THE HENRY |

KAISER

The Kaiser Commission on

FAMILY THE FUTURE OF MEDICAID

Medicaid: The Health and Long-Term Care Safety Net

Diane Rowland, Sc.D.

Senior Vice President
Henry J. Kaiser Foundation

and

Executive Director of the
Kaiser Commission on the Future of Medicaid

Testimony before the

Committee on Finance
United States Senate

Hearing on '"Medicaid: Historical Perspective"

June 29, 1995

1450 G Street, NW., Suite 250, WasuingTon, D.C. 20005
TEL (202) 347-5270 « Fax (202) 347-5274



Thank you Mr. Chairman and members of the Committee for this opportunity to provide a
historical perspective on the Medicaid program and the role it plays in financing health and long-
term care services for low-income Americans. I am Diane Rowland, Senior Vice President of the
Henry J. Kaiser Family Foundation and Executive Director of the Kaiser Commission on the
Future of Medicaid.

The Kaiser Commission on the Future of Medicaid is a fourteen member bi-partisan

national commission established by the Henry J. Kaiser Family Foundation in 1991 to serve as a
Medicaid policy institute and forum for analyzing, debating, and evaluating future directions for
health care for poor and vulnerable populations. 1 am pleased to be here today to share the work
of the Commission and discuss Medicaid's role as a safety net for the health and long-term care

needs of 36 million low-income Americans.

The Structure and Role of Medicaid

Since its enactment in 1965 as companion legislation to Medicare, Medicaid has been on
the front lines in meeting the health needs of our nation's most vulnerable populations. Medicaid
has evolved from a program providing financing to states for health coverage of their welfare
population to a program that now finances health and long-term care services for one in ten
Americans. In its thirty years, Medicaid has enabled millions of low-income Americans to gain
access to needed health services. It has helped to close the gaps in care between the poor and
non-poor, eased financial burdens, and provided a safety net for the most needy Americans. It has

been a major force in shaping health and long-term care services for low-income families and aged

and disabled Americans.




Medicaid's role as a health insurer and safety net for vulnerable Americans is visible
throughout the health care system. Medicaid finances care for one in four American children,
pays for one-third of the nation's births, assists 60 percent of people living in poverty, pays for
half of all nursing home care, and accounts for 13 percent of all U.S. health care spending. It is
the source of insurance for 13 percent of the non-elderly population and supplements Medicare by
paying premiums and cost sharing for one in ten elderly and disabled Medicare beneficiaries. Its
funding is the major source of federal financial assistance to the states, accounting for 40 percent
of all federal-grant-in-aid payments to states.

Authorized under Title XIX of the Social Security Act in 1965, Medicaid is a means-
tested entitlement program that is jointly financed by the federal and state governments. States
elect to participate in Medicaid and federal requirements and state choices determine Medicaid's
structure. States design and operate the program within federal guidelines that determine the
population groups and services for which the federal government will match state expenditures.
Some eligibility groups and services are required, but others are left to state option. The federal
government pays 50 to 79 percent of program expenditures, depending on the state's per capita
income.

To be eligible for federal matching payments, the federal statute requires states
participating in Medicaid to cover certain [ow-income groups, most notably recipients of cash
assistance under the Aid to Families with Dependent Children (AFDC) program and low-income
pregnant women and young children, and to provide basic benefits, including hospital and
physician services. In addition to these basic coverage and benefit requirements, states have the

option to cover other low-income groups who are not receiving cash assistance and to provide



more comprehensive benefits, such as prescription drug coverage or dental care, and still receive
federal matching funds. Because the states make very different decisions regarding program
design, there is substantial variation across states in who is covered, what benefits are offered,
how services are delivered, and how much is spent for care.

In reality, Medicaid is four separate programs, configured and operated somewhat
differently in each of the fifty states and the District of Columbia. For 16 million children and 7
million adults in low-income families, Medicaid is a health insurance program with comprehensive
benefits and little or no cost-sharing. For nearly 4 million low-income elderly people and 5 million
low-income people with disabilities, Medicaid has multiple roles. It is a long-term care program
for home-and community-based services and the dominant source of public financing for nursing
home care. In addition, Medicaid is a supplementary insurance program to Medicare paying
Medicare's premiums and cost-sharing requirements and covering additional services, most
notably prescription drugs and long-term care, for low-income Medicare beneficiaries. Finally,
Medicaid is a health insurance program for low-income disabled adults who do not have Medicare
coverage.

From the perspective of who is served, Medicaid is predominantly a program assisting
low-income families, but from the perspective of how Medicaid dollars are spent, Medicaid is
predominately a program serving the low-income aged and disabled population. As shown in
Figure 1, adults and children in low-income families make up nearly three-fourths of beneficiaries,
but account for only 27 percent of spending. In contrast, the elderly and disabled account for 27
percent of beneficiaries and the majority (59 percent) of spending because of their intensive use of

acute care services and the costliness of long-term care in institutional settings.



The use of services under Medicaid reflects the differing needs of the low-income
population served by Medicaid and state coverage choices. The key services that Medicaid
programs must cover are physician and hospital services, laboratory and X-ray services, nursing
facility services for persons over age 21, prenatal care, family planning, and screening and
treatment for children (EPSDT). The primary optional services that states elect to cover are
intermediate care facilities for the mentally retarded, prescription drugs, vision care and
eyeglasses, dental care, and clinic services.

As shown in Figure 2, acute care spending under Medicaid accounts for 46 percent of
program spending, HMO and Medicare premium payments for 5 percent and long-term care for
35 percent with the remaining 14 percent of spending for payments for disproportionate share
hospitals (DSH). DSH payments are a recent component of Medicaid spending directed at
hospitals with high volumes of care to the low-income population and do not directly relate to
expenditures for specific population groups.

The elderly and disabled use the bulk of long-term care services and account for half of
acute care spending. Because they use more services and the services they use are more
expensive, the cost to Medicaid to cover aged and disabled beneficiaries is substantially higher
than the cost for children and adults in low-income families. As shown in Figure 3, the average
per enrollee Medicaid cost in 1993 for a child was $955 and for a non-aged adult was $1,717
compared to $7,216 per disabled beneficiary and $8,704 per elderly beneficiary. With over an
eight-fold difference between the cost of a child and elderly beneficiary, the cost of any state's

Medicaid program is largely determined by the mix of beneficiaries covered by the program.



The Cost of Medicaid

Medicaid is an expensive program because it provides health insurance coverage and long-

term care financing for many of the nation's poorest and most disabled individuals. Its benefits are
comprehensive with little or no cost-sharing because most Medicaid beneficiaries have incomes
that are significantly below the federal poverty line of $14,800 per year for a family of four. They
have neither the income nor the resources to pay for care on their own. By providing
comprehensive benefits, Medicaid helps to overcome the financial barriers that can impede access
to needed services.

Medicaid provides a safety net for individuals with the most catastrophic of illnesses --
chronic illnesses for children that leave them disabled for a lifetime, mental illness and retardation
that requires intensive care in the community or in an institutional setting, and long-term nursing
home care for the aged and disabled. Medicaid's average cost for a pregnant women or child
without complex medical needs is often substantially lower than a comparable private health
insurance premium whereas the average cost for a severely retarded individual on Medicaid can
exceed $50,000 per year, an expense not covered by most private insurance.

Medicaid has become a major budgetary commitment for both the federal and state
governments. In recent years, Medicaid expenditures have escalated rapidly, more than doubling
from $51 billion in 1988 to $125 billion in 1993. It is projected that total federal and state
spending for Medicaid will exceed $158 billion this year and grbw to $308 billion by 2002. The

federal share, roughly 56 percent of total expenditures, is projected to grow from $90 billion in

1995 to $177 billion in 2002, Federal expenditures for Medicaid now account for 6 percent of the




federal budget while state Medicaid funds account for 13 percent of state spending.

Historical rates of growth for Medicaid have been more moderate than increases in private
health care spending, but in the late 1980s and early 1990s, the costs for Medicaid soared with
annual rates of increase in excess of 25 percent between 1990 and 1992. The excessive growth
rates during this period were attributable to several factors, including a national recession and
growth in the number of people eligible for Medicaid, inflation in health care spending, and states'
use of statutory loopholes to leverage federal dollars.

Spurred by federal requirements to increase coverage of pregnant women and children,
state efforts to cover more low-income uninsured, and court-required expansions in coverage of
the disabled, enroflment increased from 22 million in 1988 to 32 million in 1993, As shown in
Figure 4, low-income children constituted the largest portion of the growth in Medicaid
enrollment, but the numbers of disabled individuals covered by the program also increased
substantially. However, as shown in Figure 5, coverage of additional children with their low per
capita costs played a relatively minor role in Medicaid's rapid growth during the 1990s.

