscal year 2006, federal 
Medicaid funding would be reduced $265 billion below projected levels. 
In addition, states would be able to reduce state matching contributions 
by $426 billion without that reduction affecting the level of federal 
Medicaid funding they would receive. Total federal and state reductions 
thus could reach $691 billion over 10 years. The potential reduction in 
overall Medicaid funding would reach 32 percent in 2006, relative to 
current expenditure projections. (See Tables 1 and 2; also see box on page 
6 for a discussion of Senator William Roth's comments on this analysis.) 

Table 1 

Potential Effect of Reducing State Matching Requirement 
(Reductions from CSO's baseline, in billions of dollars) 

6 Years 
1997~2002 

10 Years 
122Z-2D06 

Federal Reduction -72 -265 

State Reduction . . because of federal 
cuts 

(-178) 

-56 

(-426) 

-203 

• because of reduced 
matching requirem

-122 
ent 

-223 

Total Reduction -250 ~691 
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. ",' Table 2 
Using Sham Financing Schemes t~ 


Produce 5,tate Matching Fuml:S' ,':, 
 Qepth ;:of R~ductioris in Republican Medibaid sni 
""'" 

.:' 'r',:"'In'one sense, Table 1, " 'Percentage ,", .. Percentcige 

presents a worst-case scenario, , 
 Reduction' Reduction .. 

since it assumes no states contribute . 
 .1997-2006 in 2006 ' 

'.'urt.tTtatched dollars to Medicaid.' On Federal ' -16% -26% ' 
',;the other hand, reductions in , .~ 

State -34%',.Medicaid tesour~es could be even 

deeper.than the table shows if some 
 Total . ',' -24% -32% 

states use sham financing schemes 

to meet a portion of their matChing' 


'·requirements. The new Republican plan would repeai all legal bars to the use of such .' 
financing sChemes. ' 

. , '.,. " '", ," " . 'f _: ' ~',", 'l " . , • ' 

In the past, soine states used'c:reativefinancing schemes to make payments that 
they could cal,l"Medicaid contributionS':;, but tliat really were'not. For example, a state 
'might impose aspecial IItax " on ahealth care providers' and then rebate to that provider 
the amount collected from it., .The provider and !he state would be in the ,same fina,ncial 
position as if this back-and-forthtransfer had neVer occurred, and no additional 
medical services would be provided as a: result of the~ansfer. But the 'state could call 
the rebate a "Medicaid expenditure" and clam. federal matchirig funds for it. (See box 
on next page.) Congress largely banned such sham transactions in the early 1990s. The, 
Republican proposal would make them legal ag~in. f' • '., '."~ :.'. " 

, ,D, 

,,' 

.. , 
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Examples of How Special Medicaid Financing Methods Can Allow States 
to Draw down Federal Dollars Without Spending State Funds 

The following example illustrates how some sham financing schemes worked in the past. 

Assume a state imposes a provider tax that is paid by hospitals and that raises $40 million 
dollars. The state then pays back to the hospitals that are subject to the tax $50 million in 
disproportionate share hospital ("DSH") payments. (These payments are supposed to ' 
provide additional funds to hospitals that serve a disproportionately high number of 
Medicaid and low-income uninsured patients.) H the state's federal Medicaid match rate is 50 
percent, it can claim $25 million in federal Medicaid funds based on the $50 million in DSH 
payments made to the hospitals. 

The result: the hospitals gain $10 million ($50 million in DSH payments less the $40 
million in provider taxes); the state gains $15 million ($25 million in federal matching funds 
plus $40 million in provider taxes minus $50 million in DSH payments); and the federal 
government pays $25 million without any net state funds having actually been expended. 

Michigan's practices are inStructive. Michigan is not the only or most egregious example 
of a state that has used such financing methods. It is selected for illustrative purposes because 
this example was documented by GAO and is straightforward. 

In fiscal year 1993, Michigan raised $452 million through hospital donations and then paid 
the hospitals $458 million in disproportionate share (DSH) payments. Based on these 
payments, Michigan claimed $256 million in federal matching funds. The net effect ofthese 
transactions is as follows:· the hospitals gained $6 million ($458 million in DSH funds less $452 
million in provider donations); the state gained $250 million ($256 million in federal matching 
funds less $6 million in net payments to the hospitals); and the federal government paid $256 
million in federal matching funds without any net state funds having been expended. 

, ' 

When provider donations were limited by Congress through legislation enacted in 1991 
that became effective on January 1, 1993, this loophole was closed. Michigan responded by 
relying on intergovernmental transfers and changing its criteria for deciding which hospjtals 
would qualify for DSH payments, a determination that prior law left almost entirely to state 
discretion. In October 1993, Michigan paid $489 million to the one hospital that met its new 
DSH definition - the state-owned University of Michigan hospitaL The state claimed $276 
million in federal matching funds for this payment, but the public hospital returned the full 
$489 million payment to the state through an intergovernmental transfer the very same day 
the payment was made. Through this one transaction, Michigan realized a net gain of $276 
million in federal Medicaid payments, again without expending any state funds. This practice . 
also is now limited through provisions enacted in 1993 that took effect inJuly 1994. 

Source: GAO, States Use IllusorY Approaches to Shift Program Costs to Federal Government, August 1994. 
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,., Comment~ on t~e Center's Analysis· by Chairman .william,RQth , 
, . 

'" :; In commenting on an earlier vers~on of this paper, Senator William Roth, Chairman of the 
; senate FinaIlce Committee, sta:ted. on MaYf4,:, " , ', ' 

, :t 

, "First, the facts: ... the states will increase their own spending on Medicaid by at least 35%. over, 
the next six years ... total Medicaid spending (federal and state) will increase by nearly 40%, 
with an annual average increase' of at least 6%. Under our legislati9n, total Medicaid spending 
will exceed $1.3 trillion between1996 and 2002...: [The govefllors 1,can expand health insurance 
coverag~.for more low income working families even while sloWing the rate of.gro~th..." 

',Ute Center and Chairman Roth agree thanoti~J Medicaid spending will "exceed $1.3 trilliQn, 
between 1996 and 2002." -(The Center's estimate, if all states spend only ,the amount needed to 
match their federal grants; is $1.333. over that seven·year period.) This means that Chailman Roth's' 
$1.3 trillion estimate iscoiisistent wit:h the Center's caIc1.1lationsthat.totai Medicaid spending could. 
fall pelow CBO's baseline projection by, $250 billion over she: years anq. $691 billion over ten years. 

,Chairman Roth's dollar estimate verifies, rather than contradicts, the Center's calcillations. ' 
: . ' -'. ) .. ' , " , ,: ~ '. :' - ' ' , ' ...: '. . ' 

However, Chairman Roth's calculations are internally inconsistent in another respect . 
. Specifically, $1.3 trillion in spending implies a tota~ growth rate of33 percent; not the 40 percent ' 
. Chairman Rpth uses, and an average annual growth rate of 4.9 percent, not 6 percent. (Moreover, if 
CBO's 1996 estimate of total ~edicaid spending -:- $168 billion - were increased by exactly 6 

, percent pe(year, total Medicaid spending over the seven"'year period 1996:"2002 would equal $1.410 
trillion, not the $1.3 tiillion'th~t both the Chairman and the Center use.) In other' words, Chairman 
Roth's. growth rares contradict hisestimate,'of total spending and imply about $100 billion less in ' 

"Medicaid rec::luctions than either he or the Center actually estirriate. ' : ' 
, h." ,,_ , 

What·is the meaning ofthese spe'ndingestima~es? eBb estimates the number of.Medicaid " 
beneficiaries will grow at 2.6 percent per year and that general inflation will also be 2.6 percent ,per 
year; hence, Medicaid costs could be expected to rise by'5.3 percent per year'just to 'provide existing 
1iealth services Jorexpected Meflicdid beneficiaries. Thismeans a gro~th rate of 4.,9 percent:.pe'r year -"-" 
as under the :proposed bill...,:... would force cutbacks.' It would not cover an expansion of Medicaid to 
'lovv,-income working fa.tru,lies, of which Chai~an .;Rolhspoke. Nor would it cover the incr,eased 
costs of Iriedicalcare that results from improvements in medical technology. " '" ,,'.' 

.' . - . 

'For decades, impi:ov~fnents in medical t~hnQlogy, teclUuque~,and d~gshave greatly' 

improved the quality of mediCal care and the ,life span arid health of Americans, but at a real 

inq:ease in costs. Coo assumes thesetrEmds will continue. . .;, ' 


',,' 

T~ put the ~atter most simply, under the new Republican: pill, total Mooicil).d spending per 
, beneficiary, after adjus~g for general infiatio!1, would 1:>e lower in 2002 than it ~s in 1996. ,This belies 
the picture of ever-expanding benefitS implied byalairman Roth's comments';" , ' , 

, It'also shQuld De notect that reductions in costfrom efficiencies in the delivery of medical 
services -:"' such as increased use of mariaged care - while real, are not expec~d to be large enough 
to offset the Medicaid funding reductions under 'the bill. As a, result; reductions in Medicaid 
coverage and benefits would be a likely result. The Urban;r.nstitute estiiriated last year that. between 
four and nine million beneficiaries could lose coverage, based on a package of Medicaid reductions 
only one-fifth larger than ~e reductions that coulq occUI under the new bilL 
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·.···,.·John.D.. Deardourff.· ,_" 
. . " ., ..' . . ( 

,"~"~UaranteeS', 
- . ._.<It '.• ' . 

