A MEDICAID

With a total enrollment in 2003
of about 53 million people (12
million more than Medicare)
and annual federal and state
expenditures now topping $315
billion,: the Medicaid program
attracts a lot of attention from
policymakers these days.

State budget officials have watched while
a weak U.S. economy pushed
unemployment rates up and reduced the
rates of employer-sponsored health
insurance. This contributed to greater
enrollment in Medicaid among lower-
income families — just when health care
costs were again spiking and state
revenues were plummeting.2

This caused a dilemma for state
lawmakers and governors who by law
have to balance budgets. Yet from the
perspective of policymakers concerned
with trying to reduce the number of
uninsured, Medicaid's increasing
enrollment is good news. It underscores
Medicaid's importance as the nation's
number one health safety net program,
providing services to families who would
otherwise have no access to a stable
source of health coverage.

Policymakers are increasingly
recognizing the significant role that
Medicaid plays in state economies. For
every dollar invested in Medicaid, the
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KEYFACTS

The federal Centers for Medicare and Medicaid Services estimates that
Medicaid provided services in FY 2003 to 53 million people.2

In FY 2002, Medicaid provided services to 25 million children (more than
one in four), 13 million adults (primarily low-income working parents), 5
million seniors, and 8 million persons with disabilities.? Medicaid pays

for more than one-third of all births in the U.S.¢

Medicaid pays for about half of all nursing home care and is the largest
single funding source for such care.d

State revenue shortfalls have led to slower Medicaid enrollment growth
since 2002. Even so, the federal Centers for Medicare and Medicare
Services estimates that Medicaid enrollment in FY 2003 was 53 million.€

Medicaid spending for long-term care services, provided principally to
frail elders and individuals with disabilities, constitutes about 40 percent
of total Medicaid spending.

Medicaid spending per beneficiary varies greatly by population group. In
2003, estimated average spending per child was $1,746, while average
per-person spending on the elderly, the highest-cost group, was $12,828.f
Seven million elders and individuals with disabilities on Medicaid are also
eligible for Medicare. They are known as "dual eligibles."9

Since 2001, in an effort to keep Medicaid expenditures in check, 35 states
have reduced or eliminated some Medicaid services, and 32 states have
increased copayments on some services for some populations.h

Analysis of enrollment increases in Medicaid and other state-run public
programs since 2000 suggest that the programs offset the loss of
employer-sponsored health insurance among children, and partly offset
the growth in the number of uninsured adults.i

Every state tax dollar invested in Medicaid leverages $1 to $3.33 in federal
matching funds.J

For key fact sources, see endnotes.

program generates about three dollars of business activity in the form of local jobs and wages, in revenues for
hospitals and other providers, and in support of community clinics and safety net facilities, those that provide services
to the indigent population. Medicaid's contribution to local economies is tied to the state's federal match rate. For
example, in FY 2004, for every dollar invested by Kentucky, which has a high federal match rate of 73 percent, the
state received $2.71 in federal Medicaid funding. Once the federal match rate dropped down to 71 percent on June
30 (See box, "Temporary Increase in Medicaid Match Rates."), Kentucky receives $2.33 for every dollar spent on

health care services.3

ALLIANCE FOR HEALTH REFORM
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COVERAGE BASICS e of sonices | MEDICAID EXPENDITURES PER

predominantly acute care services for mothers and ENROLLEE, FY 2003

children, and a mix of acute and long-term care

services for the elderly and persons with $15,000 $12808
disabilities. Under federal law, states are required to 12000 - $12,279 '
provide services to the following groups: $12
I . $9,000 -
B Pregnant women whose family income is at or
below 133 percent of the federal poverty level $6,000 [
(amounting to $20,840 for a three-person fami-
ly in 2004). $3,000 - $1746 $1,928
- - o _ L _ L L J
W Infants born to mothers who became eligible Children  Adults  Disabled  Elderly

while pregnant are entitled to receive services
for up to one year.