The major factor contributing to this sudden escalation in program spending was that
some states generated additional federal dollars from Medicaid by using provider taxes and
donations and disproportionate share hospital (DSH) payments as alternative financing strategies
to increase the base payments that had to be matched by the federal government. The federal
share of DSH payments alone grew from $800 million in 1990 to 10.1 billion in 1992. As shown
in Figure 6, state efforts to maximize federal Medicaid funding had the most pronounced effect on
increases in Medicaid spending between 1991 and 1992, when over half of the annual increase in

Medicaid spending was attributable to rapid growth in Federal DSH payments to states. By 1993,



DSH payments accounted for 14 percent of total Medicaid spending.

The use of special financing techniques to generate additional federal financing varied
significantly across states. Disproportionate share hospital (DSH) payments were intended to be
used to compensate hospitals with a high volume of low-income patients, but were used in some
states to increase the share of federal payments to the state. The states that used DSH financing
heavily include Alabama, Kansas, Louisiana, Missouri, New Hampshire, New Jersey, South
Carolina, and Texas. In each of these states, DSH payments represented more than 20 percent of
total Medicaid expenditures.

With legislation enacted in 1991 and implemented in 1993 to restrict state use of tax and
donation financing strategies and curb the growth in DSH payments, the annual rate of growth in
Medicaid spending has now dropped back to historical levels. The changes in the provider tax
provisions and the cap on DSH payments have clearly closed some of the mechanisms used by
states to increase federal Medicaid payments. From 1992 to 1993, the program grew by 11
percent and future projections assume an annual growth rate of about 10 percent. Future
increases are expected to be mostly driven by inflation and enrollment growth due to increases in
the number of people in poverty and expanded coverage of children below poverty.

Given the size and scope of Medicaid, sustaining an annual spending increase of 10
percent requires a substantial commitment of new funds each year. With budgetary pressure and
the desire to reduce spending at both the federal and state level, restraining the annual increases in
Medicaid spending has taken on new urgency. How expenditures for the program are shared and

managed between the federal and state governments is at the heart of the policy debate over

Medicaid's future.




Forces Shaping Medicaid's Future

Today, the Medicaid program fills many diverse roles as it provides federal funding to
states to match their expenditures for coverage of their indigent and elderly and disabled
populations. From the state's perspective, it is the source of federal rules and mandates that
require states to cover specific populations and benefits and that constrain state flexibility in
setting provider payment rates and in adopting broad scale use of managed care. Yet, the
matching funds provided by the federal government through Medicaid also enable states to
improve the services they provide to their low-income population, to respond to changes in the
economy that affect the number of poor and uninsured in each state, to accommodate population
growth, and to undertake health and long-term care reform at the state level.

The Medicaid program's current structure as an entitlement for low-income, elderly, and
disabled Americans and as an entitlement to states for open-ended federal matching funds for
individuals and services that fall within federal guidelines provides a safety net for both states and
their low-income residents. It, however, offers limited tiscal control for the federal government
because federal spending levels are largely determined by state choices over who is covered and
how much is paid for services.

The tensions between the federal government and state governments over the structure
and financing of Medicaid have notably increased in recent years. Federal mandates requiring
coverage of more low-income children and pregnant women, providing assistance with Medicare
cost-sharing and premiums for low-income aged and disabled Medicare beneficiaries, and
protecting income for spouses of nursing home residents combined with requirements for

reasonable cost payments to hospitals, nursing homes, and community health centers have limited



state discretion over program spending and imposed new costs. States, struggling to finance care
for an expanded population and to limit the increases necessary to pay for that care from already
strapped state budgets, have employed a variety of methods to maximize federal funding. The
resulting pressures underscore today's debate over financing and flexibility.

The Pressure on Medicaid from the Uninsured Population

Medicaid is the primary source of financing and coverage for the low-income population
and has been a critical force in moderating the growth in America's uninsured population. As
shown in Figure 7, fifty-eight percent of all Americans living in poverty and 82 percent of all
poverty-level pregnant women and young children are now covered by Medicaid. If the growth in
Medicaid over the last five years had not offset the decline in employer-based insurance for
working families, an additional nine million Americans would be uninsured today, increasing the
percent of non-elderly Americans without insurance from 18 to 22 percent.

Today, 41 million Americans, two-thirds of whom have incomes below 200 percent of the
federal poverty level, are uninsured. But, Medicaid as it is currently structured is limited in its
ability to broaden coverage of the uninsured. Medicaid is a means-tested entitlement program.
Only persons who meet stringent and state-specific income and assets limits and who fall into
particular "categories," such as people receiving cash assistance or low-income children and
pregnant women, are eligible. Despite recent extensions of coverage to poor children and
pregnant women, millions of uninsured low-income Americans, most notably poor single
individuals and childless couples, remain beyond the program's reach.

As a result, many states have sought waivers from the federal Medicaid eligibility

requirements in order to use Medicaid as a building block in their state health care reform efforts.
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With waivers, federal matching funds can be used to help pay the cost of insuring low-income
individuals who are not in Medicaid's traditional coverage categories. As shown in Figure 8,
twelve states now have federal waivers of Medicaid law (known as Section 1115 waivers) that
allow them to experiment with changes in the scope and structure of their Medicaid programs to
cover additional low-income uninsured people and to use managed care to restructure the delivery
and financing of services. With the growing budgetary pressures on states, many states are
turning to 1115 waivers as a way to gain broader flexibility over their Medicaid programs.

Potential for Savings from Managed Care

Low levels of participation in Medicaid by private physicians, heavy reliance by program
beneficiaries on care in clinics and hospital emergency and outpatient departments, and concerns
about both the cost and quality of care under the fee-for-service medical care system have led
many states to turn to managed care as a model to coordinate care and help control costs for the
Medicaid population . Medicaid managed care enrollment has grown steadily in the last decade
from 800,000 enrollees in 1983 to 7.8 million in 1994, as shown in Figure 9. Today, 23 percent
of Medicaid beneficiaries, predominantly poor children and their parents, are enrolled in managed
care. More than half of Medicaid managed care enrollees are in Health Maintenance
Organizations (HMOs) or similar organizations that provide a full range of services for a fixed
capitation payment per enrollee.

Managed care has the potential to improve the delivery of care by integrating and
coordinating services to enrollees and promoting early intervention and primary care to reduce
hospitalizations and reliance on emergency rooms as a site of care. Capitated managed care

systems also offer the potential to constrain Medicaid costs and make spending more predictable
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by setting a fixed payment per enrollee and putting the health plan at risk for delivering needed

services.

Managed care is not, however, an instant solution to Medicaid's access and cost problems.
Managed care works most effectively if the enrolled population is stable and can receive ongoing
preventive and primary care, but a program such as Medicaid which determines eligibility on the
basis of income has significant eligibility turnover because people lose coverage due to
fluctuations in income and employment. As a public program, Medicaid also operates under
budget constraints that have often resulted in substandard provider payment rates. In a capitated
managed care arrangement where the incentive is to keep utilization low, substandard payment
rates could discourage participation by mainstream plans and compromise quality and access.

Moreover, significant savings for the overall Medicaid program cannot be achieved if
enrollment of Medicaid in managed care focuses only on low-income families. As shown in
Figure 10, only 23 percent of overall program spending is related to acute care services for low-
income children and adults. Even if managed care is able to achieve the savings of 5 to 15 percent
over fee-for-service reported in the literature, these savings on care for low-income families
would result in a 1 to 2 percent savings for the overall program. Achieving significant overall
program savings from managed care will be difficult without enrolling the costly disabled and
elderly populations. Most Medicaid dollars are spent on services to the elderly and disabled, but
the experience with these populations in managed care is limited and the potential for savings is
unknown.

The extent to which states will be able to achieve savings from managed care is also highly

dependent on the current configuration of their Medicaid programs. States that have a heavier
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share of their Medicaid dollars in long-term care services will be less able to achieve significant
savings than those with a larger share of spending in acute care services where managed care has
its greatest potential for savings. As shown in Figure 11, there is substantial variation across
states in the level of spending related to acute versus long-term care services.

Pressure on Medicaid from Low-Income Medicare Beneficiaries

In recent years, Medicaid has also been pressed to expand the assistance offered to low-
income Medicare beneficiaries. Today, nearly 4 million low-income disabled and elderly Medicare
beneficiaries rely on Medicaid to pay the premium and cost-sharing obligations under Medicare
and provide benefits that Medicare does not cover, most notably prescription drugs and long-term
care. In 1995, Medicare's Part B premium is $533.20 per year and cost-sharing requirements are
$716 for a hospital stay, a $100 deductible for physician services, and 20 percent cost-sharing for
physician and other medical care.