:For.,'tlie 

tlliildren 

, , .. <' 

. Far 18 months n~members Of 
Coilgress have been pushing JegisJation 
that would aD but eliminate crW::iaI fed
em safety ~t progiams for- poor cbD=:: 
drenand turn them into blOc:k grantS to;~ 

. the. states. 'M~ reCently, they were;: 
.. joined by the RepubJican.domiuated Na~: 
. tioDal Governors' Association. Pro~· 

such as '.MecIicajd, foster care. Aid :t!>.: 
Families with Depeudent. Children :3ud, 
c:hild mrtrition WQuJd be st:r:ipped of moSt' 
of the rules that now ensnre,at least ..' 
miDimaJ help. to hUngiy, poor, sid'>.;
abused OJ' negb:ted ddidren, regardless. ' 
of where tDey happen to live. In place 9( 
these-guarantees, states wouJd'be giv~:,
reduced fedem funds and broad.,new.: 
tlezibiJity-in some cases nearly :tOt:al 
fJelibility-tb opetate' the programS as.
they see fit. . ' ;;: 

Enactment of these ~. 
. '; mean. to~;H ~~ a!~ 


) '.' ..(.~~::.. Having jUst . m -an , 
. ,- 18-month study of how state capitols, 

work. and how to piotect cbiklren in the 
• ___-L __ •• _~ state legislative PIQC:.e8S, 1have~: 

ly CODcluded that some. basic natioDaJ· 
guar.mtees are essential., Wrthout them, 
children wiI1 be the certain losers when. 
stategove1'nments divide up a shriaking,
pot offederal fun.ds.... .' _ 
, This is not to Say 'that stateslncUocaI,\ 

'governments,should not have considen-: 
bJy more,~ility in.running these pn:!
irams. TheY.~. AQd I am not sug;" 
gesting .that ~ostgovemors and state, 
legislators ~'t care about poor c:biJdren 

. or.families ~,their states. Mast do care. 
Bat 'I also kaow1bat:potitics is poIitic:a, , . 
and when 'the h~ starts 'in, 

. state capitols. poor c:biIdren are ofteD left . 
..' far bebirid. • '. .I . 

baVe,~ c:hi1c:k:a:re.help. for" 
. poor workini families so badly that theY~, 

have suhstID.tial waiting lists of cbildte.ti.. 
needing SUCh heJp. And no state current- 'j' 

ly . comes. anywhere close to' providini . 
euougb.money to fI:md Head· Start pro- ~ 
grams for, each child who !peets. the:' 
e]jgibility feqmremeiltS. , " . , . ' 

It is i ciiche by IlOWtbat chi1dren don~t~,; 
vote or make· campaign contributions,.: 
Bat that ·diche rests on ·the powerful. 
truth that children in fact do not have' , 
IDY directaCcess to the levers of political" 
power. And their Pofitical power}essD.eIS: 
.is· eXacerbated by the fisea1 inceotives; . 

'. buiit into many of these block gnuit. , 
plans, to slash 6enefits for chil.dreD,.M! . . 
the NatiODal ~rs' ASsOciation 

for exam 

~Ld"c:i:t W ~ ..~ UlU.l1llijjO CII.l'\o& .1UV+""" .....:u_\..1Wo"':f 'II,' 

~a:=S:i,

poor wo. ,JOSetbeii':-
gqaram:eed M!iliaud beaJth care cover.;, ~ age:- .. . ' .. t.1.. 

~,StaJigler.. director of the~:! 
'. ri~t·of Social Serv:ices,has,' 
,'predicted that chil.dren ~ pregnan~:•. 
'women will bear' the bnmt .of iuDding': 

, . cuts in the abseDce of some basic nation-" 
al guarantees. "Tbat's'1Vbere we'cfJ:iaVe 

to go: he says, explaining that1he great

er' po6tkal clout· of the disabled. and 

elderly would make it po1itically impossi

. ble for his state to cut eJigjbility or·
p 

· ~for those large groups.. .. 
. ,Tbe cm.u1ti-Jear.stady of haw ~'\. 

fare in state. capjtols in wbich I part:ict- ~.: 
pated ~ 1DIdertakeD by the State teg..~i: . 

.. islative Leaderi FQUDdation. That study;;:: 

bad its origin in t:rying to figure out why:. II,'. 


· ~ budget cuts.in the 1991 ~"~. 

lad their most damaging effect on c:bD-":, : 
dren aDd·families. As J)att Of the studt~·: 

· my, colleagues and .I. c:ooducted lerigthy:' ' 
personal interviews with. 171 state Jegi&.', •. 
·lative leaders. from both parties. iIi aD ~ ._ , 
states.' We also intenie.wed. 161 stit:e-. ' , 
based child .advocacy organizations· m',;. 
e~~Of the c:ountrY..' ,': 

.... 
cated pedpJe working batd for chiklren m:~'''' 
many _ capitols. in state aftef state,:' , 
thesecbitdren'sac:lvocates~ :~' ,

.• 'Iief, ana more-lIOieifttl mtsrests,.::; 
D~;:' 

~~:l::~:l~:~..: • 8 testypi..:"
callY have tar·Jess staff. money, Visibiij:.:7
ty-md 'ieffectiveness. In most stateS·: 

· they haft little or DO access tQ .thetop' 
· legislative dec:isioJl.make 

A JegisIative. leader from a, Jarp!' mid
western state put it to me bhmtJy.: "HeD. . 

. 'fUDeral home'diz6:tors have more"aoiif 

'~WJa=tei~ . 
· state was even mare apticit:. "IfWe have :.: 
$20 million and the c:boice is between 
spending it for &eldor c:itizensor JlO9r' 

'c 

;.,:. 
· kids, it's no COlIteiIt..The seniors get the ':, 

money every time... , . '. ~'" , 
TbereaDty is that.in aU but a hanc:IM.; '. : 

. ofthe·Jargest,states, state legislatures. -:': 
, opm:ate part-time, with very limited staff , ' , 
· belp. ,Lobbyists ~y a Imge role in whi!t::. ' 
~ o,u. aDd that1'Ole is grOw:iDg with the • ,. 

,. advent of tenD limits. In the ibseuafcu',: . 
federal safety Det gUar.mtees, the pcnter. . , 

· fuI spec::ia1 interests'that caD: afford fWl..' .: .. 
tiDie lobbJiats and wbo proVide ... ' . 
and ft'Ha~to ":"lI..:_' ' mo:ai:,' .----- ......-c:ampmgns. , 
.inevitably. get far IDOI:!t than vuJnerable .... ,. 
cbiIdren when public resoar:ces are ilJO.':, ,
cated.. .1.'.. 

~c:an1§OUSlY ..~.~"' ___'A_A":'-'" .' 

" 

~~- .-J. -..w"V ~ V:~."" 

'. -- .. ~,. :---. 
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June 13, 1996 

The Honorable Newt Gingrich ' The Honorable Trent Lou 
Speaker ofthe House . SeoateMajority ~er 

. U.S. House of.R.epresentativt)S United States Senate 
• l'heCapitol 1'11e Capitol 

Was~gton, DC 20Sts Washingtor.. DC 20510 

.. 
Dear Speaker Gins-uGh and Majority Leader Lott: 

A3 the House begins to move forward in our promise to balince the federal budget and 
contain the escalating costs ofentitlement programs, we strongly believe it is. in the best ~terest 
ofthe American people to send the Welfare Reform bDl to the President separate from 'any other 
legislatio~ including Medicaid reform. : 

; Republiea,,$ and. Dcmoorats. gm-emors end le~atora haveovawhehningly ~ on 
the immediate need to pass welfBre refoon into law '0 tl»¢ people canbegin to lift themseJves out 
ofa cycle ofperpetual depe.ndcnoyand into the workforce. This Iefonnis aidGal ~~ the . 
children being raised in the we!fire state and to bringing mliefto hatd~wo~Americans whose 
tax do&cs fund this dependcn<;y. . , 

Wc1fare Refonn isJUSt too bnPOfiant.tQ risk defeat due to its conneGUon with other 
legislation tbal may not be U o"erwhelmingly supported. For those who do 11m suppol1 Teal 
Wclfaic-Ref'orm, there mould be nowhere to run to and. nowhere to hide.. : 

We stand ready to work. with you to ensure th8t tJ-...e President is given the dwlce to sign 
or veto a separate Welfare Reform hiD. .. 