™ Acute Care M Long-Term Care
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m Children under age 6 whose fam”y INCOME 1S Source: Kaiser Commission on Medicaid and the Uninsured (2004)
at or below 133 percent of the poverty level, (www.kff.org/medicaid/upload/30463_1.pd)
and children ages 6 to 18 whose family income
is at or below the poverty level (amounting to
$15,670 for a family of three in 2004).

Under federal law, all states participating in Medicaid

. s must offer the following services:
W Individuals who meet eligibility standards under g

the old Aid to Families with Dependent Children W Physicians’ services
(AFDC) program that governed receipt of cash W Laboratory and X-ray services
assistance prior to enactment of the welfare reform . . .
law in 1996. B Inpatient hospital services
W Outpatient hospital services that are preventive,
B Individuals receiving Supplemental Security diagnostic, therapeutic, rehabilitative, or palliative
Income (SSI) payments, who are generally poor in nature

elders and persons with disabilities. m Family planning services and supplies

W Certain low-income Medicare beneficiaries and W Nurse-midwife services
other specially protected groups, including indi- W Pediatric nurse practitioner or family nurse practi-
viduals who are returning to the workforce, and tioner services

recipients of adoption or foster care assistance. . - . s
P P W Nursing facility services for individuals 21 and

In addition to the mandatory groups listed above, states older
can choose under federal law to provide services to a B Home health services for individuals determined to
wide range of additional, or optional, categories of be eligible for nursing facility services

Medicaid eligibility. As a result, eligibility rules for
optional groups vary substantially from state to state,
with most linked to income, family status, and

W Services furnished in certain federally qualified
health centers

disability. Immigration status is a separate factor for W Early and periodic screening, diagnostic, and treat-
eligibility. States that choose to expand eligibility to ment (EPSDT) services for individuals under 21.

optional groups are required to provide services to Among the mandatory services enumerated above, the
everyone in the group, if they meet the criteria. EPSDT benefit for children is arguably the most

comprehensive. EPSDT services encompass a wide
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range of health screening
services, physical exams,
immunizations, lab tests that
include lead Dblood level
assessments, health education,
vision, dental and hearing
services, and other "necessary
health care, diagnostic services,
and treatment necessary to correct
or ameliorate defects and physical
and mental illness and conditions
discovered by the screening
services."s

Mental Health: 29,

ICF/MR: 5%

States must provide all mandatory
services both to those groups they
are required to cover, and to all
optional groups a state chooses to )
COVer. Nursing
States can choose to offer
optional services to mandatory
populations, to optional
populations, or to both. Optional

Home Health and
Personal Care: 129,

Facilities: 19%,

MEDICAID EXPENDITURES
FOR SERVICES, 2002

TOTAL SPENDING FOR SERVICES = $248.7 BILLION

DSH Payments: 6%,
\

Inpatient: 13%,

Physician: 4%,

Outpatient/Clinic: 79,

Drugs: 9%

Other Acute: 7%

Payments to Medicare: 29,

Payments to MCOs: 149,

services vary significantly from
state to state. Among the most

MCO = Managed Care Organization DSH= Disproportionate Share Hospital
ICF/MR = Intermediate Care Facilities for the Mentally Retarded

popular are: prescription drugs,
services for individuals in
Intermediate Care Facilities for
the Mentally Retarded (ICF/MR),
caregiver respite, personal care services, dental
services, glasses, and hearing aids. (See charts,
"Medicaid Expenditures per Enrollee, FY 2003," and
"Medicaid Expenditures For Services, 2002.")

