THE WHITE HOUSE
WASHINGTON

January 12, 1995
MEMORANDUM FOR THE PRESIDENT

. p /" -
FROM: Carol Rasco L{}(;w/

SUBJECT: Status of Ohio Medicaid Waiver

In preparation for your trip to Ohio tomorrow, you should be
aware that HHS is about to grant Governor Voinovich's request for -
a Medicaid waiver for the OhioCare program. No public
announcement is planned before next week, but Secretary Shalala
called the Governor last week to inform him that HHS would

- approve the waiver. '

OhioCare will add up to 500,000 uninsured people to the Medicaid
program by providing coverage for persons with income up to 100
percent of the poverty level, as compared to the current cut-off
of 50 percent of the poverty level. The State plans to enroll
most beneficiaries in managed care plans, and convert to managed
care many services now provided by state agencies, including
mental health, alcohol and drug addiction, and mental
retardation/developmental disabilities services. Ohio w1ll fund
the costs of those newly eligible for Medicaid with savings from
its disproportionate share hospital program and from managed
care. The demonstration will begin on January 1, 1996 and
contlnue for five years.

In the fall, Governor Voinovich expressed concern several times
about lack of progress on the waiver, but it appears that HHS and
the state have worked productively together over the past two
months.

cCc: Marcia Hale
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- STATE OF OMIO

OFFICE OF THE GOVERNOR
GEONGE V. VOINOVICH - COLUMBUS 43266-0001
QOVERNOR B
August 22, 1994
The Honorable Leon Panetta
ChiePof Staff
The White House

Washington, DC 20500
Dear Mr. Panetta:

1 appreciate President Clinton’s strong support for state health care innovations through
the Medicaid waiver process. 1am converncd, however, that despite the President’s
repeated pledges of prompt action, the Department of Heslth end Human Sarvices'
timefiame for walver consideration has been exorucistingly slow. The State of Ohio
submitted its application on March 2, and we are still nowhere near approval.

I em concemed that, rather than working with us to find a way to implement OhioCare,
the Health Core Financing Adminlstration (HCFA) is looking for ways to shut us down,
HCFA has backed us into & corner and we are extremely frustrated, Weo need your help to
break this impasse.

Our proposal would enable the State to extend its Medicaid program te provide
comprehensive health care tor an additional 500,000 working poor, uninsured Ohjoans in
& managed care environment. One of the things thet makes OhioCare unique is the focus
of managed carc on what we have labeled spocinl health related services; mental health .
care, alcohol and drug addiction treatment, and sarvices to individuals with mental
retardation and developmental disabilities. We believe that the managed cure spproaches
proposed in OhioCure can serve as a natlonal mode! and result in significant savings for
both the stato and federal guvenunent. We have recelved tremendous bipartisan support
for the proposal throughout the Stnte, and we are anxious to move forward to
implementation.

The problem we face involvoa the celculation of cost neutrality. Intheo OhInCare proposal
: the State made some basic assurptions about how tha state would grow Medicaid witha
. . waiver and in the absence of the OhloCare waiver. In each case, these budget

. assumptions can be supported by curvently appropiiuted tax dollars st either the state or
local level and merely raquice a state Medicaid plan amendment to claim feders! financial
pcmcxpatmn In the case of the specis! health related services, Medicaid reimburaable
services are already being provuied to Medicaid eligible clients and paid for with local end
state tax dollars.
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We believe this is consistent with the policy HCPA has used in evaluating all previously
approved state Medicaid walvers. Now HCFA sppears to be revercing field and deeming
thess expenditures “hypothetical” and unallowsble for the purpose of determining budget
neutrality. HCFA reached this conclusion six months after our original submission,
costing Ohlo thousands of hours in etaff time and hundreds of thousands of dolars. Ifthis
were truly HCPA’s operating paolicy all along on budget nwtrality, why weren’t we
informed of this fact when we made our origingl submission in March. Instead, we have
been strung along and led to believe that the OhioCare spproval proecu was going
amoothly.

Regardless of when the HCFA policy changed with respect to budget neutrality, we
believe we can show that approval of the OhioCure proposal is fiscally responsible from
hoth a state and federal perspective. As other states becoms increasingly aggressive in the
uso of Medicaid funding, there has heon 8 building pressure for Ohio to follow suit and we
have resisted. But we can’t hold back that tide forever. One need only look st the
exploaive growth of Medicaid funding in other states for sorvicos to children in protective

and foster care settings 1o understand that Medicald will contlnue to grow, the question is
will that growth be nianaged.