Sincerely. 

http:bnPOfiant.tQ


FOR YOUR INFORMATION 
Am.nean Hospital AssocIation 

FROM 
RICK POLLACK 

Liberty Plaee 

Washington Offi(:e 

325 Seventh Street, N.W: 
 l\1EDIA ADVISORY Suite 100 
Wa5hington. DC 20004-2802 Contacts: William Erwin 202/626-2284 
202-638-1100 Carel Schadelbauer 202/626-2342 

1une 12. 1996 

24 HEALTH CARE GROUPS RAISE 
CAUTIONS ON :MEDICAID 

. Twenty-four health care groups today urged the House Commerce Committee and the 
Senate Finance Committee to remember the vital role Medicaid plays for "3S million 
of our most vulnerable citizens." 

In a letter to members of the two committees. the organizations reaffirm their support for 
"refonns to the Medicaid program that preserve its original mission to provide medical 
assistance to needy, low-income individuals and families. It Budget savings "should not 
come at the expense of eliminating our longstanding national commitment to a federal 
health care en[itlement for all categories of vulnerable Americans covered under the 
;Medicaid program," the letter continues. 

A copy of the letter is attached. 

Also attached is a separate letter sent today to the House Commerce Committee by eight 
hospital groups supporting a Medicaid amendment to be offered by Rep. Frank Pallone (D
NJ), The amendment seeks to continue guaranteed access to Medicaid services by 
"ensuring that providers are given adequate resources to meet requirements imposed by 
federal and state governments," 

, .;" 
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American Academy of Pediatrics , 
American Association of Eye and Ear Hospitals 

American College "fPhysicians 

American College of Emergency Physicians 


American Health Care Association 

American Hospital Association 

American Nurses Association 


American Occupational Therapy Association 

American Osteopathic Healthcare Association 


American Pediatric Surgical Association 

American Pharmaceutical Association 


, American Physical Therapy Association 

AmeriCan Rehabilitation Association 


Association of American Medical Colleges 

Catholic Health Association 


Federation of American Health Systems 

Health Industry Purchasing Association 


InterHealth 

National Association of Public Hospitals and Health Systems 


National Association of Children's Hospitals 

National Association of Counties 


Premier, Inc. 

VHA Inc. 


Volunteer Trustees of Not-For-Profit lIospitals 


June 12, 1996 

The Honorable Thomas J. Bliley Jr. 
U.S. House of Representatives 
2241 Rayburn House Office Building 
Washington DC 20515 

Dear Chairman Bliley: 

As the House Comm,erce Co'mmittee and the Senate Finance Committee consider legislation to 
restructure the Medicaid program, we want to call to mind the critical role Medicaid plays in caring for 
,more than 35 million of our most, vulnerable citizens, induding the elderly, people with disabilities. 
pregnant 'Women, and children. . 
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The Honorable Thomas J. Bliley Jr. 
June 12, 1996 
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As health care organizations representing hospitals, outpatient facilities, physicians, nurses, pharmacists, 
rehabilitation specialists, occupational therapists, pharm1ceutical group purchasing organizations, and 
county supported facilities and providers, we support reforms to the Medicaid program that preserve its 
'onginal mission to provide medical assistance to needy, low-income individuals and families. 

Federal budget savings should not come at the expense of eliminating our longstanding national 
commitment to a federal health care entitlement for a.ll cat~ories of vulner.ble Americans covered under 
the Medicaid program. As health care org2.nizations. we have many varied concerns with the Medicaid 
Restructuring Act of 1996, H.R. 3507/S. 1795.. But we wish to highlight three key principles that serye 
i$ sbs: ba~i$ of our o~~Q~ition to HR. '507 and $. 1795: : ' . 

Preservation of the Medicaid Entitlement. The federally enforced entitlement to a set 
of meaningful benefits must be m:lint:lined. 

Continued State Financial Responsibility for Medicaid. The states' long~ sunding 
financial partnership in funding the Medicaid program must be maintained. States 
should not be allowed to lower their maximum S1;ate financial contribution. In 
addition, states should not be permitted to shift their financing responsibility to other 
payers such as providers through providers taxes ,or local municipalities through 
intergovernmental transfers. . 

Assure a Financial Environment in whic:h Providers can Continue to Serve Medicaid 
Patients. Current Medicjl.id la.w provider payment safeguards that assure access to quality . 
servic~s through adequate paym~nt must be maintained. H.R.3S07 and S. 1795 not only· 
repeal these protections, but limit a provider's due process rightS by prohibiting private 
righ.rs of action in both federal and state coun. 

We are committed to efforts to restore the. natioQ's fj(ca] strength and we acknowledge that states should 

be granted the appropriate flexibility to enable them to better administer the Medicaid program. But 

as health care leaders, we urge you to approach this task with care and compassion. A viable Medicaid 

program is important to communities and the country because it is avail:l.ble to help OUf most vulnera.ble 

citizens, in their time of need. . 


Sincerely, 

The Above Listed Organizations 
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June 12, 1996 

The Honorable Thomas J. Bliley Ir. 
U. S. House of Representatives 
2241 Rayburn House Office Building. 
Washington pC ,20515 

Dear Chairman BIiley: 

On behalf of the undersigned health care provider organizations, we are writing to ask you to 
support an amendment during mark-up of the 'Commerce Conunittee's proposed Medicaid . 
reconciliation legislation. The amendment, which will be offered by Congressman Frank 
Pallone (D-NJ), seeks to continue guaranteed access to services for Medicaid recipients by 
ensuring that providers are given adequate resources to meet requirements imposed by federal 
and state government. 

The Pallone amendment proposes the establishment of a Medicaid rate setting proc:ess which 
allows for public review and comment on the proposed rates paid to providers. It also 
requires independent review of these rates for ac.tua,~jal.sound.ness., And finally, the 
amendment would permit rates -- whose adequacy is disputed as being insufficient to meet 
federal and state. requirements -- to be resolved through the judicial process. 

The Pallone amendment is fair -- it calls for public participation. The Pallone amendment is 
prudent -- it calls for independent review. The Pallone amendment is equitable _. it allows for 
judicial review of a contested payment standard which ensures access to health care services 
for underserved populations. 

Please support the Pallone Amendment and vote for an open. fair, and equitable process. 

Sincerely, 

American Association of Eye and Ear Hospitals 

American Health Care Association 


American Hospital Association 

Association of American Medical Colleges 


InterHealth 

National Association of Public HospitalS and Health Systems 


Premier, Inc. 

VHA Inc. 
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CENTER ON BUDGET 
AND POLICY,PRIORITIES 

Rel)ised June 11, 1996 

"Umbrella Payments" Under The 
Medicaid Restructuring A~t of 1996 

by Richard Kogan 

The new Republican Medicaid proposal, the Medicaid Restructuring Act of 1996, 
would replace the ~rrent Medicaid program with federal block grant payments to 
states. States also could receive "umbrella payments" to protect them from 
"unanticipated program costs resulting from economic fluctuations in the business, 
cycle, changing demograp~ics, and natural disasters."l ' 

The idea behind "umbrella payments," as conceived by the governors last' 
winter, is that if a state's Medicaid caseload exceeded expectations for any reason, 
Umbrella pa..yments would cover the, federal government's share of the extl'a Medicaid 
costs. Whenthe National Governors Association approved a Medicaid outline that 
included an umbrella payment mechanism in February, governors said it would assure 
that "federal dollars would follow beneficiaries." 

The Medicaid Restructuring Act, however, falls far short of this goal. The 
umbrella mechanism in the bill is not what the governors recommended in February. 
Under the bill's umbrella provisions, state access to the umbrella fund would be largely 
urnelated to greater-than-expectedcaseloads. As a result, the distribution ofumbrella 
payments among states would be highly inequitable~ and many states would be denied 
umbrella payments in all but the most extreme cases.' ' 

In addition, the umbrelia paymeritSwould cover only theftrst-year cost ot'extra 
caseload, not the continuing cost in years after that. As a result, even states that did 
have access to umbrella payments would generally be indemnified for only a small 
fraction of the cost of serving a greater-than~xpected caseload. States would be left 
holding the bag for most of the costs that would result if their Medicaid caseloads 
climbed, which is precisely the result the governors sought to avoid. . 

. Finally, there ~ould be virtually no adjustments ir block grant payments to 
compensate for the inadequacy of the umbrella mechanism. 

1 The quote comes from the bill's Statement of Goals, Section 200Z(b)(4). 
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I. Access to Umbrella Payments Largely Unrelated to Extra Caseload 

. The bilrs proponents describe its umbrella payment mechanism as protecting 
states against unanticipated caseload growth. Such descriptic,ms, however, are not 
accurate..One key reason that the bilYs umbrella mechanism aoes not provide such 
protection is that access to the umbrella fund would be largely unrelated to whether a 
state's caseload ,rose beyond prQje~ted levels. Instead, those states whose average 
Medicaid costs per beneficiary are currently high would have easy access to the 
umbrella fund, while states'that now have low average costs per beneficiary would 
have little or no access to the fund. '. , 

In theory, a state would receive umbrella payments to cover the federal costa of 
extra caseload.Extra caseload is defined in the bill as reflecting the degree to which a 
state's actual caseload exceeds its anticipated caseload for agiven fiscal year. That 
sounds like how an umbrella mechanism ought to work. 