Individuals needing long-term care may be able to
qualify for Medicaid through the optional medically
needy program. The 36 states that have such programs
allow individuals with high medical expenses to
subtract them from their household income when
determining eligibility. As a result, individuals who
have catastrophic long-term expenses due to acute
illness or chronic disease may meet the state's eligibility
threshold and qualify for Medicaid.6

For example, if a state's threshold is $1,000 a month,
and an individual's income is $1,200 a month, he or she
could qualify for Medicaid coverage if the state were to
factor in the person's monthly medication expenditures
of $200. However, services provided to medically

ALLIANCE FOR HEALTH REFORM

Source: Kaiser Commission on Medicaid and the Uninsured (2004).
(www.kff.org/medicaid/upload/30463_1.pdf)

needy individuals may be different than those offered to
other populations. In 2000, more than 3.5 million
individuals qualified for Medicaid through state
medically needy programs.”

Before 1996, individuals automatically qualified for
Medicaid if they received benefits through the SSI
program for the elderly and disabled, or the old family
cash assistance program, AFDC. Enactment of welfare
reform legislation broke the automatic link between
AFDC and Medicaid and shifted control over the
program to the states. The law changed the terms of
coverage to a block grant with time limits on cash
assistance. It also required Medicaid coverage for
families who, when they applied, qualified under
AFDC's 1996 federal eligibility rules.

In the aftermath of welfare reform in 1997 and 1998,

Medicaid enrollment initially declined, but has since
rebounded. Moreover, Congress has extended and

For updates, go to www.allhealth.org
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funded the Transitional Medical Assistance (TMA)
program since 1996, which allows people who would
otherwise lose eligibility after returning to work to
continue receiving Medicaid services for up to a year.

Coverage options for low-income children not eligible
for Medicaid were expanded with enactment of the
State Childrens' Health Insurance Program (SCHIP) in
1997. Today, this program is closely linked with
Medicaid in many states. (For more information on
SCHIP, see Chapter 4, Children's Coverage.)

SPENDING TRENDS

Currently, Medicaid pays for about half of all nursing
home care, 17 percent of prescription drug spending,
and 12 percent of physician and other standard medical
services.8 Combined federal-state Medicaid funding
increased from $156 billion in FY 1995 to an estimated
$284 billion in FY 2003.2 (See chart, "Actual and
Projected Total Medicaid Spending.") Projected total
spending for FY 2004 is $305 billion, and for FY 2005,
$316 billion.10

Federal Medicaid spending rose by 10 percent in 2001

For updates, go to www.allhealth.org

Source: National Association of State Budget Officers (2002). “State Expenditure Report.” (www.nasbo.org/publications/2002expendreport.pdf).

and 14 percent in 2002, after which spending growth is
estimated to have slowed to about 8 percent per year
between FY 2002-2004.11 The strong economic climate
that prevailed during the late 1990's allowed many
states to expand Medicaid services to higher-income
individuals, often through optional waiver programs.
When a weakened economy caused tax revenues to
plummet in 2001-2002, states began to trim provider
payments, and later cut back eligibility for optional
populations and optional services, resulting in lower
overall spending growth rates.

In a January 2004 analysis, the Congressional Budget
Office (CBO) projected that the federal share of
Medicaid spending would decline from earlier
projections by a total of $142 billion over the ten years
from 2004 to 2013.12 This lower level of spending is
attributable to the Medicare Modernization Act (MMA).
MMA shifts prescription drug coverage from Medicaid
to Medicare, for individuals, known as dual eligibles,
who are enrolled in both programs.

But state Medicaid savings from this shift will be much

lower than the $107 billion one might expect, based on
an average 57 percent federal Medicaid share. That's

ALLIANCE FOR HEALTH REFORM
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WAIVING THE RULES: MEDICAID 1115 AND 1915(C) WAIVERS

Unlike many federal programs — which can operate demonstration programs only within stringent rules — Medicaid
Section 1115 waiver authority is both flexible and broad. Section 1115 of the Social Security Act gives the HHS
Secretary the ability to approve state requests to modify ("waive") Medicaid's core requirements, generally for five
years. This means that the range of services for waiver participants can and often does differ from services provided
to those in the regular Medicaid program. Moreover, unlike the regular Medicaid program, under which enrollment is
open to anyone in the state who meets the applicable eligibility criteria, enrollment caps that limit their size, scope
and cost may be included in 1115 waiver programs. Copayments may be higher for waiver participants, while they
are nominal under federal regulations governing the regular Medicaid program. As of January 2004, 19 states had

comprehensive Section 1115 waivers approved by HHS.