- OhioCare is a rations! spproach to growing our system within the parameters of managed

- care. OhioCare would limit the federal governments financlal exposure through the use of
capitated rates with growth of just 2 % annually. By refusing to recognize the legitimacy
of our basic budget sssumptions, HCFA has backed Ohio into a comer.

We are told that the only way to recognize our basic budget assumptions Is to begin to bill
Medicaid for the services on a fee-for-service basls. But we know that opening the flood
gate on many of these services to the faderal treasury in that manner wlll cesult in higher
federal expenditures, uncoordinated systems of care, and 8 sharply diminished ability for
tho state to rationalize the process after the fact. Most importantly, that sart of strategy
ignores, and makes impossible the implementation of the major motivation behind
OhloCare, expansion of comprehemlvo health care coverage to 500,000 working, poot
Ohioans.

Fuithenmore, we ficl that rather thun being rewarded for gur history of frugslity and fiscal
respansibility, we are being punished. If we had explolted programs like Disproportionste
Share IHospital funding, we could have gained significantly more flexibility in our budget
neutrality calculations. Because we have saved the federal government millions of dollars
over the years, we are now at 8 sigrificant disadvantage.
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1 ahare the Adminlstration’s dosiro to protect the interest of ull taxpayers and QhioCare
doos that. In liis case, however, I fundamentally disagree with HCFA's analysis of the
facts. In OhloCare, we have developed aa innovative, fiscally responsible, workable

* reform plan. Remember, Ohio has Just a8 strong an Interest in making this project work
within budget paramoters a5 does the federal government. Qur money is at stake as well

We need your help to break this impasse. We appreciate that adjustments may be needed -
in our walver design and budget assumptians and we are eager to move our discussions to
that level. We nead a signal that HCFA i3 open to problem solving. Each day that lapses
leaves 500,000 people that much further from the health insurance that thoy need.
Governors took the President at his word when he called upon states 1o serve ns -
laboratories for innovalive spproaches to health oare reform. Ohio needs your assistance
to make sure that the federal bureaucracy carries out the President’s pledge.

Thank you for your personal consideration and sssistunce. |
Sincegly,

rgh V., Voinovich
Goy, :
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The Honorable Leon Panetta
Chief of Staff
The White House -

Washington, DC 20500
Dear Mr. Panetta:

I appreciate President Clinton’s strong support for state health care innovations through
the Medicaid waiver process. 1ain conceincd, however, that despite the President’s
repeated pledges of prompt action, the Departmeat of Health and Human Sarvices’
timeframe for waiver consideration has been excrucistingly slow. The State of Ohio
submitted its application on March 2, and we are still nowhere near approval.

I am concemed that, rather than working with us to find « way to implement OhioCare,
the Health Care Financing Administration (HCFA) is looking for weys to shut us down,
HCFA has backed us into & corner and we are extremely frustrated. We need your help to
break this impasse.

Our proposal would enable the State to extend its Medicaid program to provide
comprehensive health care for an additional 500,000 working poor, uninsured Ohioans in
& managed care environment. One of the things that makes OhioCare unique is the focus
of managed carc on what we have labeled spocial health related services; mentsl health
care, aloohol and drug addiction treatment, and services to individuals with mental
retardation and developmental disabilities. We believe that the managed cure approaches
proposed in OhioCere can serve as a national model and result in significant savings for
both the stato and federal guvetmnent. We have received tremendous bipartisan support
for the propozal throughout the Stats, and we are anxious to move forward to
implementation.

The problem we face involves the calculstion of cost neutrality. In the OhloCare proposal
the State made some basic assumptions about how the state would grow Medicaid witha
waiver and in the absence of the QhloCare waiver. In each case, these budget
‘assumptions can be supported by currently sppropiiuted tax dollars at either the state or
local level and merely require a state Medicaid plan smendment to claim federa! financial
pmicspanon In the case of tha special health related services, Medicaid selmbursable
services are already being provided to Medicaid ehgahle clients and paid for with local end
state tax dollars.
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We believe this is consistent with the policy HCFA has used in evaluntlng all previously
approved state Medicald watvers. Now HCFA sppears to be reversing field and deeming
thess expenditures “hypothetical” and unallowsble for the purpose of determining budget
neutnality. HCFA reached this conclusion six months after our original submission,
costing Ohio thousands of hours in staff time and hundreds of thousands of dollars, Ifthis
were truly HCPA's operating policy all along on budget nsutrelity, why weren’t ws
informed of this fact when we marde our original submission in March. Instead, we have
been strung along and led to believe that the OhjoCm spproval pracess was golng
smoothly. ,

