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The President’s FY 2007 Budget Proposal:

Overview and Briefing Charts

Medicaid Excerpt
Introduction

The President sent his proposed budget for fiscal year 2007 to Congress on February 6,

2006. The budget sets forth the Administration’s estimates of federal spending and

revenues and also lays out the Administration’s policy priorities. Last year, the President

set out to reduce the deficit in half by 2009, and this budget strives to achieve this target.

The budget estimates a deficit of $423 billion in FY 2006 declining to $205 billion in FY

2011. These deficit estimates account for proposals that increase defense spending, reduce non-defense discretionary spending, and reduce entitlement spending by $65 billion over the next five years. The entitlement reduction proposals are in addition to the $40 billion in mandatory savings included in the Deficit Reduction Act (DRA) that was signed two days after the release of the FY 2007 budget proposal. However, many budgetary costs, such as the impact of extending the tax cuts, fall outside the five-year budget window and other items such as the ongoing costs of the war in Iraq are not included in the budget.

The purpose of this chartpack is to review the President’s FY 2007 budget request to

Congress by highlighting overall budget assumptions and funding for major health

programs. Overall, the budget includes net reductions for Medicare, Medicaid and other

health programs administered by the Department of Health and Human Services. The

budget also includes additional expenditures for proposals to promote Health Savings

Accounts (HSAs).
​​​​​________________________________________________________________________

Health Priorities Outlined in the President’s FY 2007 Budget Proposal

Funding for federal health programs in the President’s budget accounts for about 1 in every 5 federal dollars spent (Figure 8). The President’s budget proposes $647 billion for total spending on health programs under the Department of Health and Human Services 
 (HHS) for FY 2007. Fifty-seven percent of these funds would be spent on Medicare, 33 percent on Medicaid, 9 percent on public health programs, and less than 1 percent on the State Children’s Health Insurance Program (SCHIP) (Figure 9).

The President’s budget proposes to reduce spending on health entitlement programs, such

as Medicare and Medicaid, and to limit new funds for other health discretionary programs. The President’s budget also includes a number of health care-related tax 
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proposals totaling $156 billion over the next ten years to address the issue of the uninsured.
________________________________________________________________________

Medicaid

In FY 2006, federal spending on the Medicaid program is estimated to reach $192 billion

(Figure 14). The Administration proposes to reduce Medicaid spending through both

legislative and administrative proposals by $14 billion over the next five years and by $35 billion over the next ten years. Administrative actions may include new regulations or guidance and do not require Congressional action. (Figure 15). 

The proposed budget builds on the spending reductions ($26 billion over ten years) and the policy proposals included in the DRA. The Administration highlights a new waiver

initiative that “emphasizes market driven approaches” broadening choice and encouraging competition, similar to the concepts included in the Florida waiver. Additional waivers or demonstrations authorized under the DRA would not have budget implications but could impose fundamental structural changes to the Medicaid program and these changes could have implications for low-income beneficiaries.

The FY 2007 proposed budget includes legislative proposals that reduce Medicaid

spending by $11.9 billion over ten years offset by proposals that increase Medicaid by $6.7 billion for a net savings of $5.1 billion over the next ten years. The FY 2007 budget

proposes to: reduce administrative costs by reassigning administrative costs between

Medicaid and TANF; reduce the federal matching rate for targeted case management to 50 percent from the state matching rate; limit pharmacy reimbursement for certain drugs, limit Medicaid payments when a third-party may be liable, and allow states to use more

restrictive formularies for prescription drugs. The proposed budget also includes

4 legislative proposals to extend transitional medical assistance (TMA) and to increase

outreach for Medicaid and SCHIP through the “Cover the Kids” campaign.

The proposed budget also includes $30.4 billion over ten years from administrative

changes, some of which were included in the FY 2006 budget as legislative proposals. The Administration proposes to cap government providers at no more than costs of providing services; phase-down of the allowable provider tax rate from 6 percent to 3 percent; prohibit federal reimbursement for school-based administration or transportation costs; clarify the reimbursement rules for rehabilitation services; and eliminate “pay and chase” for pharmacy claims.

State Children’s Health Insurance Plan (SCHIP)

The budget proposes to freeze federal SCHIP allotments at 2007 levels of $5 billion for

each of the next ten years. Before accounting for other policy proposals (like “Cover the

Kids”) the Office of the Actuary expects that enrollment in SCHIP would decline by more than one-third from 3.9 million to 2.5 million over the period. (Figure 16) The FY 2007 budget proposes to change the redistribution formula for unspent allotments by “seeking the authority to better target SCHIP funds in a more timely fashion”.
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