But there is a catch. The legislation has a very peculiar definition of IIanticipated 
caseload." A state#s "antidpated caseload" for a year is d~fined as (1) its actual 
case load in the prior year, increased by (2) the growth rate between the prior year and 
the current year in the amount of federal block-grant funds the state receives, adjusted 
for inflation. This means the rate of growth in each state~s federal block-grant funding 
level is the pivotal factor that determines whether the state has access to umbrella 
payments. 

For example, under the legislation, Georgia's block grant funding would grow 
five percent between 2001 and 2002. H inflation in 2002 is three percent, as the 
Congressional Budget Office forecasts, the adjusted growth rate for Georgia's block 
grant funding level is two percent. To determine whe~er Georgia would qualify for 
umbrella payments, Georgia's actual caseload level in 2001 would be increased by two 
percent, since that is Georgia's adjusted block-grant growth rate.' This yields an 
"anticipated" caseload f,?r the state in 2002 that equals its caseload in 2001 plus two . 
percent. If Georgia's actual caseload in 2002 proved greater than this "anticipated" 
caseload, Georgia would receive an ~mount from the federal government as an 
umbrella payment for each extra benefidary. 

This fonnula for determining whether a state can receive umbrella funds 
produces strange effects. Under the bill, the block-grant funding levels for states that 
now have high average Medicaid costs per beneficiary would'generally grow slowly 
from year to year. By contrast, the block grant funding levels (or states with below
average Medicaid costs per beneficiary would grow at a faster rate. This featUre of the 
bill is designed to narrow modestly the. cost differences between high-cost and low-cost 
states. This feature may also reflect recognition'of the fa,ct that some low-cost states 
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have already instituted certain efficiencies to control Medicaid cost growth that some 
high-cost states have yet to implement 'on a large s~ale. These high-cost states thus can 
reap future savings to slow the rate at which their Medicaid costs grow, while low-cost 
states that already have these savings in their'lIbase" do not have similar opportunities 

, to slow the rate at which their Medicaid costs climb. 

Varying block grant growth rates in this m:anner, sO that lo~-cost states are 
allowed to grow somewhat faster than high-cost states, seems reasonable enough. But 
the umbrella mechanism would undercut this feature of the bill and also render the ' 
distribution of umbrella funds among states highly inequitable. Under the bill's 
umbrella mechanism, states whose block-grant funding levels would grow slowly from 
year to year - that is, the high-cost states -' would have ready access to the umbrella 
,fund even if their caseloads grew very little. At the same time. states whose block
grant funding levels would grow more rapidly - i.e., states w,ith low costs per 
beneficiary - would have little ability to get umbrella payments unless their case loads 
. grew unusually swiftly. Here is why this would occur. ~ 

• 	 Suppose the block·gr~t funding level for a state with low average costs 
per beneficiary is scheduled to rise seven percent per year. If inflation 
rem~ at three percent per year as eso forecasts, the state's adjusted 
block grant growth rate would be four percent. The state would get 
umbrella payments only if - and only to the extent that - its caseload 
rose more than four percent per year. . 

Low-cost states such as California, Texas, Florida, and Virginia would be 
in this situation. According to Urban Institute forecasts, Medicaid 
caseload is projected to grow noticeably more slowly than that in each of 
these states.2 For these states and others'in the same position, caseloads 
would have to grow considerably faster than projected before the states 
could receive a dollar in umbrella payments .. 

• 	 By contrast; the bJock "grant funding level for some high-tost states woUld, 
after the first few years, increase less than three percent per year. If the 
inflation rate is three percent as forecast, the adjusted block-grant growth 

, 	 I 

rate for these states would be zero (since the rate of inflation would exceed, 
the rate of growth in the block·grant .fI.m,ding level for these states).3 As a 

1 Forecast developed by David Liska and John Holahan of the Urban Institute. 

~ The adjusted growth rate - the block-grant growth rate adjusted for inflation, which serves as the 

""umbrella threshold" - is not allowed to be $maller than U!ro. For hlgh-cost states whose block-grant 

furidingleve1 grows more slowly than inflatiQl\, ~ umbrella threshold is 2eI'0 by definition. Por these 


, 	 .. (continued...) 
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result, these states 'would get umbrella payments for any increase in , 
caseload. Statessuchas Massachusetts, Connecticut, New York, and New 

-.Jersey would be in this s~tuation by 1998. ' 

In summary, some states would receive umbrella; payments for caseload growth 
that is already projected to occur, while other states would not receive umbrella 
payments even if caseload growth noticeably exceeded current projections.4 This is 
inconsistent with the principles the governors adopted in February. ' 

II. 	 The Umbrella Covers Only the Firat·Year Costs of Unanticipated Caseload 

Even if the problem just desqibed did not exist - and states received umbrella 
payments whenever their caseloads grew faster than some objective forecast of 
anticipated caseload growth - states still would not receive umbrella payments' 
sufficient to cover the costs of higher-thanwanticipated caseloads. The reason is that the 
bill's umbrella mechanism contains a second fundamental flaw - the umbrella 
payments would cover the cost of extra caseload only in the first year. Yet extra caseload 
usually lasts for a number of years, if not,permanently. ' 

This flaw stems from the fact that the amount of umbrella payments a state will 
receive depends on the state's annual caseload growth rate, rather than on its actual 
caseload level. A simple , example illustrates the point. ~ 

.' 	Suppose a recession sets in during 1997. A state's Medicaid caseload 
might consequently be four percent higher than would otherwise be the 
case in 1997, in 1998, and in 1999 (if not longer). Medicaid participation 
responds to changes in the unemployment rate, and recessions generally 

3 ( ...continued), ' 

states, the "anticipated case1oad" for any year simply equals the state's actual caseload in the prior year. 


• Extra case1oad, and the attendant umbrella payments, would be calculated separately lor each of eight 
, groups of Medicaid beneficiaries: pregnant women, children, disabled persons, disabled-but-working 
,persons, the elderly, two different sets of "quaUfied Me¢icare beneficiaries" (QMBs), and everyone else 

, (basically AFDC adults). Dividing beneficiaries among groups aeates data integrity problemS but has two 
policy advantages. First, by making separate calculations for each group, wnbrella payments can be 
pegged at appropriate levels - a state will receive higher w.nbrella payments on behali of extra disabled 
beneficiaries (who tend to be quite expensive) than on behalf of extra child benefidaries (who tend to be 
inexpensive). Second, beciuse extra case10ad in one group offsets caseload shortfalls in another group. the 
umbrella mechanism responds to unanticipated changes in case mix as well as in total caseload (although 
net umbrella payments cannot be negative). Unfortunately, for the reasons descnbec1 in this paper, the 
umbrella fund responds inequitably and ina.dequately to unanticipated caseJoad growth. 

4 . 
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. cause higher unemployment for a number of years after the economy 
stops contractirig.· 

• 	 In 1997; the state's caseload growth rate would be higher than anticipated. 
Consequently, umbrella payments woul~ cover the federal share of the 
extra Medicaid costs. -

• 	 But look ahead to 1998. The state's caseload level in 1998 would be four 
percent above caseload projections for that year because of the long
lasting effect of the recession. But the state's caseload growth Tate from 
1997 to 1998 would not be higher than anticipated. The extra growth . 
would have occurred in 1997; in 1998, the caseload level would reflect the 
higher-than-antidpated level it reached the previous year, but the 
caseload would not still be growing at 'a faster-than-anticipated Tate. 
Because the caseload growth rate in 1998 would not be higher than 
anticipated, however, the state would get no umbrella' payments in 1998 . 

. The umbrella payment the state received in 1997 would end after 1997, 
even through the extra caseload added in 1997 would still be present. The 

. same phenomenon would recur in 1999. 

In short; the umbrella payments cover only the first year of extra caseload 
in a state even if the extra caseload lasts for many years. . 

A second example illustTates the extent to which umbrella payments could fall 
short of need. The table on the next page shows wha't would happen if the caseload in 
a particular state started .at 100,000 and grew faster than expected by one percentage 
point per year for each of the six years from 1997 through 2002. In this example, the- 
state's adjusted block-grant funding rate -.- which serves as the state's threshold for 
receiving umbrella funding -- grows two percent per year (see line A in the t(lbJe), but 
the state's actual caseload levelgrows three percent per year (as shown in line B).s 

By 2002, the stale's actual caseload would be 6,800 higher than what the block 
grant and the umbrella fund would cove~ (see line C). The umbrella payments 
however, would not cover 6,800 extra beneficiaries in 2002; these payments would 
cover only 1,200 additional beneficiaries (see line E). 