Regardless of when the HCFA policy changed with respect to budget nsutrality, we
believe we can show that approval of the OhioCare proposal is fiscally responsible from
hoth a state and federal perspective. As other states becomns increasingly aggressive in the
uso of Medicaid funding, there has baan 8 building pressure for Ohio to follow suit and we
have resisted. But we can’t hold back thst tide forever. One nesed only look at the
explogive growth of Medicaid funding in other states for sorvices to children in protective

and foster care settings to understand that Medtcald will wntlnue 10 grow, the question is
will that growth be managed.

-OhioCare is a rational spproach to growing our system within the parawmeters of managed
care. OhioCare would limit the feders! governments financlal exposure through the use of
capitated rates with growth of just 2 % annually. By refusing to recognize the legitimacy
of our basic budget assumptions, HCFA has backed Ohio into & comer.

We are told that the only way to recognize our basic budget assumptions is to begin to bill
Medicaid for the services on a fee-for-service basls. But we know that opening the flood
gate on many of these services to the federal treasury in that manner will result in higher
federal expenditures, uncoordinated systems of care, and a sharply diminished ability for
tho state to rationalize the process after the fact. Most importantly, that sart of strategy
ignores, and makes impossibls the implementation of the major motivation behind

OhloCare, expansion of comprehonsive health care coverage to 500,000 working, poor
Ohlom

Ruthiosmore, we feel that rather than bems rawarded for our history of frugality and fiscal
respansibility, we are being punished. If we had explolted programs like Dispropontionate
Share Hospital funding, we could have gained significantly more flexibility in our budget
neutrality calculations Because we have saved the federal govamment miilions of dollars
over the years, we are now at a significant d:sadvantage
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I share the Administration’s dosiro to protect the interest of ull taxpayers and QhjoCare
doos that. In tlis case, however, I fundamentally disagree with HCFA's analysis of the
facts. In OhioCare, we have developed aa innovative, fiscally respansible, worksble
reform plan. Remember, Ohlo has just as strong an interest in making this project work
within budget paremoters as does the federal government. Qur money s at staka as well

We need your help to break this impasse. We appreciate that adjustments may be needed
in our walver design snd budget assumptians and we are eager to move our discussions to
that level. We need a signal that HCFA is open to problem solving. Each day that lapses -
leaves 500,000 people that much further from the health insurance that they need.

- Governors took the President at his word when he called upon states (o serve s
laboratories for innovative approaches to health care reform. Qhio needs your assistance
10 meke sure that the fodersl bureaucracy carries out the Proaident's pledge.

Thank you for ybur personal Qonsidu'ation and assistance.

Sincogly, |
rgh V. Voinovich
Govimor
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OHIO MEDICAID 1115 WAIVER
Background

()

Description: The State of Ohio submittcd a rcquest for a Mcdicaid 1115 waiver
in March 1994, The five year waiver would cover current Medicaid recipicnts
along with the uninsured population up to 100% of poverty. The State estimates
that there are currently 500,000 uninsured people below the Federal poverty level.

‘The proposed start date is July 1, 1995. All Medicaid beneficiaries, except for
long term care services, aged, blind and disabled, and home and community based
services recipients, would be under a managed care, full-risk capitation pian.
ABD eligibles would be phased into the managed care program during year three

of the demonstration. -

Because of the staff resources devoted to reviewing the Florida 1115 waiver
proposal over this summer, review of the Ohio waiver has taken longer than
expected. Ohio Governor George Voinovich expressed "deep concern” about the
extended review process o the President in 1 July 25 leter. The Governor
believes that the President promised a 90-day review process for waivers (vs. the
120-day process outlined in the President's Executive Order).

- Quistanding Issue: The major issue with Olio’s waiver is its calculation of budget

neutrality. You may recall that we have approved waivers with the agreement
that expenditures under the waiver program will not exceed what would othcrwisc
have been spent in the State’s Medicaid program.