As with Section 1115 waivers, states with approved section 1915(c) waivers may provide a different mix of services
to participants, and they are not required to offer these services to all similarly situated individuals across the state.
Waivers under Section 1915(c) are generally used for smaller populations of individuals who are eligible for long-term
services and wish to receive them at home or in community-based settings.

During the last several years, the Bush Administration has created two simplified ways for states to seek Section
1115 and 1915(c) waivers. One is the Health Insurance Flexibility and Accountability (HIFA) waiver initiative, under
which states may offer Medicaid beneficiaries coverage in private insurance plans. In effect, HIFA waivers are being
used as an alternative vehicle for coverage of beneficiaries needing standard medical services. As of December 2003,

nine states had received approval for a HIFA waiver.

A second waiver initiative, Independence Plus, is designed for individuals needing long-term care services. The
program provides cash to disabled waiver participants in lieu of regular Medicaid services. As of April 2004, five
states had received Independence Plus waivers, which can be structured either as Section 1115 waivers, or as HCBS

waivers under Section 1915(c).

Sources: Center for Medicare and Medicaid Services, 1115 Waiver Research and Demonstration Projects,
http://ww.cms.hhs.gov/medicaid/1115/default.asp and Home and Community-Based Services Waiver Program,

http://www.cms.hhs.gov/medicaid/1915c/design.asp.

Congressional Research Service, "Medicaid and SCHIP Section 1115 Research and Demonstration Waivers," updated March 5, 2004.

Mann, Cindy (2003). "Assessing the role of recent waivers in Providing New Coverage." Kaiser Commission on Medicaid and the
Uninsured, December, p. 3, Table 2. (http://www.kff.org/medicaid/4158.cfm). Retrieved May 24, 2004.

Center for Medicare and Medicaid Services (2004). "Testimony of Dennis Smith, Director of the Centers for Medicare & Medicaid
Services, on the New Freedom Initiative Before the Senate Finance Committee." April 7.
(http://www.cms.hhs.gov/media/press/testimony.asp?Counter=1011). Retrieved May 25, 2004.

because under the law, states are required to make a
substantial contribution to the cost of Medicare drug
coverage for dual eligibles. Specifically, beginning in
2006 the law's so-called "clawback™ provision holds
states responsible for financing 90 percent of what they
were spending per dual eligible in 2003. Over a 10-year
period, the 90 percent state share will decrease to 75
percent, for a total cost to states of $88 billion. States
will be left with 10-year savings of about $19 billion.13
(For more information on the MMA, see Chapter 5,
Medicare.)

In FY 2003, all 50 states and the District of Columbia
froze or cut payment rates for at least one group of
providers, and all states implemented a wide range of
policies to moderate prescription drug costs. Thirty-five
states have reduced or eliminated some services, and 32

ALLIANCE FOR HEALTH REFORM

states have increased copayments on some services for
certain beneficiary populations.i4

Thirty-eight states planned to freeze or reduce physician
rates in FY 2004, while 22 states said they would freeze
hospital rates and 10 planned to cut hospital rates.
Nineteen states planned to cut or freeze nursing home
payments, and an equal number said they would freeze
or cut managed care payments. However, 29 states
planned to boost nursing home payments in FY 2004,
and 20 states planned to increase HMO rates.15

Beneficiaries have been affected as well. Many states
have curtailed their fully state-funded optional coverage
of legal immigrants, raised Medicaid prescription
copayments, and created waiting lists for thousands of
individuals needing home and community-based

For updates, go to www.allhealth.org
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services.16