. , 

The umbrella payments thus would be insufficient. They would cover only a 
fraction of the amount by which the state's actual case load exCeeded the caseload level 

:. 

S In this case, we are ass~ that two percent per y~~ is in fact a reasonable, objective forecast of 
expected caseload growth, and that the actual growth rate of three percent.per year represents one percent 
per year of unanticipated caseload growth. . . 

5 
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. The Umbrella Does Not Provide Full Protection 
(Hypothetical example:.caseload in thousands) 

Case)oad l..Ufi 1HL un l.!D 2QQ.Q 1QQl 

A) Caseload growth assumed 
in the state's block grant. 
funding level (2% ,per year 
in this example) 100.0 102.0 104.0 .106.1 108.2 110.4 

B) Actual Caseload 
growth of 3% per year 100.0 103.0 106.1 109.3 112.6 115.9 

C) Caseload for which 
umbrella funding is. 
needed (B minus A) 1.0 2.0 3.2 4.3 5.5 

D), Caseload level above 
which umbrella payments 
actually are provided (prior 
year's actual caseload + 2%) 102.0 105.1 108.2 111.5 . 114.8 

E) Actua1 Umbrella payments 
(Bminus D) 1.0 1,0 1.1' . 1.1 1.1 

"Figures may not add due to rounding. 

.2.O.O.Z 

1.12.6 

119.3 

6.8 

118.2 

1.2 

assumed in the state's block grant. Put differently, extra caseload that lasts more than 
one year does not trigger umbrella fuhdirig for a state for any year after the first year. 
In still other words, if atra caseload is permanent, it will have a cumulative effect, with 
each year's extra caseload added to the prior years' extra caseload. But the umbrella 
mechanism does not cover that cumulative effect. 

It should also be noted that the size of a state/s basic block grant will not adjust 
in subsequent years to' compensate for the temporary nature of the umbrella 
mechanism. See Appendix A. . 

This flaw iri the design of the umbrella fund has Significant policy implications. 
To cite one, it would make the option of phasing in Medicaid coverage for poor 
children aged 13 through 18 unattractive to states. Under current law, states are· . 
required to raise the age at which poor children are eligibie for Medicaid one year at a 
time, until by 2002 all poor children through age 18 are eligible. The Medicaid 
Restructuring Act repeals this requirement, permitting states to choose·whether to 
make such children eligible. If it had been designed properly~ states could use the 
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umbrella mechanism cover the costs of insuring these poor chlldren. In practice, this 
appro~ch would not work. As just explained, the umbrella mechanism would provide 
temporary funding for what, in this case, would be a permanent caseload increase. 

By 2002, states electing to phase in Medicaid coverage for these children would 
have enrolled six additional age groups of children: first 13-year-oldst then 14-year
oIds, etc~ But iri any given year, these states would receive umbrel1a payments on 
behalf of only one additional age group, the group being newly enrolled. In 2002, such 
states would receive umbrella payments on behalf oftheir newly enrolled 18-year-olds.· 
But they would not receive umbrella payments on behalf of poor children aged 13 
through 17 because those caseload increases would have occurred in prior years. 

Other Problema with the Umbrella Fund 

The design of the umbrella fund in the new legislation also is flawed in other 
respects. 

~ 	 States would receive inadequate payments for Qualified Medicare 
Beneficiaries (1IQMBs"). Under current law, Medicaid pays the cost of 
Medicare premiums, copayments, and deductibles incurred by Medicare 
beneficiaries who are poor or near-poor. The Medicaid Restructuring Act 
repeals this requirement, making continuation of thJs coverage a state . 
option. If a state attempted to continue providing QMB benefits 
consistent with current law, however, it would not receive adequate 
umbrella payments if the number of QMBs exceeded the anticipated level. 
Under the bill, the amount of umbrella payments provided for extra 
QMBs would be based solely on the cost of Medicare premiumsJor these 
individuals. Medicare copayments and deductible, would be Ignored. 
Yet premiums contribute less thtln 30 percent of total QMB costs, according· 
to the Congressional Budget Office. . 

. , 	 .., 

• 	 People with disabilities might nol be covered by the umbrella fund. 
Under the governors' proposal, states would have been allowed to 
develop their own definitions of disability, and the umbrella fund would 
have protected states if the number of disabled enrolles exceeded . 
expectations. The Medicaid Restructuring Act stipulates that states can 
choose either to use the SSI definition of disability or to develop their own 
disability definition. But a state using its own disability definition would 

, be ineligible for umbrella payments on behalf of disabl~d people. 
, 	 . 

This'restriction might encourage more states to use the S5I definition of 
disability. But in states that nevertheless chose to develop their own 
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, ': 

, , . 

definition, disabled individuals would be placed at a'.;disadvantage. If the 
; number of such benefiCiaries'exceeded the antiCipated level, these states 
would not receiye federal umbrella payments ontheirb~half. 

'.. 

Conclusion 

The umbrella paymentS would be of use 'to states with low average costs per 
. beneficiary only ifcaseloa~,gro~th or inflatiOn exceeded current forecasts bytarge 

.., amounts. In addition,- fOf'all states -' including high-<=ost states - any lu;nbrella .. 
. paymen:~ ~ould,covetonly the first year of add~d costs, ignoring the continuation of 

such costs 'in subsequent years. : .' ' 
. , 

The urnbrel~ f,unding mechanism in the Medicaid Re~tru~ring Act is' quite 
different from what th~ gov~mors recommended. It does, n4atively little to pfot~ct 
states from increased costs over timeth~t result from unanticipated growth in their 
Medicaid beneficiary populations: ., .. . ,. ,: ' 

, 
\~{, 

" 

. ' 

, ':' 

...
'. 

". 
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Appendix A 

Would the Block Grant Adjust to c::over Unexpected Caseload? 

During hearings on the Medicaid Restructuring Act, Rep. Bilirakis contended 
that the basic block grant to each state would automatically adjust to cover the federal 
cost of unanticipated caseload after the first year, thus curing that defect in the 
umbrella mechanism. His contention is incorrect. 

As noted in this analysis, if 10,000 "unanticipated" beneficiaries enroll in a 
. state's Medicaid program in 1997, the state will receive umbrella payments on their 
behalf in 1997 but will have to pay the full costs of those 10,000 enrollees in 1998, 1999, 
and so on - unless they or 10,000 other enrollees unexpectedly drop out. ' 

This aspect of the umbrella mechanism would not be a problem if federal block 
grant funding would automatically adjust to cover Unanticipated caseload growth in 

. the years after the growth first occurs. ,Automatic adjustments to the block grant can 
occur, because the number of a state's "residents in poverty" is part of the formula that 
determines the size of the state's block grant. But the lik~lihood that automatic 
adjustments to the state's block grant will cover the cosmof Unanticipated caseload is 
almost entirely an illusion for three reasons. 

• First, the adjustment to the block giant is based on the number of 
residents in poverty, not on the number of enrollees. The two can be 
unrelated~ For example, a state that chooses to phase in Medicaid 
coverage of poor children ages 13 through 18 will have increasing 
Medicaid enrollment, but may not have any increase in the number of 
residents in poverty. An,other example is if employers drop coverage for 
their employees. 

• Second, for 43 states and the District of Columbia, the formula for the ' 
block grant is either higher than the statutory "ceiling" on block-grant 
growth rates or lower than the statutory "floor." As a result, block grants 
for those states will grow at the rate of the ceiling or floor regardless ofany 
changes in the number ofresidimts in poverty. In short, for these 43 states the 
block grant won't change even if need does. ' 

• Finally, for the remaining seven states, adjusbnents in the size of the block 
.' grant will usually be undercut by the bill's requirement that the total, 

national cost of all block grants must not exceed an inflexible cap. Suppose 
that a national recession increased the number of residents in poverty in 
all states by four percent. For the seven states with adjustable block 
grants, the formula would'initially produce a higher block grant; but then 
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the block grant for each of the seven states would be cut across the board 
to prevent a breach in the national cap. In this·case, the automatic. 

" adjustment would be completely offset by the across-the-board cut, so 
there would be no increase in the size of the block grants these states 
would receive. 

Thus, a state could h~ve its block grant adJusted upward only if il) it was one of 
the seven states not governed by the statutory floors or ceilings,.and b) an increase in 
the number of residents in poverty in that state was offset by a decreas~ in the number 
of residents in poverty in one.of the other seven states. And even in this very rare case, 

"	the adjustment might .be inadequate:fii-st, the adjustments are based on athree-year 
average of the number of residents in poverty I so they will not fully compensate for 
increases in poverty until several years have gone by. In addition,:any such adjustment 
would be only partial if the state with more residents in poverty hit one of the statutory 
ceilings or the state with fewer residents in poverty hit one of the statutory floors. 

,. 	 ,. 

In summary, for all states, block grant funding does not follow enrollees; it 
follows a formula. For all but seven states - repre~ting 89 percent of Medicaid costs 
- that fonnula is immutable. For the remaining seven states, th~ formula will . 
generally not respond at all to changes in poverty; if it does respond, the response will 
be late and prot:tably inadequate. . 