In essence, Medicaid makes Medicare work for the low-income elderly and disabled by
reducing their financial barriers to care under Medicare. However, providing this coverage to the
dual beneficiaries of Medicare and Medicaid imposes financial obligations on state Medicaid
programs. Increases in Medicare's obligations on beneficiaries translates to higher Medicaid costs
to finance these payments, but states have no control over the level of Medicare premiums and
cost-sharing. Many states argue it should be the responsibility of the federal government, not
Medicaid, to pick up the additional cost to low-income beneficiaries when costs to Medicare
beneficiaries increase.

In addition to its role supplementing Medicare, Medicaid is also under pressure because it

provides the only public source of financing for long-term institutional care for individuals with
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severe physical and cognitive limitations. Medicaid pays for half of all nursing home care and
about 20 percent of long-term home and community-based care. In the absence of adequate
private financing alternatives, setting appropriate limits on Medicaid's availability to help families
and individuals with long-term care will continue to be a source of tension in program policy and

spending.

Challenges for Medicaid's Future

Since its enactment in 1965, Medicaid has improved access to health care for the poor,
pioneered innovations in health care delivery and community-based long-term care services, and
stood alone as the primary source of financial assistance for long-term care. Today, Medicaid
continues to play a critical role in providing acute and long-term care services to our nation's
most vulnerable people, but its widening safety net responsibilities and spending growth are
straining both federal and state budgets. The most critical issue facing Medicaid today is how this
safety net program can best be structured to meet the needs of low-income Americans at the most
reasonable cost to the federal and state governments.

As it enters its thirtieth year, Medicaid is at a critical juncture. In its role as a medical
safety net, Medicaid is today financing care for over 36 million of the poorest, sickest, and most
disabled Americans at a cost of over $159 billion to federal and state governments. But, Medicaid
has been a victim of its own success. While Medicaid was broadening its reach in providing health
insurance to the poor and becoming the mainstay of financing for long-term care, spending was
rising rapidly, raising new questions about the ability of the federal and state governments to

sustain such growth.




Today, the Congress is proposing to curb federal Medicaid spending to realize savings of
$184 billion from projected federal spending between 1996 and 2002. This would amount to an
18 percent reduction in federal support for Medicaid over this period. As shown in Figure 12, the
growth limits would have a wedge effect with the largest share of the reductions occurring in the
last two years.

In addition, proposals are being discussed that would dramatically alter the program
structure and beneficiary protections by replacing the current entitlement program with a block
grant to the states. Instead of guaranteeing insurance coverage, protection for nursing home
residents, and federal financing for all individuals who meet Medicaid's eligibility criteria, a block
grant would provide states with federal funds and the flexibility to decide how those funds can be
used. Under the proposals being discussed, states would gain discretion over the scope and
design of the program, but lose unrestricted federal matching payments because federal payments
to the states would be capped. The full impact of such proposals is highly dependent on the level
of cuts in federal funding, the degree of flexibility given to individual states, and ultimately on the
decisions made by individual states which are difficult to predict.

The reduction in federal Medicaid spending coupled with the proposed end to the
entitlement nature of Medicaid are likely to result in significant changes in the scope of coverage
of the poor and the way in which their care is organized and financed. Because states have
differing economic situations and the current Medicaid program varies in size and scope across
the states, the impact of the changes is difficult to predict, but would certainly affect states
differently. As shown in Figures 13 and 14, states have different patterns of Medicaid

expenditures per poor person as well as very different growth rates in expenditures per
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beneficiary. A block grant with a federal rate of increase limit on funding would fix these
differences in place and make it difficult for states to accommodate future growth in the program.

The outcome of the policy debate over Medicaid's future is obviously of great import to
the states, the low-income people who now rely on Medicaid for health and long-term care
services, and the providers that serve them. There are no simple solutions to reducing the cost of
providing care to the over 36 million Americans who now depend on Medicaid or the millions
more who are uninsured and fall just beyond its reach.

The policy dilemma at both the federal and state levels is how to restrain the rising cost of
care for the vulnerable populations served by Medicaid without compromising the vital safety net
role of the program in ensuring access to essential health services for the needy. In implementing
solutions to meet the crises of today, it is important not to undo the progress Medicaid has made
in providing health care for tens of millions of low-income and elderly and disabled Americans.

Thank you for the opportunity to testify today. I welcome your questions.
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Figure 1

Medicaid Beneficiaries and Expenditures

by Enroliment Group, 1993
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Figure 2

Medicaid Expenditures by Type of Service, 1993
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Figure 4
Medicaid Beneficiary Growth by Enroliment Group,
1988-1993
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Figure 5

Medicaid Spending by Enroliment Group,
1988-1993
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Figure 6

Decomposition of Medicaid Expenditures by
Year and Growth Factor
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Figure 7
Insurance Coverage of the
Poor Population, 1994
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Figure 8
Statewide Medicaid Demonstrations Under Section 1115
of the Social Security Act, June 1995
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Figure 9 ‘
Growth in Medicaid Managed Care Enrollment, 1983-1994
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Medicaid Spending by Service, 1993
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Figure 11

Medicaid Acute Care Spending as a Percent of |
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Figure 12

Projected Federal Medicaid Spending
Under Budget Resolution, 1996-2002
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Figure 13

Medicaid Expenditures per Poor* Person
By state, census region, and type of service, 1993
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Figure 14

Growth in Medicaid Ex'penditures per Beneficiary
With and w/out disproportionate share payments (DSH), 1988-93

U.S. Average

New Jerse
New Yor
Pennsylvania

; I3
Alabama
Kentucky
Mississippi
Tendrlessee

Michigan N —

o
Wisconsin e

idaho
Montana
Nevada
New Mexico

RN

-5% 0% 5% 10% 15% 20% 25% 30% 35% 40%
Average Annual Growth Rate (%)

| mWithout DSH E3With DSH |

SOURCE: The Urban Institute, prepared for the Kaiser Commission on the Future of Medicaid. Based on the HCFA 64 and HCFA 2082. Does
not include Anzona, U.S. Territories, accounting adjustments, or administrative costs.

29




07-28-95 10:09 &M  FROM HCFA/AAP PN2/08

PER CAPITA CAP VERSUB A BLOCK GRANT

Question:

Why does the Administration support a per capita expesnditure cap
instead of a block gzrant for Medicaid?

Answver:

. ¥We recognize that the growth in Medicaid should be
contained. However, we do not want to do this in a way that
risks Medicaid enrollees losing coverage.

° The President has proposed a per capita limit on Federal
Medicaid spending, which will provide an additional
incentive for States to control program spending but not
force States to reduce coverage in difficult times.

* Unllke & fixed block grant, per capita spending limits allow
Federal spending to adjuet to changes in enrollment which
BAYy be due to economic conditiona and individual needs.

Prepared by OLIGA, 7/7/95.



07-28-95 10:09 AM  FROM HCRA/4AP PO3/09

STATES’ ABILITY TO LIVE WITHIN BLOCK
GRANTS

Question:

Since states sre able to expand covarage by achieving savings in
the Nedicaid program, why can’t states live within block grants
Dy simply taking the savings and not expanding covezage?

Answver:

o There are three reasons why states’ 1115 demonstration
experience does not translate into an ability to live within
a Mediomid block grant. They are:

= 1115 demonstrations allow states to test innovative
delivery systems without risking coverage if the
savings do not materiaiize. Under the budget
neutrality agreement, states may use any savings that
can be generated by the innovation for purposes
consistent with the goals of the Medicaid program.
Howaver, if for some reason a state cannot achieve the
savings that it anticipates, it can centinue to cover
the current Medicaid recipients at current payment
levels. Thus, the federal government, states and
beneficiaries are protected from unexpected Medicaid
costs. Under & block grant tho state receives a fixed
federal payment that does not increoase if states cannot
manage the program within the cap. This leaves states
and beneficiaries at rigk.

- Most 1115 demonstrations offer to test innovative
delivery systems for part of the program, not the full
Medicaid program. Capping the growth of expenditures
for the elderly and persons with disabilities, or for
long-term care, may not be feasible without harming
Teciplents.

- The proposals discussed by the Republicans suggest that
the magnitude of reduction in federal Medicaid payments
under a block grant would be large. Speaker Gingrich
and Representative Kasich have suggested a 3% cap on
Medicaid exponditures, while Senator Gregg has
recommended a 4% cap. Both of these growth caps are
only slightly higher than recipient growth.

©  The Kaiser Commission on the Future of Medicaid projected
the impact of a 5 percent cap on Federal Medicaid payments
to HStates. Buch & proposal would:
- have varying affects on States;

1
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- Teduce overall Federal payments over $166 billion
between 1996 and 2002. :

+ The percentage losses in Faderal payments range from 2
percent 5089 million) in New Hampshire to ahnost 24
percent ($3.3 billion) in West Virginia.

o The Kaiser Commission concluded that the required reductions
in Medicaid spending are "not achievable simply by enrolling
people in managed care, controlling utilization, reducing
provider payment rates, or eliminating optional services.”
"gtates would most likely have to reduce enrollment in order
to achieve these savings.”