Each state sets its own reimbursement
levels for doctors, hospitals and other
providers serving Medicaid
beneficiaries. These rates have
historically been lower than those
paid by other insurers. Hospitals, for
example, received Medicaid
payments averaging 98 percent of
their costs in 2001, although that
percentage varied widely from state
to state. By comparison, Medicare
paid 99 percent of hospital costs, and
private payers paid an average of 113
percent of costs.7

Medicaid payments to physicians
grew slowly during the 1990s
compared to Medicare, with the result
that by 1998, Medicaid fees paid to
doctors were only 62 percent of
Medicare fees, on average. Concerns
about the willingness of physicians to
see Medicaid beneficiaries helped
spur faster growth from 1998 to 2003,
when fees rose by 27 percent.18

In 2002, almost 60 percent of
Medicaid beneficiaries were enrolled
in some type of managed care
program, ranging from traditional
managed care models (HMOs) to
more open networks with select
providers.l® While managed care
plans have the potential to improve

SOURCEBOOK FOR JOURNALISTS, 2004

TEMPORARY INCREASE IN MEDICAID
MATCH RATES EXPIRED JUNE 30

State Medicaid budget problems during the last few years have not gone
unnoticed by the federal government. In May 2003, in response to
widespread state revenue shortfalls, Congress enacted legislation to provide
states with $10 billion in extra funding over several quarters of FYs 2003
and 2004. The net effect was an increase in each state's federal match rate
of 2.95 percentage points. This resulted in 42 states reporting that the
increased funding helped them to resolve a Medicaid budget shortfall, while
27 reported that the extra money allowed them to avoid, minimize, or
postpone additional planned Medicaid cuts or freezes.

The $10 billion in federal fiscal relief expired on June 30, 2004. Unless
Congress moves to enact additional Medicaid fiscal relief, many states will
be faced with the need to significantly increase their own Medicaid
spending on program services to keep pace with average recent Medicaid
cost growth rates, or to find ways to moderate program spending. It is
already evident that some states — which cut back on spending in FY 2003
and FY 2004 — will be challenged by enrollment increases and slow
recovery from recent revenue shortfalls.

In the case of the state with the highest match rate, Mississippi — which
saw its federal match rate drop back to 77 percent from 80 percent —
state policymakers would need to increase state Medicaid dollars by almost
24 percent in FY 2005 if total Medicaid spending were to keep pace with
an average national annual growth rate of 8 percent. Mississippi legislators
voted in May 2004 not to raise tobacco taxes to finance a projected
Medicaid deficit of nearly $400 million for FY 2005. They enacted
legislation to reduce the deficit by dropping 65,000 frail elders and
disabled persons from Medicaid by halving income eligibility levels.

Sources: Smith, V., Ramesh, R., Gifford, K., Ellis, E., Wachino, V., & O'Malley, M.
(2004, January). "States Respond to Fiscal Pressure: A 50-State Update of State
Medicaid Spending Growth and Cost Containment Action." Washington, DC: Kaiser
Commission on Medicaid and the Uninsured. (http://kff.org/medicaid/7001.cfm)
and Title Il Community AIDS National Network. "State Medicaid Eligibility Cutbacks
and Exclusions - Proposed and Recently Enacted, 2001-2004."
(http://www.tiicann.org/).

Calculation for Mississippi spending was made by Alliance for Health Reform staff,
based on Mississippi match rates for FY 2004-2005, assuming an 8 percent annual
growth rate for Medicaid spending.

beneficiary access to a range of basic services,
providers in many states argue that state payments are
too low, and in recent years HMOs in some states have
ended their participation in Medicaid.

The average cost of coverage provided to beneficiaries
varies dramatically among different population groups.
Medicaid's relatively healthy population of low-income
families and children, who comprise three-quarters of
all beneficiaries, account for about 30 percent of
spending on services. The elderly and persons with
disabilities, who comprise the remaining one-quarter of
beneficiaries, account for about 70 percent of total
spending. In 2003, estimated Medicaid spending per

For updates, go to www.allhealth.org

child was $1,746, while per-person spending on the
highest-cost group — frail elders — was $12,828.20
(See chart, "Medicaid Expenditures Per Enrollee, FY
2003.")