As a result, states will receive umbrella payments to cover only the first ye"ar of 
unanticipated caseload increases, and only some states will receive those payments. 
There will not be compensating adjustments in block grant funding. This is not what· 
the governors called for last February.' . 

. ." 
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Apperidix B 

Adjusting for Inflation: ASolid Concept 

To calculate a state/s umbrella threshold - the growth rate above which 
umbrella payments are made- the state's block-grant growth rate is adjusted for 
inflation, as measured by actual percentage changes in the Consumer Price Index (CPI). 
Suppose a state's block-grant growth rate were five percent in 1998. If inflation were 
three percent, as CBO forecasts, the state would receive umbrella payments to the 
extent its caseload growth exceeded two percent. If inflation turns out to be four 
percent rather than three percent, the state would be protected. In this ease, the state 
would receive umbrella payments to the extent its caseload growth exceeded one 
percent, rather than two percent. Higher inflation would mean a lower "umbrella 
threshold/, which itt tum would mean rugherumbrella payments., Stated another way, 
higher-than-expected inflation means higher umbrella payments. 

Using the umbrella ~echanism to protect against higher inflation is desirable; it 
affords needed protection ,to states if COO's inflation forecast proves to have been too 
low. Inflation protection of this type does not put the federal Treasury at risk; both ' 
CBO and OMB analyse's show that higher inflation generally causes higher spending 
and higher revenues in almost equal amounts and hardly affects the deficit as a result. 

At the same time, however, the umbrella mechanism fails,to provide adequate 
protection against the permanent, cumulative costs of higher-than-expected inflation.6 

As a result, the protection it affords in this area is in,adequate. And, as explained in 
Part I of this paper, states will not have equal acceSs to umbrella payments to begin 
'with. For example, states with low block-grant growth rates (generally the high-cost 
states) will have no protection against extra inflation because their umbrella threshold 
is already at the statutory minimum ofzero. 

6 The design flaw discussed. in Part noltrus paper vitiates the inflation protection the wnbrella formula, 
is supposed. to provide if inflation is hi~er than forecast. As explained. umbrella payments would 
inc::rease if the actual inflation rate exceeds inflation forecasts. But the umbrella payments would not take 
into account the cw:ri.ulative effect of inflation. H inflation were one percent higher than antidpated for 
fow years in a row, by the fOUrth year pria!S would exceed the initial forecast for that year by 

, apprOximately four percent. Yet a state would receive an umbrella payment for that year covering one 
percent extra costs due to higher-than-anticipated inflation, not four percent. The preceding three years of 
extra inflation, which would permanently increase the ,cost of medical care, would be reflected neither in 
the state's umbrella payment nor in its block grant allocation. ' , 

11 
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June 25, 1996 . 

.~ . 

TO: Distribution 

FROM: Chris Jennings 

The atta~hed was released today from the Republican Governorst Association. As you know, 
it will insist that Welfare 'Reform be linked to Medicaid ...:- no big surprise, but thought you 

-.. --,---- - might--want to. have this fyi. 
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RE;PUBUCAN GoVERNORS .AssocIATION 

dl/OW ~l\tIKRICA·S dtlAJORIT.Y 

June 25. 1996 

The Honorable Trent Lott . Th;e' Hm:wable Newt .Giupich . 
. SelW;e"M2l,jority Leader ~Oftbe House . 

8-230 U.S. CaPitol H-Ua U.s. OePtol 
Wasbington.l>.O.· 20510 W~ D.O. 20515 

. Dear Mr. Leader and Mr. Speaker: 

In F~I'~ natiOn'1 pvemcra ~~~~.6trate~to, 
rdotm ib.a federal cub. welfare imd Medicaid prop1m1S. This blpjrliSan reform 
pIau is currently nU1,*,g its way thrcmgb. Congress.' . . 

We beli~e atron2i? that walfaN Cannot be refonD.ed without acldressiDR 
critic3l~ 1"e~Me4icafd. ··W. an ~ hmvir,-tbiit ._.-..... 

lecislatioD. might m4V8 ibrwa:tcl without proviaioiza tO,1m an ovCly complicated 

Medicaid' system that is &ilj~ the TfIr1 £wrd1iH it is ~ to help. 


There 18 no q,~ that these ~oUlNA OR m~ liDked GIld 

C!&lmQt l>e aepara.ted. In 4ct, ~uecl~m~.program. ~iminjshe. the ' 

value of fluibility in the other. Medicaid and ~wolfare aN muto.aDy 

dependent, and fallure to ret\m:a. both will meaD the fa:ilurv to refonn either. 

Neither th$ ata~ nor the people we represeht am afl'ord to fidl.· Too rtWlY 

families are depenDing OQ U~ . . 


Think of these issues in anothe:t' way. I!you went to the doctor compla;iring 

ofcheat paiDs and a ~lei', yon would .expect the doctor to·treat both problems. 

However. if the Ccmuesa only addresses welfBre ud not Medicaid. it would be 

like settiDg the. ~ le, and ilnorl~ the lwartprobleni. . 


For exaxnple, ma:a.,y'~mil;es be~ c!e~Ql1t em ~ mainly because 

they need·the health care coverage provided by Mecn~ At the same bt, 8. 


barrier to l~ the welfa:re I'OllG is the ptOtpect oflosiDg Medicaid coveagc. 

Under the C\UT8l1t SyStem,. states are severely limited mtheir ability to ac1dress 

this Catch..22 that perpetuatesdGpeDdellce. 


310 FIRSt' ~.m-, ~.W~. D.C. 20003. t2OZl8$3..a687. FAX. (202)863-8659 
PQkt (at' ~~ Ji.l;pv~n ~AS..'"OdIl1lM 
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The Honorable Trent Lot; 

The Honorable Newt Ginpich 

JUDe 25. 1996 

Pap 2 . 


1letOrming the Meditaid system !Deans removing burdenson:ae federal nUts 
and ~viDg =ON flexibility to the states to so1v~ tbia problem and to desigJ:l 
ilmovativ. wu.ys to cWiv..,~c:es that 1"each more pe~ Ai a result. the stata, 

. the federal govern:meu.i and cliaDts wiD. be able to $b.are the cost cfprovidiDg 
Mediadd coverage to mare woWing fiamillu.. lJ:I ~tiOIlt atatea willbe able to 
J'UD. the program more e1ficient1y and to dlooSe the types ofcoverage that help 
people who need help the most. . . 

. 	 . 

. Wtt beliavca that rimovillCMedicaid!rom th8 mono. pack$p will leAd . 
cred.eJ1ee to invalidczitidsms ofour plan. .Cont,;wy to the defcnden;of the statUs 
quo. the truth ia that the Medicaid ~M potects ~ . 
Americc4 by: . 	 '. 

• 	 guara.l)~ eligibility for law mcome pZ'88Pant wmaec.children, 
8ld.8dyaxad the ~Gabled;. . .. '·~=~ a SeDel'OUS c:ompreheusiv~ medical benefit ~ckap;

• . "tin&' premium ~ cost-sbmDg charges; . 
• 	 l'etainjpg' current law nurainl home stal:adards a;Q.d recipient

prpt.eetians; aJJ.d.. . . . 
• in.crea3iDf Medicaid spending IUbstant1al1y - 811 inei'ease of 35.5% over 

the next aD: years. . . . 
. . 	 . 

Ey "lride mugiDs. the American people &UllpOrt I"Gforming tlw walAre 
system by requiring "Work and. patSODal.~ty. IfW9 ciou't include . 
Medieaid in ow- reform pUm DOW. public pressure to ~ this iQue will £ade, 
and an bistoric opportunity will be lost. . 

. . The bottom line is this: IfO~ goal is ~ for ~ore strougt healthy 
faJDili", ~ mus.t ~ both welfare and Medicaid. . 

!?t.~~ 
.. -Govemot of New Hampshire 

ViceCbahman .' . 

·c:c: &mater Both 
C~B1iley 
Congressman Archer 
.Co~~Shaw 

JE/jn/1r.dc 
. \ 

http:JE/jn/1r.dc


" 

DATE: & -;;; t::.~ 9 ? 
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CHAIRMAN'S MODIFICA~IONS TO S.1795 

DIVISION B--RBSTRUCTURING MEDICAID 

1044 

1044 

1044 

~046 

1046 

EXplanatiQD of Cbanse 

~d.d provision which regu1.res the . 
secretary, in consultation with the 
States, to establish, monitor and enforce 
minimum health, safety and welfare 
standards for IePs/MR, including 
assurances that individuals receiving care 
in ICFs/MR ar~ protected from neglect, 
physical and sexual abuse, financ1a~ 
exp~oitation, inappropriate ~nvoluntary 
restraint,andehe provision of health 
care services by unquali~ied personnel. 
Add current law restrictions on State or 
local officers or employees relating to 
conflict of intereat (Section ~902 
(a) (4) (e» . 