Prepared by OLIGA, 6/16/93.
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VARIATIONS IN STATES GROWTH RATES

Question:

gsome States grow at much faster rates. How would the President’s
proposal and the Budget Resolution takes this inte account?

Answer:s

e DPresident’s proposal includes a per person limit as a means
of slowing the growth in Nedicaid spending.

° A per person limit takes into account those states (e.g.
sunbelt states) which have faster growing Medicaid
populations. .

¢  VWhersas, the Congressional Budget Resolution does not
include the assumptions about the method to be employed in
cutting Madicaid §182 billion.

° I1£ Congress decides to design a block grant similar to the
one proposed in the House Budget Resolutlon, state
variations will be completely disregarded and Pederal Zfunds
will be distributed to all states at the samae rate.

° Clearly, the House Budget approach will place considerable
financlal pressure on somea statas while moderating the
effect or providing a possible windfall to scme other
‘states.

Propared by OLIGA, 7/7/95.
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BLOCK GRANT WITH STRINGS

Question:

What types of strings or standards for States would you suggest
if a block grant was established for the Medicaid program?

Answer:

° The President has proposed somes changes to the Medicaid
program. However, the President did not propose modifying
the entitlement nature for this program. A Block Grant
proposal would threaten coverage and that‘s the President’s

_ bottom line. :

Prepared by OLIGA, 7/7/98.
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BUDGET RESOLUTION IMPACT ON DEMONSTRATION PROGRAMS

What would happen to Statewide health reform demonstration
programs under the Budget Resolution? Would any of these
programs survive under a four percent growth rate?

We work very closely with gtates to develop budget
projections for Statewide demonstration programs, and none
‘of the ten approved programs could survive under a -four
percont annual growth rate.

Nost demonstration States choose to project program
spending on e per cCapita dbasis in order to protect
themselves from unexpected increases in Medicaid
enrollment. The Budget Resolution uses an

limit that puts States at rigsk for enrolliment,
inflation and utilization increases -- and uses an
unrealistically low growth rate.

Two §tates have used an aggregate budget projection,
but these States have agreed to annual growth rates
that are above the Budget Resolution.

We consider natlonal trends and State experience when
developing our budget neutrality agreements, but the

Budget Resolution considers neither of these factors.
This proposal does not adjust for State experience

- (either high or low growth), and it falls far below the

current national projections of 9.3 percent avaerage
year to year growth from 1996 through 2000.

. Prepared by OLIGA, 7/7/95.
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GROWTH TRENDS® IN MEDICAID

Quiltiont

What have been the trends on growth in the Medicaid program and
how do they compare to your projections? In addition, what about
the projected and actual growth of DSH payments over the years?
What do these trends mean?

Answer:;

o For FY 1992 to FY 1995, Federal Medicaid outlays have grown
an average of approximately 9 percent annually.

©  We project that this annual growth rate will continue
through FY 2000.

o This annual rate of growth is significantly lower than
Medicald experienced in the early 90‘s, whan tha annual
average was over a5 percent.

©  Much of the high growth in the early 90’s was the result of
States using tax and donation arrangements to leverage
Medicaid funding, primarily for increased DSH payments.

° Since FPY 1993, the growth rate declined significantly and
stabilized due, in part, to several interacting factors:

- limits on the State’s ability to use tax and donation
arrangements;

- limits on DSH expenditures;

- an improving economy and a general slowdown in the rate
of health care price inflation; .

- no oligibility mandates since FY 1990; and the

- aggressive use of managed care and utiligation
management by States.

-] Betwean FY 1989 and 1992, PFederal and State DSH spending
gzew from $.5 billion to about $17 billion. It remained at
approximately this level in FY 1993 and FY 1994.

° The current baseline assumes DSH will grow at an average of
just under 7 percent per year between FY 1994 and FY 2000.

- This growth rate is about the same as inpatient
hospital spending and reflects an assumption that
States will continue to spend lesa than their full DSH
allotments because of current restrictions on taxes and
donations and DSH.

Prepared by OACT, 6/16/95.
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MEDICAID AGGREGATE GROWTH PROJECTIONS

Quastion:

What are the aggregate projections of Medicaid growth? How much
is driven by growth in enrollment?

Answer:

o Aggregate Federal Medicaid outlays (including administration
costs) are expectod to grow from $08 billion in FY 1995 to
§138 billion in FY 2000, an average annual growth rate of
about 9 percent.

©  Over the sama period, Nedicaid recipients are projected to
- grow from 36 million to nearly 44 million, or an average
increase of just under 4 percent per year.

- Aapproximately 9 million aged or disabled and 24
million AFDC-type adults and children.

- ' The elderly and disabled comprised a little over a
quarter of the Medicaid population but accounted for
nearly 870 billion or 70 parcent of Federal and State
vendor costs (excluding DSH, capitation payments).

- Conversely, AFDC adults and children comprised over 70
- poroent of the Medicaid population but only accounted
for $30 billion or 30 percent of vendor costs.

- About 1.6 million individuals use nursing facility
servicea in the course of a year and 75 thousand
indlviduals use mental hospitals. However, we do not
capture how many individuals are mentally ill.

Propared by OACT, 6/16/95.



Ul=21-95 1151 AM FRUM OLIGA




UI-2f-4y  11:h1 AM FROM OLIGA U

We continue our afforts to control growth in program spending.
The substantial program growth of the late 19805 and early 1990s
was largely driven by States’ use of provider taxes, voluntary
donations and disproportionate share hospital (DSH) payments to
leverage Federal matching dollars. Fortunately, because of our
work and Congress’s efforts == through this Committee and othexs

-- the worst abuses have been tempered.

Today, we project that year-to-year expenditure growth in the
Medicaid program will average 9.3 percent through 2000. Because
enrollment growth has driven much of the spending increases in
Medicaid, our per capita growth rates are éuch lower. Wwe
estimate that Mediceid’s annual per capita growth will average
5.4 percent through 2000.

Improving the Medicald Program

As you know, the President recently suggested a number of ideas
for enhancing the Federal-State partnership and controlling
Medicaid costs. I belisve these strategies represent the right

approach to improving the Medicaid progranm.

We Dslieve the best strategy for improving the Federal-state
Medicaid partnership 18 to pursue changes that protect
benetficlaries yetr give States additional progran flexibility and
cost-control mechanisms. We believe that this can best be

achlieved within the current Federal-State paztnership. The
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Medicaid program can and does provide flexibility for States, but
the program’s structure also ensures an impeortant degzes of
continuity lCZOII.St&tOB. This continuity is particuiarly
important in progrem eligibility -- low-income senior citigens,
individuals with disabilitier and children are Medicaid-eligible
in every State. Under the current Federal-3tate relationship,
States also draw on Federal expertise, buying-power and technical

agsgeistance to achieve program goals.

The President’s proposal seeks $34 billion in Medicaid program
savings over seven years. We want to work with this Committee
and the Governors to determine how we can best achieve these
savings. We are interested in significant changes. For example,
we want to give States more flexibility to pursue certain widely
used managed care models by replacing current waiver requirements
with new statutory authority that would make these types of

Medicaid managed care medels a program option.

We are algo interested in building upon our work with the
National Governors’' Association (NGA). For example, we worked
with the NGA to encourage States to expand ihci: home and
community-based services programs. Ve belleve that State
flexibility in these programs could be enhanced furthecr.

Finally, we are evaluating new strategies for guaranteeing access
to high-quality services that are more refined than the curzent

Boren Amendment and other provider paymcﬁt requirements.
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Beyond increasing State flexidility, we know that Nedicaid cost-
containment must be continued. HKHowever, we do not want to do
this in a way that risks Medicaid enrollewes losing coverage.
Instead, the President has proposed per capita limits on Federal
Mediceid spending, which will provide an additional incentive for
States to control program spending but will not force them to
restrict Medicaid eligibility. Under per capita spending limits,
Medicaid enzrellment can continue to expand and contract with
economic conditions and individual ngeds. With enhanced
flexibility, States will be able to manage within these limits,
while Medicaid beneficiaries -- including senior citizens,
disabled people and children -- will retain their health care

coverage.

Compazigsop to Other Proposals

We believe the House budget proposal would damage this critical
safety-net program and harm the States, beneficiaries and
providers. These impacts would be dziven by the dimensions ot

‘the gpending cut, its likely influence on State spending, and

projected cuts in Medicaid enrollment.

The magnitude of the House spending cut -~ $187 billion over
seven years -~ is too big to abgsorb through efficiencies alone,
Simply limiting overall Federal matching payments will not make

hoalth-tolgtoq costs disappear. Neither whole-scale use of

10
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managed care nor any other programmatic change will provide

sufficient savings to maintain curzent coverage levels.