ENROLLMENT TRENDS

Rising Medicaid expenditures are in part a result of
enrollment increases. Between FY 2000-2002, the
number of beneficiaries enrolled for all or part of the
year increased from 44 million to 51 million. Federal
projections are that enrollment reached 53 million in FY
2003.21
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optional personal care benefit, which
dropped from 22 percent of total
community-based services spending in
1992 to 11 percent in 2002.24

MEDICAID ENROLLMENT
(MILLIONS OF PERSONS FOR ALL OR PART OF SELECTED YEARS)

51.0 53.0
Among children, combined Medicaid and
42.5 SCHIP coverage appears to have played a
key role in reducing the percentage of
? uninsured children from 13 percent to 11
[ 9.4 | percent between 1999 and 2003. However, =
about half of the total number of children 2
21.3 who are currently uninsured may be S
| : . eligible for Medicaid or SCHIP =
1995 2000 2001 2002 2003 enrollment.2s While efforts to Slmpllfy

enrollment and improve outreach in
Medicaid and SCHIP have yielded positive
results, analysts caution that state budget
constraints have triggered cutbacks in both
Medicaid and SCHIP budgets. Many states

M Children [JAdults B Elderly [JBlind & Disabled

Figures for subgroups may not add to total shown due to rounding;
1995 data include 0.9 million classified as “Other.”

Source: U.S. Department of Health and Human Services and Centers for Medicare
and Medicaid Services (2003) (www.cms.hhs.gov/researchers/pubs/03cmsstats.pdf)

Medicaid's partner program, SCHIP, also added several
million enrollees from FY 2000 to FY 2003, when the
total number of enrolled children (and, in a few states,
other family members) was projected to reach 5.8
million.22 (For more information on SCHIP and other
sources of coverage for children, see Chapter 4,
Children's Coverage.) Overall, Medicaid in 2002
provided services to 25 million children, more than one
in four; 13 million adults, primarily low-income
working parents; 5 million seniors; and 8 million
persons with disabilities.22 (See chart, "Medicaid
Enrollment 1995-2003.")

One major trend that has become evident is expanded
enrollment in Medicaid home and community-based
services (HCBS) waiver programs. States are
increasingly turning to HCBS waiver programs for
coverage of aged and disabled persons, and for
individuals with developmental disabilities. Total
enrollment in HCBS waiver programs in 2001 reached
833,000. Nonetheless, demand for HCBS services
considerably outstrips supply. As of 2002, states that
maintain waiver waiting lists reported a total of 157,640
individuals on those lists. Today, HCBS waiver
expenditures account for about one-third of all
Medicaid spending on long-term care services. In
addition, HCBS waiver spending is eclipsing other state
spending on community-based services, namely the

ALLIANCE FOR HEALTH REFORM

have changed eligibility criteria, imposed
enrollment caps, and discontinued support
for outreach activities.26 This may make it
difficult to maintain the recent coverage gains among
children.

Analysis of Medicaid enrollment increases since 2000
suggest that the program has moderated — by about 1.5
million — recent growth in the number of uninsured
adults.2” One federal survey estimates that between
2000 and 2003, the number of uninsured individuals of
all ages increased from 41.3 million to 43.1 million.28
Some analysts suggest that if states had not cutback
eligibility to reduce Medicaid costs during this period,
the number of uninsured would have grown more
slowly.29

STATE BUDGETS AND MEDICAID

Medicaid constitutes the second-largest share of
spending by state governments after elementary and
secondary education, accounting for an estimated 21
percent of total state spending from all sources,30 and 16
percent of spending from state-only sources in FY
2002.31 Rising Medicaid costs became a problem for
state budgets after revenues in many states dropped
precipitously in FY 2002. Revenues began to improve
significantly in FY 2003, and by mid-2004, states were
projecting an overall shortfall of only $720 million for
FY 2004, down from a February 2003 projected gap of
$25.7 billion.32 But with Medicaid spending continuing