Add a provision requiring States to 
implement an ongoing program to measure, 
evaluate and improve quality of care in 
their Medicaid programs including
independent external review of managed 
care organizations. 
Strike language ill (12) and aM: 
(12) (A) Acute inpatient mental health 
services ,including services furnished in 
a State-Qperated ~en~l hospital in the 
case of an ad1.ll.t. 
(12) (B) Inpatient mental health 
services, including services furnished in 

. a State-operated mental hospital and 
reSidential or other 24-hour 
therapeutically planned structure~ 
services in the case of ach:i.ld.· 

Strike language in (13) and add: . 
(13) Outpatient and intensive. comrm.mi ty
based mental health services, including 
psychiatric rehabilitation, day treatment, 
intensi"V'e in-home· servi.ces for children,· . 

. and partial hospitalization. 
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CHAIRMAN'S XODZFZCATIO*S TO S.1795 

DIVISION B--RBSTRU~ING MEDICAID 

1051 Clarify that the definition of BPSDT 
services has 	the meaning given the term 
early and periodic screening, diagnostic
and treatment services under section 
1905(r) of Title XIX as in effect on June 
1. 1996. ' 

1.061. 	 Strike language in t~e definition of ' 
covered encities related to furnishing 
drugs at a cost no greater than the 
acquisition cost plus a dispensing fee. 

9 


vlOh:::l HdG I, : 6 Sf.;>6 l-6G-S 



CRArRHAN'S MODIFICATIONS TO S.1795 

OIVIS~ON B--RRSTRUCTURINGMEDtCAID 

1.104 

Insert as 
appropriate. 

BxPJ,anation of Change 

'Ada a provision establishing a National 
Commission on Medicaid to report to 
Congress on the impact of Medicaid refqrm
and make recommendations. 

,Add a provision regarding minimum 
standards for Medicaid managed care plans.
including: . _ 
-- If Medicaid beneficiaries are required 
to ,enroll in a managed care plan. they 
must be given the choice bet_een at least 
2 such plans or between a managed care 
plan and a primary ca~,~, 1Iij!I.D.ag,em(!n~ ,. 
provider. , ' 
:--Spec.ial needs chilaren, the homeless l 

and ~grant Agr1eu1tural workers:may not 
be required to, enroll in a managed care 
plan.. 
- - Managed care plans must make medical:ly 
necessary services available 24 hourS a 
day, seven days a· week. 
- - Managed care plans must contract with a 
reasonable nlJlIlber of 'primary care and 
specialty care providers to meet the 
health care needs of their Medicaid 
enrolleeS. 
-- States must require bealth plans to 

make adequate provision against the risk 

of insolvency. 

-- States must prohibit managed care 

health plans from.: discriminating in 

enrollment based on health status or need 

for care; fraudulent enrollment and the 

use of false and misleading marketing . 
information; and f:rom affiliating with any 
provide:r:a barred fran Ped.eral government 
contracting. 
~ - States 1DUSt requi~e that managed care 
plans provide specified financial 
information to the state and agree to 
allow au.dit and inspect.ion of books and. 
recQrds needed for verification. 
-- States may not automatically enroll 
:i"ndi vi&.:aals who do not 'choose a plan into 
health plans that are out of compliance 

10 
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CHAIRMANtSHODIF1CATIOHS TO S.1795 

DIVISION D--RESTRUCTURING MEDICAID 

with standards. 
-~ States must establish sanctions 
{inoluding intermediate sanctions and 
civil money penalties} for use in enforcing 
compliance wit:.l1 the m.i.nimum st.andards, and 
correcting failure to provide medically 
necessary services that are required under 
a contract with the &tate. 

xx 	 Add report languagE! to clarify that the 
Governor may appoint the state t s Drug Use 
Review COmmittee to sezve as the committee. 
which develops any drUg fortnUlary which 
might be used by the .state' s Medicaid 
program.. 

:xx 	 Add report language to clarify that a 
state Veterans Rome may require veterans 
rec~ivingAad and AttendanCe and Unusual 

. Medical. BXpetUies to contribute all but a 
per diem to the cost of their care. 
AM report language to clarify that the 
definition of medical assistance incl~des 
services of certain. Christian Science. 
facilities ana o~zations. 

xx 	 Add report language to encourage states to 
assure access to pregnant women and 
c~ldren to appropriate levels of basic. 
specialty and subspecialty care. 

• 
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CHAIRMAN'S MODIFICATIONS TO S. 1795 

ngnrrCAL~ 

DIVISION A--REFORMING NONMSOICAL WELFARE PROGRAMS 

T1tle 

I 

.~ 

17 

I 

I 

37 

55 

I 65 

I 81 

83 

,Explanation Qf Change 

In line 11t insert, little Secretary has 
found". Adds language clarif~ing that 
theSeeretary has the authority to 
determine whether the State Plan 
contains all ~he required elements 
Clarifies language so that only states . 
that bad an Smergency Assistance request 
approved in 1994 or 1995 qualify fo~ 
additional money in their block grant 
Drops several lines of text to clarify
that the performance bonus is based on 
all the purposes of title .1 and. not just
employment 
Adds the· terms "average monthly" . before 
ftn~r of faroilies a in Subparagraph (3) 
to clarify that the calculation for pro 
rata reduction of participation rates is 
based on the average monthly. number of 
IV-A reeipients. 
Drops the phrilse tlExcept to the extent 
necessary to enable the State to comply. 
with section 457" to correct a drafting 
error from R. R. '4 tbat erroneously 
change(l the child support a.ssignment
rules; the. effect of the.cbaPge is to 
ensUre that famil.ies retain the right to 
all. arrearages chat'. accrue after t:he 
family leaves welfare 
Inserts language to cl.ari1:y t.hat .the 

good cause exemption appl.ies to 

applicantswbo bavecause not to 

cooperate with child support officials 

Strike lines 17, 18 and insert "state . 

e:xpenditures that consist of fu:r:1ds 


. transferred from state program not. 
described in' sUbclause (I) or fromloc::al 
programs .that are not funded by the 
states" 
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Tit;l~ ~ 	 E:x,glanat;i.on.,of Change 

I 89 	 Rename as more precise header, "Required 

~placement Of Grant Fund Reductions 

Caused by Penalties· 


I 99 	 Drops the requirement that States report

information on the number of ~elfare 

recipients who leave welfare for work; 

'this requirement is no longer necessary
because the bill does not allow Stat~s 
to count welfare recipients who leave 
welfare for work toward fulfill1ng 

· partieipation standards 
I 	 Adds the year "2001".to authorize 

payments to Indian -trlbes that formerly 
receiveQ JOBS funds, covering the length 
Of the TANF block grant:~ (1996 .. 2001) 

t 114,· 115 	 Change 8199S P to R1996" to clarify that 
waivers may be continued 

I '11.7 	 Add language on reductions an FTRs at 
the Pepartment of Health and H1.1tDan 
Services into this section 

I 11.9 Adds State option to contract: with 
charitable; religious or private 

· organizations to provide services to 
definitions section 

I 125 	 Adds transition language so States would 
not be entitled. to both money frOtU 
current funding 1.U1der Title IV-A and the 
new State entitlement program under 
Title VIII of the Committee provision 

I 	 Maves· language that appeared in the 
wrong oreler because of a printing e%'ror 

I 136 Drops the word. "agency" to Clarify that 
... ·States have the .opti.OJl of deciding 

whether the agency adm.inister1Dg TANF I 

child support, or title XV can ntake good 
cause determinat10ns 

I 136 . Chang'es "cooperaee ft to "cooperation" to 
make the sentence grammatically correct 

I 165 	 Language required. by cao to ensure that 
states can not obtain child care funds 
from two sources simultaneou,sly 

2 
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Title 	 Explan~tion oX Change 

II 182 	 Corrects language so that the effective 
date of application for ben'efits is 
uniformly applied for individuals 
qualifying at age GS (per Social 
Security Administration) . 

II 188 	 Restores a one-time appropriation in 
, 	H.R.4 of $0.3 billion to the Social 

Security Administration to conduct 
redet'erminations and continuing
disability reviews required under ,this 
bill. 