In addition, enrollment growth would abserd most of the lower
growth rates permitted under the House proposal. As the attached
chart (Chart &) demongtrates, Medicaid enrollment growth
projections edge very close to the proposed spending limits on
block grants. As you know, medical inflation influences public
health care spending as well as private spending. Intlation,
added to anticipated enrollment growth, will drive projected
program costs well beyond the spending limits envisioned under
the House proposal. Civen the many fiscal, legal and political
pressures at work on States, it will be virtually impossible for
Btates to maintain coverage of essential medical services foz

cuzrrent Medicaid benaficiaries under the bleck grant proposal.

To maintain current coverage levels, the House budget proposal
would force States to either absorb a large costrshift from the
Federal government, causing the proportion of State to Federal
. dollars invested in a State’s Modicaid program te increase as

States are forced to adjust to lost Federal matching paymants.
The Uzrban Institute concludes that if States chose to f£il1l] the
gap, States would, on average, have to increase their spending by
39 percent to make up for the loss of Federal funds. Haowever, in
the cuzrent fiscal climate, few States may be able to devote new

State dollars to their Medicaid program.

i1
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There are fundamental differences between the President’s plan
and the House budget resolution. We rely on per capita limits to
allew for changes in enrollment, while the House proposal is
based on an aggregate cap and therefore does not provide room for
enzollment growth. In additien, we belisve that the 3States and
Congress can realige meaningful savings and additional

floxibility without zesorting to a block grant.

conclusjon

The Medicaid program has a substantial history of success --
together, the Federal government and the States have provided an
essential safaety net for children, seniors, nursing home

residents, the disabled, and other vulnerable Americans.

We are comuitted to maintaining and building upon Medicaid's

successas in order to better serve our begneficiaries. We believe
this can bést be achieved by making the changes thst we know will
hoip both the Federal government and the States control costs and

maintain coverage for the Americans we gerva today.

12
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. _Chajizpan and Membars of fhe Committes:

I am pleasea to be here this morning to discuss innovations in
the Medicaia program. Since its inception in 1965, Medicaid has
provided a flexible framework for Federal and State efforts to
provide heslth coverage to low-income Americans. Through a
Pederal-State partnership, the Medicaid program haa fostered
substautial innovation in both health tinancing mechanisms and

delivery systems for the diverse populations that Medicaid

serves.

Background

Medicaid provides health coverage for 36.1 million Americans --
children, senior citizena, individuals with disabilitles and
others -- through a partnership between the Federal government
and the States which provides States with substantial flexibility
regarding oligibility,'bcnofits, payment rates, and delivery

systems.

Medicaid covers a broad range of services, from well-child care
for low-income chlldren and prenatal care for pregnant weman to
long term care for the elderly. It also provides a variety of
zehabilitative and adaptive sexvices for porsons with
digahilities, chronic care for individuals with speclal needs,

and supplemental coverxage for low-incumne Medicare beneficiaries.

Mozre than seventy percent of all Medicaid enrollees are mothers

and children in low-income familles. However, while mothers and

70°d ¢CO0°ON Pr:1¢ S6.¥C NL 8719-56¢-202: (01
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childcen avcuunt for the great majority of Medicaid enrolless,
senior citizens and people with disabilities account for most
Medicaid spending. Nearly seventy percent of Medicaid spending
purchases services tor this population (Chart 1).

Rrogrampatic Rlexibility
Medicaid provides States with great leeway to decide who to cover

through the Medicaid programs, what benefits are included in the
program, and how these services are delivered. The Federal-State
partnership also provides States with ample flexibility to
develop program management initiatives and respond to dramatic
changes in their citizens’ health status or coverage needs. In
fact, to speak of thg¢ Medicaid program is almost a misnomer. The
states and Territories have creatéd 56 different Medicaid
programs, each one tailored to fit the neceds, the delivery

systems, and the circumstances of its State.

Rligibility and Benefits

States largely determine who is aligible for Medicaid. The
largest group of Medicaid enzollees are families whe wxeceive cash
assistance from the Aid to Families with Dependent Children
(AFDC) program. Since the States define their own AFDC -
eligibility etandards, thoy simultancously govorn Modlicald

eligibility.

Similarly, while Federal law requires States to extend

2

S0°d CCO'ON pr:1¢ Se6.v¢ INL 8r19-Sb6&-c0cC: (01



JUL=&O=1990 Ub: 15 FROM T0 JIT0pl1ay r.uo>

eligibility to several mandatory groups -- pregnant women,
infants and children up to age six in families with incomes below
133 percent of the poverty level, childzon up to age 13 in
familles with incomes below the poverty Level, and (in most
States) individuals who are eligible for the Supplemental
Security Income (S81) program -- States may use additional
options provided by statute to extend coverage beyond these
parameters. °For example, States may extend eligibility to
institutionalized aged and disabled persons by coverlng
individuals with high medical expenses -- the "medically needy".
| Thirty-four States have expanded coverage for pregnant women and
children beyond Federal minimum guidelines, while several States
have liberalized financial eligibility standards to cover
additional low- and moderate-inccme women, children and senior

citizens.

ftatas ara alao frea to covar additional Madicaid services beynnd
the ten services required in law. A fow optional benefits, such
as proscription drugs and clinic services, are covered by almost
all of tho Btates. Gtatos can choose to offer a wide varlety of
other medical services, and they can and do change their benefit

packages.

gtates use flexibility in eligibility and coverage of services to
customize their Medicaid programs to meet their specific needs.

As Chart 2 illustraetes, in 1993 only 43.3 percent of Medicaid

90°d ZZO0°'ON SP:1¢ S6.7Z INC 87 19-56¢-20C: 01
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service payments (excluding dispropozrticnate share hospital (USH)
payments) was spent on mandatory services provided'to mandatorily
aligible individuals. The balance, over 36 percant, was spent by
States on optional services and populations thay have chosen to

cover.

States alec have broad freedom to establish payment ratcs.

Beyond current restrictions on payments to hospitals end nursing
homes, States have davwlopud plonwering upprouches to payling
providers. Tor example, States have enhanced payments to primary
care physicians who decrease emergency room utilization among
their Modicaid patients. Simiiarly, States have daveloped
methodologies for adjusting payments to nurding homes based on

the health status and complexity of their patients needs.

Program Initiatives

Statea also hava significant antanomy {n day-ta-day aparatinne of
their Medicaid programs. This fzeedom enables States to pursue
ranagement initiatives that respond to their particular
administretive or programmatie concerne, rather than !cllowing a

Federally-prescribed process.

For example, Massachusetts is pursuing a number of innovative
quality improvement initiatives in Medicald manageda care.
Massachusetts’ asthma management program engages Medicaia-

vontraclling health maintenance organizations (HMOs) in the
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3tate’s efforts to measure and 1mprovo plans’ eztectivqneca in
managing asthma care for Medicaid enrollees. stmilizly, the
Massachusetts Health Care Purchaser Group will, in time, buy
coverage for public and private enrollees as a'ainqlo block while

making purchasiﬂg decisions on cost and quality criteria.

In addition, numerous States have creatlively responded to.the
statute’s drug uti{lization review (DUR) requirements. The DUR
process raviews prescriptions for appropriateness, medical
necessity and cost-effectiveness 1n'order to ensure that patients
receive the drugs they need, avoid adverse drug reactions, combat
fraud, waste and abuse, and lower drug spending. Innovative
State strategies include on-line, point-of-sale syatems that
provide pharmacists with electronic access to information on the
appropriateness of a particular prescription. This process may
include screening a prescription against the benﬁticiary'l
diagnasia and othar preacriptiona thay may ba taking. Thaans
systems also enables States to profile physiclans’ prescription
patterns, pay pharmacy claims electronically at the time of

dispenning, and vexify Medicaid eligibility.

! have also witnessed Llrst-hand tha responslveness and State-
level flexidbility that (s possible within the Medicaid program.
in the mid- and late 1980°8, before I came to the Health Care
Financing Administration (HCFA), I was involved with helping New

York respond to an acute public health crisis that demanded &

5
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creative response ~- the AIDS epidemic., While many ALDS

patients’ health services are covered by Medicaid, some of these

patients had ditticulties.obtaining sorvices they needed. Naw

York State, the City govaernment, and the provider ccmmunit?

responded by developing several programs that emphasized care |
coordination, heightened criterie for participating providers and ‘

increased availability of services for HIV and AIDS patients.

For example, hospitals that are deaignated AIDS centers must meet
¢clinical standards of excellence and provide case management
services for patients with AIDS and HIV-related conditions that
coordinate care beyond the hospital’s walls. In return, they
receive increased Medicaid reimbursement. Related initiatives
use a similar approach for primary care providers, home care and

long term care for these patients.

Naw Vark had the frasdem 1+ neaded to davalop thia innovative
approach to the AIDS crisis bocause this flexibility is built
into the Medicaid program. No waivers wero roquized, and New
York could adapt finanoing and service delivery programs quickly
-- and be sure of the Federal share of funding -- in responding

to the AIDS epldemic.