For updates, go to www.allhealth.org
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to rise, albeit more slowly, all states and the District of
Columbia report that they are continuing to develop and
implement cost containment strategies.33

Until states fully recover the substantial revenue losses
that occurred during 2002, it is likely that most will
continue to tightly regulate Medicaid spending — even
as revenues improve. In part, this is because, unlike the
federal government, states cannot incur deficits from
one year to the next. With the exception of Vermont, all
states and the District of Columbia are required by their
constitutions to balance their budgets on an annual
basis.

Since 1965, Medicaid costs have been split between the
federal government and the states. On average, the
federal government finances 57 percent of total
Medicaid costs. The 43 percent share paid by states
varies according to a formula that awards more federal
funding to states with low per-capita incomes. The
highest federal match rate is 77 percent, and the lowest
is 50 percent. In effect, Medicaid services in less
affluent states with high match rates are financed
mainly with federal dollars. So if a less affluent state
decides to cut its Medicaid budget, its high match rate
dictates that the state will incur a substantial loss in
federal matching funds. Congress has temporarily
adjusted the federal match rate for certain states on
several occasions, but has never undertaken a wholesale
revision of the formula program.

CURRENT POLICY DEBATES AND
PROPOSALS

Several of the current Medicaid policy debates concern
complex state-federal financing mechanisms that have
enabled some states to receive more federal dollars than
would normally be permitted under the applicable
federal match rate. One front in these ongoing policy
wars centers on “upper payment levels" (UPL), and a
second concerns how states use their funds to make
intergovernmental transfers for purposes of drawing
down federal Medicaid funds.

While federal officials protest that states are improperly
drawing down federal dollars, governors and Medicaid
officials in states using these devices respond that their
ability to deliver health care to vulnerable populations
would be compromised if they are forced to end these
practices fully and immediately.

For updates, go to www.allhealth.org
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Prior to 2001, regulatory UPL ceilings applied to some
service providers were higher than the amounts actually
paid by states for services. These states were able to get
federal Medicaid matching funds for amounts up to the
UPL, effectively increasing the amount of federal
Medicaid funding they would have otherwise received.
Congress has moved to tighten UPL rules, but is
allowing states a phase-out period of up to eight years to
change their practices.

Intergovernmental transfers — transfers of public funds
from one government entity to another — are one way
to finance the state share of Medicaid spending. New
York, for example, requires its counties to provide half
of the state's 50 percent match for federal Medicaid
funds. Some states were able to combine
intergovernmental transfers with UPL payments to
some public hospitals or nursing homes, and draw down
billions of additional federal Medicaid dollars without
putting up any new state matching funds. Such policies
prompted the Centers for Medicare and Medicaid
Services (CMS) to announce in 2004 that it will require
states to provide detailed descriptions of "each source of
revenue” used to claim federal Medicaid funds —
meaning that states will not be able to receive federal
dollars without the agency's approval.34

Debate also continues about the strengths and
weaknesses of the HIFA and Independence Plus waiver
initiatives of the Bush Administration. (See box,
"Waiving the Rules: Medicaid 1115 and 1915(c)
Waivers.") While proponents praise the flexibility built
into these initiatives, opponents express concern about
the potential of 1115 waivers to erode the entitlement
nature of the Medicaid program.

The 1999 U.S. Supreme Court decision in Olmstead v.
L.C. — which interpreted the non-discrimination
provisions of the 1990 Americans with Disabilities Act
to apply to Medicaid and other publicly funded health
care programs — has pushed states to consider making
more non-institutional placements available to
individuals with disabilities who wish to live at home or
in community settings. In 2000, an estimated 140,000
individuals with mental retardation or developmental
disabilities lived in nursing facilities. In the view of
most disability organizations, the vast majority of
institutionalized persons with disabilities could live in
small homes in the community with appropriate
support.