Ohio proposes to count, as part of the budgcet ncutral bascline, expenditzjres not
previously claimed under Medicaid or matched by the Federal government
Thesc include: '

- Expenditures for services for special populations, such as the mentally
- retarded and children in State custody, much of whose funding is provided
currently by counties ($4.8 billion over five years);

- 'Expend.itures related to a medically needy program that the State never
put in place ($511 million});

- Disproportionate share payments to imstitutions for mental disease that
have never been claimed ($3542 million); and

- Expenditures for services to a population of pregnant women and children,
known as 1902(r)(2), whom the State could have made eligible for
. Medicaid but hus not ($133 million).
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o Om August 1S, staff from HHS and OMB met with Amold Tompicin.g Ohia’s
. Director of Human Services, to discuss concerns about the use of these
"hmotheucal‘ expendimres in computing five year budget neutrality for the Ohio

wmvcr

0 HHS recommended that, between now and the implemeutstion of the waiver in
July 1995, the State immediately begin to claim Medicaid TP for eligible but not
currently covered services or populations that it wants to bring in to Medicaid.
Wec agreed to increase the budget ncutrality bascline to reflect any legthate
additional spending. HHS also offered other options, including 1915(b) waivers
under Medicaid, that would allow the State to implement managod care more
broadly for its county-funded special needs programs, which is one of the key
goals of its proposal.

o Mr. Tompkins and other State officials were not receptive either to filing ‘
Medicaid claims for these hypothetical services and populations in advance of the
waiver or to considering other alternatives. Mr. Tompkins pointed out that most
of these hypothetical expenses are now borne entirely by local governments. If
the State were to file claims for FFP, local governments would experience a
significant savings, wbich they could use for service increases or other purposes,
and the State would lose control of these funds. The State would prefer to lock
these funds into OhioCare in what is essentially a local maintenance of effort.
Ohio further argues that it has controlled Medicaid costs effectively, and that only
States which have "gamed" the Medicaid system will be able to afford expansions
to cover the uninsured.

0 One reason HHS is.concerned about whetber these are genuine Medicaid services
and populationps is that Ohio once submitted a $530 million claim [or some of
thesc scrviecs and only $39 million proved to be legitimate.

(¢ On Friday., August 19, HHS sent the State 4 specific description of the service -
level data we need in order to evaluate Ohio’s assertion that it could have
requested Medicaid match for certain services and that those expenditures should
count toward budgct ncutrality. The Statc has agreed to provide the data if we
give it serious consideration.

o If Ohio is able to document that these expenditurcs arc cligible for FFP, the
question of whether to count them cven though they have never been claimed
under Medicaid must still be decided. HHS ie very concerned about the
precedent such a compromise would set for future waivers.
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Talki

ints for a Cal Gove Voinovich

I realize that you are concerned about the d:spute over whether your waiver
request is budget neutral. T understand that HHS has sent you a request for data
in an attempt to understand better the costs that you assert are eligible for
matching Federal Medicaid funds

These are important issues to us. If we begin to count expenditures for services
not claimed for Medicaid match as if they had been part of a State’s Mcdicaid
speudiug, we would be approving waivers without regard to what we have actually
been spending. These waivers would not be budget neutral.

I understand that we will be looking at the services you arc claiming should be
counted for Medicaid purposcs. HHS will get back to you onoe we have had a
chance to analyze the information.

What we would like o do is to work with you to identify savings that can .
rcasonably be achicved in the Mcdicaid program, and to apply those savings to as
much eapassion of coverage that they can responsibly fund, even though that may
be a less ambitious expansion than you are now proposing.

We are committed to expanding coverage to uninsured individuals and want to
continue working with you to achieve that goal in Ohio.
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: The State of Ohio submitted a‘thix'cst for a Mcdicaid 1115 waiver
in March 1994 The five year waiver would cover current Medicaid recipicats
along with the uninsured population up to 100% of poverty. The State estimates

g that there are currently 500,000 unmsured people below the Federal poverty. lwel i

The proposed start date is July 1, 1995 All Medxcad beneﬁcxanes, except for -
long term care services, aged, blind and disabled, and home and community based -
services recipients, would be under a managed care,-full-risk capitation plan. '
ABD eligibles would be phased into the managed care program dunng year three

>0f the demonsmnon

Because of the staff resmxrces devmed to: revuemng the Florida 111 S waiver
proposal over this summer, review of the Ohio waiver has taken longer than
expected. . Ohio Gavernor George Voinovich expressed "deep concern” about the
extended review process W the President iv 4 J uly 25 letter.: The Governor -
believes that the President promised a 90-day review process for waivers (vs. the
120-day process outlined in the Pres:dent s Exewtxve Order) :

VV Outatandm_g I:.sue Thc major isvue thl: Oluo s waiver is ils calculaﬂon of budgct'

neutralify. You may recall that we have-approved waivers with the agreement

~ that cxpcndxmrc.s under the waiver program will not exceed what would ot.hcmsc
‘have been spcnt in thc State’s Medxcald pmgram o A .