Managed Care and Home and Community-Based Services
Recently, States have re-designed their Medicaid programs in

response to changes in the health care system. This has led to a
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substantial increase in Medicaid managed care enrollment and
anhanced availability of home and community-based services and

other care for disabled populationa.

gtatos have developed managed ocare programs to target a number of
State-specific priorities. A samplo of Medicaid managed care
arrangements includes: Alabama’s program to enhance prenatal
services for high-risk pregnanL women; KenPAC, Kentucky’s
program that pioneered managed fee-for-service sywtems; and
capitated mental health ana substance abuse services in
Massachusetts and Utah. States have ugsed program waivers and
voluntary managed care enrollment to increase Medicaid enrollaes’
accass to services while controlling Medicaid costs. By June ot
last year, 23 percent of all Madicaid enrollees participated in
nanaged cara programs -- and this year’s enrollment figures

should be significantly highar.

Home and community based services progzams also allow States to
manage elderly and disablod individuals’ caze efficiently. Every
state operates a home and community based sexvices p:ojxan -~ 4n
addition to the disabled and slderly, Stales are clio sexving
people with HIV/AIDS, traumatic brain injury patients, and

medically fragile chlldgcen through these programs.

States have also enhanced their Medicaid programs by developing

targeted case management prugcams for Medicald beneficiaries.
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Under these programs, States coordinate a range of soclal,
educational, housing, and other social services in addition to
medical care. States may choose to deliver these services to a
particular sagment of the Medicaid population, such as mentally
retarded or developmentally disabled individuals, paeople with
HIV/AIDS, high-risk pregnant women and the mentally 11;. States
define the target group, provider qualifications, payment rates,

and any limits on the scope of gervices.

Dsmonstration Programs

States and the Federal government have also been deeply engaged
in developing Statevwide demonstration progreams. This
Administration is particularly committed to providing States with
ample flexibility to teat new approaches to covering low-income

populations and delivering health services under section 11135 of

the 8ocial Security Act.

Historically, States had sought demonstration authority to test
relatively narrow changee, such as changes to tha Medicaid
bencfit package, payment methodologies or eligiblility
requlrements for a defined group of beneficiaries or services.
Since 1993, States have begun to develop broad, Statewide reform
programs under this demonatration auwthority. To date, we have

approved ten Statewide health reform demohstrations, and we are

working with states on several additional proposals.
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These States will experiment with innovative financing aﬁd
delivery systems on a broad scale. For example, Florida intends
to develop a ground-breaking health alliance system that will
broker private health coverage for low-income and uninaured
Floridians through a community purchasing network, while Hawaii
has created a scamless system of insurance coverage for more than
95 percent of its population through a combinatién of Medicaid
expansions and & raquiremént that employers provide health

‘insurance to their employees.

States also continue to develop smaller-scale demonstration
programs under 1115 demonstration authority. HCFA has approved
twanty-four smaller, more targeted demonstrations since January
1993. Some of these demonstrations provide preventive services
to low-income children, extend coverage of family planning
sorvices beyond the sixty-day postpartum limit, and establish

alternativo dalivery systeme in anh-atate gmographic areas.

Balancing Innovation and Fodoral Reeponsibility

statewide health refurm demonstrations are particularly complex
examples Of gtate innovation. Through these programs, GStates can
re-allocate their projected expenditures over the next five years
to ¢cover additlional low-income, uninsured zosiQunto, :6st:qctu:.
thelr delivery systems or test other new ideas. These broad-
based changes therefore create an immenss challenge to both the

States and the federal goveriunent, bescause they reguire a large
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number of policy decisions and create & host of administrative
and implementation issues that must be addressed. To ensure that
theae demonstrations are auccessful, States and the Federal
government must work together as partnera. Because vwe have
worked with a number of States ar they designed and implemented
their demonstration programs, we are better able to foster new

State innovations by building upon experiences with other States.

We must also balance our commitment to ftate tlextbilit& within
damonstration programs with our responsibility to Medicaid
beneficiaries and American taxpayers. We need to ensures that
‘Nedicaid beneficiaries receive high quality services and maintain
access to health servicas. We also need to protect Medicaid’s
fiscal inlogzity and inourn that Federal dollars are well spent
ln these programs. We not only foster State innovation dy
supporting these demonstration programs -- we also ensure that

broader publle lnteresats axe protooted.

We have similar responsibllities in the regular Medicaid program.
HCFA provides monitoring and oversight Lo ensuxe that Medicaid
beneficiaries and taxpayers are weli-served by State programs.
We also provide significant technical assistance to help States
work through program managemeont problems and develcp new
adminjistrative initiatdives.

Block Grants and Flexibillity

10

£1°d ZZO'ON 8F: 12 S$6.¢Z Inc 8VI9-§6£—ZOZ=QI



T ww evew e aw PR

Proposals befors Congress to block grant the Medicaid program
will actually zob States of much of the flexibility they have
under the current Medicaid program. While block grants purport
to provide States with unlimited freedom to experiment within
their Med{caid programs, the $182 billion cut in Medicaid
spending required by the Budget Resclution will severely restrict
States’ abilities to maintain coverage for current pépulaﬁions

and zespond to develaoping health needs, much less pursue

innovations.

To maintain current coverage lavals, States would have to raise
taxes and dovote a greater proportion of State dollars to the
Medicaid program. Tha Urban Institute’s analysis indicates that
12 Statws txy te make up for lost Pedera) funds, they would, on
average, have to increase thelr projected Medicaid spending by 39
percenlL. Some States, of course, would face even greater cuts in
reaeral iualullng payments. Ae Chart ) demanatrataes, the proposed
Federal spending limits would grow at a rate that is only
slightly higher than enzollment projections, thus leaving little
room for increases in the cost of pzoviding health care. To live
within these caps, States would be forced to cut Medicaid
eligibility and covered services. While Stales may'have
additional freedom under & bluck grant mechanism, they would have
to use this fresdom to cut their Modicaxd programs in oxder to
absorb significant decreases in Federal Medicaid spending.

Innovation, under these circumstances, would be nearly

11
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impossible, while creative responses to new public health
challenges -- such as New York‘s AIDS program I described earlier

-- would also be very difficult.

Our experience with Statawlide health reform demonstrations
indicates how innovations would be threatened within a bleck
grant environment. States havs been able to0 restructure their
Nedicaid delivery systems and cover additional lew-income |
zesidants through these demonstrations. However, State spending
in thesa programs has been limited by baseline spending
projections under curzent law, not to the more restrictive
confince of the Budgat Resolution. Many of these programs could

not be sustalned if these Medicald proposals were enacted and

lurther innuvation would ba atifled.

In contrast, the President’'s proposals for enhancing State
flexipility -- wlilch go bayond oven the latitide that is
available through the current program -— will furthar support
State innovation. For exauple, we want to give States more
flexibility to develop Meudicaid munaged ceare programs by making
managod care & program option, rather than requiring States to
obtain waivers from HCFA. Similarly, we are evaluating now
strategies for guaranteeing access to high-gquality servicea that

are more refined than the current Boren Amendment.

We intend to build upon states’ curreant flexibility to

12
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dramatically reorganize their Medicald programs through
demonstration programs or Medicaid managed care initiatives,
develop new management strategies, add additional benefits or
meke optional categories of individuals eligible for Medicaid.
This freedom is availlable within Medica{d today, because this
program was designed as a partnership between the Federal
government and the States -- with the States having much of the

decision-making power.

gonclusion

Medicaid hes a long history of innovation. States have always
been free to design their Medicaid programs to respond to their
specific nesds. The Clinton Administration has demonstrated its
commitment to enhancing State flexibility. We know-that States
will face new problems in the years ahead, and we believe that

the Administration’s proposed program structure can enable them

toc meet these challangas.

In contraat, propoeals that narrowly limit Federal participation
within the Modicaid partnersship threaton tho balance between'
State flexibility and broader Federal intereste, while reatricted
Federal mntching payments would inhibit gtates’ abilitics to
cover tholr low-invuwe populations, develop new approaches within

their programs, and respond tu the challenges ahead.

13
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Medicaid Population and Inflation Growth

CBO Projected Annual Increases 1996-2002 for All Beneficiaries
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Percent Distribution of Medicald and
Vendor Payments by Basis of Eligibility
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Percent of Total
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Total Expenditures for Mandatory and Optional
Medicaid Services and Populations: FY 1993
' (Dollars in Millions)

Mandatory People 47,885 23,681 71,566
Optional People 12,052 26,358 38,409
TOTAL 59936 50,039 109,975

| As A Percent of Total

Mandatory People 43.5% 215% 65.1%
Optional People 11.0% 240% 34.9%
TOTAL 54.5% 455% 100.0%

Exciudes DSH, collections and sdjustments
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Mr. Chairman and Members of the Committee:

I welcome the opportunity to be here this morning to discuss State flexibility under the
current Medicaid program and this Administration’s efforts in expanding and assisting
States in using that flexibility. The Medicaid program :was conceived as a Federal/State
partnership, and this Administration has made major strides in strengthening the

relationship. Nonetheless, we recognize the need for additional work to build on this

partnership.