III 231 ' 	 Replace~"and" with "or" to clarify .that 
recipients need meet either the good 
cause.exception or other exceptions (but 
not both) that are recogni~ed by states 

III 241 	 Adds the phrase "except for amounts 
collected pursuant to Section 464- in 
Subparagrapn. (v) at the request.' o£ CBO-
to clarify the distribution rules for 
purposes of scoring 

III 243 	 Drops the parenthetical material from 
the subparagraph on "Federal Share II 

which was left over from previous
drafts; the material, was necessary when 
all the current Title IV-E programs were 
placed in a new Title tv-B; dropping the 
new Title and restoring IV-E as under 
current law obviated the need for this 
material; also clarifies that 
"assistance" refers eo foster care 
maintenance tmymetltG 1.Jnder Title IV-E 

. III: 244 	 Given the'changes in Medicaid that are 
contemplaeed as part of the welfare 
reform b1~1, this change in the 
subparagraph on .. Pederal Medical. 
Assistance Percentage- establishes the 
Medieaid match rate 011 September 30, 
1996 for'eachState as the rate that 
will be t.he Federal medical assistance 
percentage (W-AP) for purposes' of this 
section ' 
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Tit.l.i: 

III 244 	 Pour change&> are made to ehe.provision 
on gap payments (gap paj;"tnents are 
payments States can make to welfare 
'recipients from ch:i.id support· . 
collections up tQ the amount of the 
difference between tbe State standard of 
need and the State payment standard· for 

, APDC): 1. the provision is made a State 
option; 2. language is added to clarify 
that the gap payment is paid to the 

,family in addition to' the welfare 
payment oehenliee payabl~ to the family;
3. the word "paidft is substituted for 
the word "distributedA to be consistent 

. with Title IV-Aterminology-; and ". the 
relationship ~tween gap payments and 
the hold harmless language in 
subparagraph (d) and the termination of 
t~ $50 passthrough is cl.r1f1ed 

III 245 	 Changes the effective date of the new 
distribut~on rules· from "July 1, 1996
to ·Octoberl , 1996 12 in Subparagraph (c) 
to give States more time to implement 
the rules ' 

III 25.8 	 Strikes language that would eliminate 
the city of New Orleans from the one
year extension provided to Lol.rl.siana 
from the requirement. of single-source 
distribution of child support payments 

III 	 299 RP..moves a st.ray ")',, that appeared in the 
t.a"d:. . 

III 303 Changes the referencefl:om It (a) (:1.)" to 
. " Cal (1) (A) 1S in Subparagraph .(F) on 
.income withholding; this change has the 
effect· of limiting the mandate on States 

.' to' provid.e expedited procedures 'for wage 
. witbholdingonly tonon-AFDC 'case's that 

elect to participate in the child . 
support program . 
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Title 

III 

'III 

III 

III 

IV 

IV 

XI 

XI 

~ 

325 

376 

380 

468 

397 

411 

760 

768 

Explanat~gn of Change 

Changes ft1997" to "1998 ft under the 
effective date for WIncentive 
Adjustments"; this change eliminates a 
drafting oversight that had States ' 
receiving Federal reimbursement during
fiscal year 1998 both under the current 

,incenti-ve system aawel1 as the new 
incentive system that:. will begin in 
fiscal year 1999 , 
Inserts the word ftto~ to make the 
sentence grammatically correct 
At the request of the Oepartmt'.Ilt of 
State. we changed the term "child 
support" to •support WI throughout this 
section on iQternational agreements;
however I we inadvertently missed one 
occurrence of the term 
Eliminates the reference to part E under 
"For Failure to Maintain Effort" which 
was inadvertently left over from a 
previous .draft , 
Changes the Medicaid reference from 
title XXI (theMe~caid title in the 
8alanced Budget ,version of H4R. 4) to 
title XV (the Medicaid title in this 
bill) 
Corrects a drafting error that resulted 
in a reference to just part B of tit1e 
IV instead of to both part B and .part E 
Cllanges the wording of the prO'VisioD to 
clarify tba.t in States in which the 
Governor previQusly, had exclusive 
CODt.ro~ over Pedera1 b~ock grant funds l 

State legislatures now would share 
contrOl .through the appropriations 
process. However" States woul.d continue 
to spend Pederal funds in accord. with 
Federal law· . 
AddS the prOVision that nothing in 
I?ederal law prevent.s States from testing
welfare recipients for use of controlled 
substances 

<,' 
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XI 

Title ~ 	 B~lanation 
" , 

of Change. 

774 	 Clar1fiesthe correct levels of fuDdins 
fot SSM as folloW's: 

1996: 	 $2#381~OOO,OOO 
1.997: $2,3S0,OOO,OOO 
1996-2002: $2, '240 1000, ooq

. " 

DIVISION B--RBSTRUCToRING MEDICAID. . 

778 	 Line 19.•. ·.. insert ", using the methodology
provided for dete%11\ining eligibility for 
payment of supplemental security income 
benefits under title XVIft after ftwho~. 

778 	 Line 21, strike "the payment of 
s~plemental security·income benefits 
'Under Title XVI" and insert "payment of 
such benefits". 

778 	 Line' 24. insert n, using the methodology 
provided for determining eligibility for 
payment. of supplemental security· income 
benefits under tit1e XVI- after Qwho~. 

119 	 Line.l, strike "the payment of 
supplemental. security incoDle benefits 
uncler title ~" and insert llpayment of 
such benefits". 

779 	 Line 11, insert ft I" after income and 
delete "and'!; after resource, insert 17, 

and eligibilityn .. 

783 	 Lines lS, 20 and 25, insert WI-after 
income and delete "and" f after resource. 
insert and eligibility·. ,11 3 

784 	 . Line 14, insert a," after income and 
delete -and"; after resource l insert ", 
and eligibility". 

785 	 Lines 5. 7, a.n4 9, insert ",11 after, 
income and delete Rand ft 

; after resource, 
insert • I and eligibility·. 
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Title ~ 

7S5 

7S7 

789 

791. 

797 

832 

___ 832 

850 

859 

Bxplan~tion of Change 

Line 12, strike "March" and insert 
"May" ~ 

Line 3 I ·indent the heading . 
. .... 	 Line 4, insert a closing parenthesis

after· "(5}'It. 

, 	lIine 17 ~ strike' "under" and' insert . 

"over". . . 


'. Strike line 7 and all that fo11ows 
. through' "and" on line 9 as 1.l.Ilriecessary 

After line 15, insert the following: 
"The 'administrative-procedure under 
subparagrapb. CA) shall include impartial
decision makers and a fair process and 
timely dec1sions 1t • . 

Line 4, insert "AND JUDICIAL" after 

. "ADMINISTRATIVE"

Line 24, strike ftfor a fiscal yearft and 
insert "for fiscal year 1997 is 126.98 
percent and for a Subsequent fiscal 

. year". 
Lil1es 4. and 10,' strike II (D) II and ft '(B) .. 
and. insert .. (B) II and (P)" I11 . 

respectively. 
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859 


861 

871 

933 

1089 

,liAJ;ll9,natjQu Qf C1:J.ange 

After line 3, insert the following new 

subparagraph (and redesignate the 

succeeding sUbparagraphs according,ly.> : 


It (P) FLOORS AND cEILINGS ON' PROGRAM 

NEED. 

, '(i) IN GRNERAL. - In no case 

'shall ,the value of the program. need for, 

'a State'for a fiscal year be less than , 

90 percent, or be more then ~15 percent" 

of the program need based on national 

averages' {determined under clause (ii}) 

for that State for~he fiscal year. 


(1i) PROGRAM 'NEED BASED ON 
NATIONAL AVERAGES ...Por purposes of 
clause (i" the'pr~am need based on 

national average' for a fiscal year is 


,equa1 to the' sum of the' product (for " 

each of the population groups) of the 


,following'3 factors (for that group, 

year. and State or District) :' ' 


, ,(I) WBIGK'l'ING FAcroR FOR 

GROUP.-The weighting factor for 'the 

group (described in subparagraph 


, (C) (1) ) • 
(II) TOTAL !1tJMBER. OF NBEnY IN 


STATE. -Por al.l groups, ,the average

annual number of residents in poverty in 

each State or District (as defined in 

subparagraph (Ct (1i) (I» . . . 


.'. (III) 'NATIONAL PROPORTION OF 

NBEDY, IN' GROUP .-The proportion, 'Of all 

individuals who received medical 

assistance under this title iuall of 
theStatee and the District in all. such 
'groups, 'that', were individuals in such' , 
group. 

Line 9, strike 11 (2) CA} a and inSert 

"(2) ,(C) (i1) (1) tI'. 


una 2" delete -the percentage by which;'
,and insert lithe number" of percentage' ,
points by whiCh· _ ' . 

. loines i2and. 20, s,trike n1507" and 
insert "1508". 

Line 21,.' insert after drug includingIt. 

a biological product 'or insulin, ft. 
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Title 

1093 

. 1100 

1100 

.' 

Line 16, strike Msubparagraph (C) or (0) 
of.paragraph (2)" and insert "paragraph, 
(2) (D) a, 

'ConfOi:m new Title XV t~ Secretary ,f E;1 

waiver authority in Section 1115 of the 
,Social Security AC~. 
'TRANSFER OF CERTIFYING At.rJ.'HORI'lY FOR 
CHRIS~AN SCIENCE FACILITIES-~Amend 
sections 1902(a) and 1908 (e) (1) of Title 
XIX of the social Securi~y Act by 
striking "The, First Church of Christ, 
Scientist; Boston, ..Massachusetts," and 
inserting "Tbe Commission for 
Accreditation of Christian Science 
NUrsingOrganizat1ons/Facilit1es, Inc." 
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