Ohio pmposes to count, as part of the budgct ncutral baselme, expendxtn:es not
previously claimed under Medxcatd or matched by the Federal ‘government. ..

‘Thesc mcludc

- Expendxtures for semceé for specml populauons, such as the mentally :
" retarded and children in State custody, much of whose fundmg is prov:ded
~ currently by ccunues (84.8 billion over five years);

- Expendxtnrec related to 2 mechcally needy program thzt the State never

put in'place ($511 million);

- stpropomonate share’ payments ta msumnons tor mental dlsease that

~ have never been claimed ($S42 million); and

- Expendimres for services t0.a popuiannn of pregnam women and chxldren
known as 1902(r)(2), whom the State could have made ehg;ble for-
. Medicaid but has not (3135 mlllion)
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Om Augnst |5, staff from HHS and OMB met with Arnold Tomphm, Ohio’s

. Director of Human Services, to.discuss concerns about the use of these -

"hyporhetical" expendimres in computing five year budget neutrahty for the Ohio

~ waiver.

HHS recommended that, between now and the implementation of the waiver in ..
July 1995, the State. immediately begin to claim Medicaid I'TP for eligible but not
currently covered services or populations that it wants to bring in to Medicaid.
We agreed to incrcasc the budget noutrality bascline to refléct any legitimate .
additional spending.- HHS also offéred other options, including 1915(b) waivers
under Medicaid, that would allow the State to implcment managed care more -
broadly for its county-funded spec:al needs programs, which is one of the key
goals of its proposal

Mr. Tompkins and other State ofﬁcials were not receptive either toﬁling ,
Medicaid claims for these hypothetical services and populations in advance of the
waiver.or to.considering other alternatives. Mr. Tompkins pointed out that most
of these hypothetical expenses are now borne eatirely by local governments. If.
the Statc were to file claims for FFP, local governmeats would experience a
significant savings, which they could use for service increases or other purposes,
and the State would lose control of these funds. The State would prefer to lock
these funds into QhioCare in what is essentially a local maintenance of effort
Ohio further argues that it has controlled Medicaid costs efféctively, and that only
States which have "gamed™ the-Medicaid system will be able to afford expansions
to.caver the uninsured.

One reason HHS is concerned about whether these are genuine Mechcald services

- and populations is that Ohio once submitted a $530 million claim for some of

these scn'iccs and only $39 million proved to be legitimate.

" . On Friday, August 19. HHS sent the State 4 specific description of the service -

level data we need in order to.evaluate Ohio’s assertion that it could have .
requested Medicaid match for certain services and that those expenditures should
count toward budgct ncutrality.  The Statc has agreed to pronndc the data 1f we -
give it'serious consideration. . :

If Ohio is able to' documcnt that fthwc expenditures arc -cligible-for FFP, the
question of whether to.count them cven though they have never been claimed
under Medicaid must still be.decided. HHS ie very concerned about the -
precedent such a compromise would set for future waivers:




Talking Points for a Call from Gove mVoi_n_ovich ‘

o

I realize that you are concerned about the dispute over whether your waiver
request is budget neutral. I understand that HHS has sent you a request for data
in an attempt to understand betier the costs that you assert are eligible for -
matching Federal Medicaid funds. ,

These are important issues to us. . If we begin to count expenditures for services
not claimed for Medicaid match as if they had been part of a Slate's Mcdicaid -
spendiug, we would be approving waivers without regard to what we have actually
beeu spending. These waivers would not be budget neutral.

I understand that we-will be looking at the services you arc claiming should be -
counted for Medicaid purposcs. HHS will got baok to you onco we have had a =
chance to analyze the information,

What we would like to do is to work with you to identify savings that can -
rcasonably be achicved in the Mcdicaid program, and to apply those savings to as .
much expaasion of coverage that they can responsibly fund, even though that may
be a less ambitious expansion than you are now proposing.

~ We are committed to expanding coverage to uninsured individuals and waat to

continue working with you. o ach:eve that goal in Ohio.