Introduction

Before beginning our discussion about State flexibility, I would like to highlight some

essential facts about the Medicaid program.

First, Medicaid’s spending growth has moderated. A widespread myth holds that
Medicaid is growing out of control, far faster than other parts of the health care sector.

- Chart 1 shows the contrary. In fact, the growth in Medicaid spending on a per person
basis has not exceeded the growth in private héalth insurance since the period between
1989 and 1992. At that time, States used provider tax;',s combined with disproportionate

share hospital payments as a means of increasing Federal matching funds.

Second, the lion’s share of Medicaid spending is devoted to the aged and disabled. As

chart 2 indicates, the aged and disabled represent 30 percent of Medicaid recipients and

account for 70 percent of the spending.
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Third, Medicaid is a critical safety net for a wide variety of populations with very diverse
health needs. State Medicaid programs cover prenatal care for low and moderate-
income pregnant women, health care for children, and long-term care for low-income
senior citizens. They also provide a variety of rehabilitative and adaptive services for
persons with disabilities, chronic care for individuals with s.pecial needs, and
supplemental coverage for low-income Medicare beneficiaries. For many of these
populations, whose disabling conditions or medical costs preclude them from purchasing

insurance, Medicaid is the only system of care.

Chart 3 shows how Medicaid coverage increased between 1989 and 1994 while employer-
based insurance declined. Medicaid brings an important stability to the health care
marketplace by offsetting losses in private 'insmance coverage. Although different
populations are involved, Medicaid coverage increases have leveled the overall percent

of uninsured and thereby maintained an essential balance in the cost shift to the private

sector.

State Flexjbility Under Current Law

Medicaid was enacted in 1965 to provide access to coverage for low-income Americans.
Medicaid represented a consolidation of several Federal grant programs administered by
the States. The nation’s most vulnerable populations -- low-income senior citizens,

individuals with disabilities, and children -- are Medicaid eligible in every State.
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Nevertheless, the current Medicaid program is actually 56 different programs. The
States have tailored their programs to meet the varying specific needs of their individual
populations. The diversity across States’ Medicaid programs is a direct result of the

inherent flexibility of the program.

The States’ Medicaid programs are dynamic. In partnérship with HCFA, States are
continuing to find innovative ways to improve health care delivery, enhance access, and

contro] rising health care costs.

lexibility jn Covera

The original Medicaid statute only required States’ Medicaid programs to provide a set
of five core benefits, including inpatient hospital services, outpatient services, physician
services, laboratory and x-ray services, and skilled nursing home services. States could

also cover any of ten optional benefits.

Over the past 30 years, Congress has added seven services to the list of required benefits
and has expanded the list of optional benefits that States may offer to include 30

services.

States use their flexibility to cover optional services to customize their Medicaid
programs to serve the special needs of their vulnerable populations. For example, Utah

provides 28 optional benefits to its Medicaid beneficiaries while Delawage offers 15
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optional benefits. A few benefits, such as prescription drugs and clinic services, are
offered by almost all the States. On average, the States cover about 24 optional benefits.
Only 44 percent of Medicaid spending in 1993 was for mandatory services provided to
mandatorily eligible individuals. Chart 4 shows that over 50 percent of the total

Medicaid spending was for optional services and populations elected by the States.

Flexibility in Determining Eligibility
States have significant flexibility in determining who is eligible for their Medicaid
programs. The largest portion of the caseload are those on the Aid to Families with

Dependeat Children (AFDC) program. The eligibility standards for this program are

directly determined by States.

States may also extend Medicaid coverage to low-income families above the Federal
minimum guidelines and to individuals with large medical expenses. The States use this
flexibility to make their institutionalized aged and disabled populations eligible for

Medicaid.

Medicaid statute requires States to cover pregnant women and children under age 6 up

- to 133 percent of the Federal poverty guideline. In addition, States must also phase-in
coverage for all other children over age six born after September 30, 1983. Thirty-three
States use Medicaid flexibility to expand coverage for pregnant women and children with

family incomes beyond the Federal minimum guidelines. Twenty-seven of those States
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cover pregnant women and infants to at least 185 percent of the Federal poverty

guidelines.

In addition, States have further flexibility to liberalize financial eligibility criteria for
certain high-priority populations under the authority of section 1902(r)(2) of the Social
Security Act. Under this provision, States are able to apply more liberal financial

eligibility standards by disregarding certain income and/or assets.

Several States have used the authority of section 1902(r)(2) as a means of expanding

eligibility for children beyond 185 percent of the Federal poverty level and accelerating

the phase-in coverage for children below the poverty level. For example, both Delaware

and West Virginja have used the 1902(r)(2) authority to cover all children under age 19

up to the Federal poverty level.

Flexibility in Service Delivery and Finagcing
States have additional flexibility to design their Medicaid programs through various

program and research waivers.

Managed Care Programs
Under freedom-of-choice waivers, States can establish primary care case management
programs, require Medicaid beneficiaries to choose among managed care plans, and

selectively contract with hospitals, nursing facilities, or other providers. States use this
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flexibility to target coordinated and comprehensive managed care systems to their high-

risk populations and to purchase services in a cost-effective manner.

States are taking full advantage of the flexibility to design managed care programs for
their Medicaid populations. Thirty-nine States now operate 75 managed care programs

covering 8 million Medicaid eligible individuals.

States have also developed managed care programs to target a number of specific
prio;ities. For example, the Kansas Primary' Care Network (PCN), which was
established in 1984, was one of the first managed care programs to provide physician
case management to beneficiaries. Under this program, the State assigns each Medicaid
beneficiary in the seven most populous counties to a physician case manager. The case
manager is responsible for managing all of the recipient’s health care. Over 30 percent
of the State’s Medicaid eligibles are now enrolled in this PCN program. HCFA reviews
have shown the program to be cost effective as well as providing better access to services

for the participating Medicaid beneficiaries.

Similarly, Florida has developed MediPass, an extensive primary care case management

program. The State pays MediPass primary care providers a $3 per member per month

case management fee to coordinate care for their MediPass enrollees. These providers
manage meny of their patients’ bealth needs, including specialty referrals, but continue

to be paid on a fee-for-service basis for the health care services they provide.
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Utah has developed a ground-breaking prepaid mental health program for Medicaid
beneficiaries. The State contracts with three community mental health centers to
provide inpatient and outpatient psychiatric and related physician services. The first year
results indicate that contractors were able to reduce utilization of inpatient psychiatric

services while increasing the percentage of eligibles served in their catchment areas.

Home and Community Based Services Programs

Home and community based services waivers give States the ability to establish home
and community based care programs that provide services to beneficiaries in the
community setting rather than in nursing homes and hospitals. Home and community
based services programs allow States to manage care provided to the elderly and
disabled populations in an efficient mannelx.' while increasing the consumer’s satisfaction

with the services provided.

States have made extensive use of this authority as well. Over 205 programs are now
operating. Every state is currently serving developmentally disabled and aged individuals
under a2 home and community based services.program. States are also serving people

with HIV/AIDS, those with traumatic head injury, and medically fragile children.

HCFA is actively involved in encouraging and assisting States in using this flexibility.
Recently, Alaska officials requested HCFA assistance in developing their home and

community based services program. Our staff went to Alaska and helped the State
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design four home and community based services programs to meet the unique needs of
its citizens. The programs were quickly reviewed and approved. Other States are also

increasingly seeing HCFA as a partner in the development of their programs.

Service Delivery and Financing Demonstrations

Medicaid’s research and demonstration authority, secti:on 1115, gives States much
broader opportunities to develop and test new and innovative ideas. States can use this
authority to develop sub-state and statewide demonstrations of new approaches to health

care financing and delivery.

This Administration has approved ten statewide section 1115 demonstrations. Several
additiona] States have submitted proposals that are currently being reviewed. No |
previous Administration had been willing to give States a comparable degree of flexibility
as the Clinton Administration. We have actively encouraged States to develop
innovative reform demonstrations including managed care approaches working with the

private sector and public health providers.

One of the first acts of this Administration was to approve the Oregon Reform
Demonstration. The Oregon request, which was the first approval of a statewide

demonstration in 10 years, had been denied by the previous Administration.

Since that point, innovative reform proposals have been approved in Hawaii, Tenngssee,
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Rhode Island, Kentucky, Florida, Ohio, Massachusetts, Minnesota, and Delaware.