ALLIANCE FOR HEALTH REFORM
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To date, the results of states' efforts following the B How is the "best price" calculated by your state for
Olmstead decision appear mixed. While many states covered prescription drugs? How have these best
have drafted Olmstead plans that are broadly designed prices changed in recent years, and how do they dif-
to increase community placements, fewer are actively fer from prices paid by the Department of \eterans
engaged in identifying community settings for Affairs and other large payers, e.g., managed care
institutionalized persons who do not oppose community plans? Is your state engaged in any litigation against
placement. In addition, state budgets frequently do not drug manufacturers using the False Claims Act,
reflect Olmstead planning goals.35 sometimes referred to as "whistleblower" cases?
[7]

Looking ahead, the prospect of continuing tight state W How is implementation of the Medicare drug bene- =
Medicaid budgets — in combination with large federal fit in 2006 likely to affect Medicaid costs in your 2
deficits, rising health care costs, and expanding program state? What steps are state officials taking to prepare S
enrollment — is certain to fuel further policy debates for enrolling low-income Medicaid beneficiaries =
about the program's future. Those discussions may who are also eligible for Medicare (known as "dual
include consideration of whether the program's eligibles") in the new drug benefit program? Since
financing system could include ways to allow states to the Medicare Modernization Act requires states to
weather short-term economic difficulties, without major continue financing a significant portion of the drug
changes in eligibility and services. Other options may coverage for dual eligibles, what steps is your state
include allowing states more flexibility, including planning to try to control these costs?
allowing them to lessen beneficiaries' entitlement to
services. B Has your state asked the HHS Secretary for author-

ity to waive standard Medicaid services for low-
STORY IDEAS income workers under Health Insurance Flexibility

and Accountability (HIFA) waivers? Has your state
obtained an Independence Plus waiver? If so, how
do Medicaid services for enrolled individuals differ
from long-term care services that would otherwise
be provided?

W Does your state deliver long-term care services
through a home and community-based services
(HCBS) waiver program? How many such waivers
does your state have, what kinds of individuals are
enrolled, and what services are provided? What
impact, if any, has the 1999 Supreme Court's
Olmstead decision had on state policy to increase
the availability of community placements for indi-
viduals with disabilities? For example, has the num-
ber of HCBS waiver slots increased?

W What changes has your state made to Medicaid ben-
efits in the last year? How has this affected access to
services for beneficiaries? If services were trimmed,
which ones were cut, and by how much? What fac-
tors went into this decision? How much money did
the state save, and how much less in federal
Medicaid funding was received as a result of the
cuts? If Medicaid payments to providers were
reduced, which providers (e.g., hospitals, nursing
homes) were affected?

W How is the Medicaid program in your state financed
— through general revenues, or in combination by
dedicated funding? Has the financing changed in
recent years? What percent of the state's general
revenue is now dedicated to Medicaid? Has this
changed, and what are the projections? What are the
main cost drivers in your state's Medicaid budget,
and what steps are being taken to moderate the
growth of these costs?

B During economic downturns, Medicaid enrollment
tends to rise. Has it increased in your state during
the last three years? What do policymakers see hap-
pening to enrollment in the future? Are state rev-
enues healthy enough to finance increased program
enrollment? If policymakers are taking steps to curb
enrollment growth, what is the impact of this on
low-income working families?

B How are Medicaid drug formularies designed in
your state? How have rising prescription drug costs
affected formularies? What is the impact on benefi-
ciaries?
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M Is your state engaged in other types of anti-fraud
Medicaid activities, e.g., initiatives to shut down so-
called "Medicaid mills," under which providers bill
the program for services that are not actually pro-
vided?

W How widespread is the practice of people transfer-
ring assets to establish eligibility for Medicaid long-
term care services? Does the state attempt to recov-
er Medicaid costs from the estates of deceased ben-
eficiaries in such cases?
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