These States are experimenting with new Ways of financing and delivering essential
health care. For example, Delaware has created seamless coverage for those below the
Federal poverty level. Rhode Island is teﬁting the effectiveness of extending family

planning benefits and contracting with an FQHC-based managed care system.

In addition, the Administration has approved twenty-three smaller, more targeted section
1115 demonstrations. Some of these demonstrations provide preventive services to
children, test extended faniily planning services, and establish alternative delivery

systems.

For example, under the Jowa Drug Utilization Review Program, the State conducts
on-line prospective drug utilization review. There are 250 pharmacies participating in

the project either as randomized control or experimental entities.

Further, the multi-State Nursing Home Case-Mix and Quality Demonstration which is
operating in Kapsas, Maine, Mississippj, New York, South Dakota, and Texas, will test a
combined Medicare and Medicaid nursing home payment and quality monitoring system.

This system will significantly enhance the quality assurance process in nursing facilities.
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Flexibjlity in Pro Admipistratjo

States have considerable flexibility in establishing provider participation criteria.
Certification requirements for institutions such as hospitals and intermediate care
facilities for the mentally retarded, physician qualification requirements, and

requirements for other providers are determined primarily by the States.

| Similarly, States have latitude in setting provider payment rates. Although the Boren
Amendment and Medicare accounting principles provide general lower and upper
bounds with respect to payments for hospitals and nursing homes, States have significant
flexibility to establish payment rates for these providers. States have still greater

flexibility for other classes of providers.

Another area in which States have flexibility is targeted case management. States use
the Medicaid program to coordinate not only medical services but a range of social,
educational, housing, or other services for Medicaid beneficiaries. States have the ability
to use case management for as many segments of the Medicaid populatioﬁ as they

believe would benefit from such coordination.

For example, States have established programs to coordinate the service needs of
mentally retarded individuals, the mentally ill, individuals with HIV/AIDs, high-risk
pregnant women, and at-risk children. In each case, the State is afforded the flexibility

to define the level of service coordination provided, the target group, provider

10
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qualifications, level of payment, and any limits on the scope of services. This has
enabled States to develop individualized plans of care for their most vulnerable citizens
that weave together a tapestry of support from the diverse threads of Federal, State,

local, and private resources.

With HCFA cooperation and assistance, many States are collaborating with various
health-related and community organizations to design and implement programs that
meet a comprehensive range of health needs of children. Because children’s health is
frequently affected by a number of socioeconomic conditions such as. poverty, substance
abuse, and fragmented health resources, no single agency or program can address all of
their needs. Increasingly, communities are using public/private arrangements to develop
integrated services networks. These networks disseminate information and serve as
referral links between women and children in the community and the State’s Medicaid,

Maternal & Child Health, Women Infants & Children, and primary care programs.

Further, States have pursued a wide range of administrative and programmatic
innovations. HCFA has encouraged and supported State program improvements,
including:

.- Introducing magnetic-strip cards to provide immediate access to

information about eligibility and third-party liability; and
-- Implementing automated drug utilization review to control fraud and

improve the quality of pharmacy services.

1
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roving the Medjcaid Pro
As you know, the President recently suggested a number of ideas for enhancing the
Federal-State partnership and controlling Medicaid costs. The President proposes a
combination of policies to expand State flexibility and reduce the growth of Federal
Medicaid spending. This combination includes expanding managed care, reducing and
better targeting Federal payments for hospitals that serve a high proportion of low-
income people, and limiting the growth in Federal Medicaid payments to States for each
beneficiary. I believe these strategies represent the right approach to improving the

Medicaid program.

We believe the best strategy for improving the Federal-State Medicaid partnership is to
pursue changes that protect beneficiaries yet give States additional program flexibility
and cost-control mechanisms. This improvement can best occur within the current
Federal-State partnership. The Medicaid program can and does provide flexibility for
States, but the program’s structure also ensures an important degree of continuity across
States. This continuity is particularly important in program eligibility -- low-income
senior citizens, individuals with disabilities, and children are Medicaid eligible in every
State. Under the current Federal-State relationship, States also draw on Federal

expertise and assistance to achieve program goals.

The President’s proposal seeks $54 billion in Medicaid program savings over seven years.

We want to work with this Committee and the Governors to determine how we can best

12
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achieve these savings. ‘We are interested in significant changes. For example, we want
to give States more flexibility to pursue certain widely used managed care models by
replacing current waijver requirements with new statutory authority that would make
these types of Medicaid managed care a program option that States could elect without

extensive Federal review.

We are also interested in building upon our work with. the National Governors’
Association (NGA). For example, we worked with the NGA to encourage States to
expand their home and community-based services programs. We believe that State
flexibility in these programs could be further enhanced. HCFA supports the NGA
recommendations to repeal requirements for payment rates to obstetricians/pediatricians
and to replace the HMO enrollment provisions called the "75/25 rule" (which requires
HMOs to maintain at least 25 percent private enrollment) with more outcome-based
quality assurance methods. We support provisions that would allow managed care
entities to better serve rural areas. We are also evaluating new strategies for

guaranteeing access to high-quality services that are more refined than the current Boren

Amendment.

We recognize that the growth in Medicaid should be contained. However, we do not
want to do this in a way that risks Medicaid enrollees losing coverage. Instead, the
President has proposed per capita limits on Federal Medicaid spending, which will

provide an additional incentive for States to control program spending but will not force

13
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them to restrict Medicaid eligibility. Under per capita spending limits, Mcdicaid
enroliment can continue to expand and contract with économic conditions and individual
needs. With enhanced flexibility, States will be able to manage within these limits, while
Medicaid beneficiaries -- including senior citizens, disabled people and children -- will
retain their health care coverage.

‘omparison to Other Proposals
We believe the reductions required in the conference agreement on the budget
resdlution would damage thig critical safety-net program and harm the States,
bene(iciaries and providers. These impacts would be driven by the dimensions of the
spending cut, its likely influence on State spending, and projected cuts in Medicaid

enrollment.

The magnitude of the spending cut -- $182 billivn over seven years -- is too big to be
absorbed through efficiencies alone. Simply limiting ovcrall Federal matching payments
will not make health-related costs disappear. Neithcr wholesale use of managed care
nor any other programmatic change will provide sufficicnt savings to maintain current

coverage levels.

' In addition, enrollment growth would absorb most of the lower growth rates permitted
under the conference agreement. As Chert 5 demunstrates, The Congressional Budget

Office's (CBO) projections of Medicaid enroliment growth alone edge very close to the |

14
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proposed spending limits in the budget resolution. As you know, medical inflation
impacts public health care spending as well as private spending. Inflation, added to
CBO’s anticipated enrollment growth, will drive projected program costs well beyond the
spending limits envisioned under the budget resolution. Given the many fiscal, legal and
political pressures at work on States, it will be virtually impossible for States to maintain
coverage of essential medical services for current Medicaid beneficiaries under the

budget resolution.

The President’s plan and the budget resolution are fundamentally different. We rely on
per capita limits to allow for changes in enroliment, wi:ile the budget resolution cuts
spending to the point that any unexpected change in enrollment would shift considerable
cost to the States or force a reduction in coverage. We fear that States may be forced to
reduce coverage, thereby adding to the number of uninsured at an alarming rate. The
States and Congress can realize meaningful savings and additional flexibility without

completely dismantling the Medicaid program.

Conclusion

The Medicaid program affords States 2 considerable amount of flexibility in the design
of their individual programs. The Clinton Administration has worked with States to

further increase flexibility and permit States’ use of innovative means of service delivery

and cost containment.

15
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We believe that the President’s plan is the right way to improve the Medicaid program.
Flexibility can be achieved within the current program, without taking apart the structure
of this program that has served as a critical safety net for populations without many

alternatives.

Rather than simply block granting the program which, given the loss of Federal funds,
may reduce flexibility for many States, we propose a more targeted approach; building
upon the inherent program flexibility while also protecting coverage for the nations most
vulnerable populations. We want to work with Congress to improve this program in

ways that increase State flexibility, control costs and better serve beneficiaries, as the

President has proposed.

16
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Chart 2
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Medicaid is a Critical Safety Net

1989 1994

Uninsured Unins;xlred
““1 6‘5_0% 16.0%
11.0% ) -
Other  Medicaid (§ (@ Medicaid 0
9.0% 9.0% 14.0% }@
SOURCE: HCFA, Office of the Actuary and Urban Institute, 1995.
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Chort 4

Total Expenditures for Mandatory and Optional
Medicaid Services and Populations: FY 1993
(Dollars in Millions)

Mandatory People 47 885 23 681 | 71,566
Optional People 12,052 26,358 38,409
TOTAL 59,936 50,039 109,975

Mandator_y People
Optional People
TOTAL

Excludes DSH, collections and adjustments
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edicaid Population and Inflation Growth
njected Annual Increases 1996-2002 for All Beneficiaries
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