
At opposite ends of the coun-
try, two large and influential
states are pushing toward

lowering their rates of uninsured chil-
dren and adults in ways that the rest
of the country may end up following.
New York and California each have
been dubbed as among the most pro-
gressive in America when it comes to
creating large programs to benefit the
working poor.

New York State’s program, the
Health Care Reform Act (HCRA)
2000, became law in December 1999
and only now is beginning to gain
momentum. It was created to enlarge
upon NY’s Health Care Reform Act

of 1996 and bring coverage to as
many as 1 million New Yorkers. The
bill is a work in progress as state offi-
cials are still in negotiations with the
Health Care Financing Administra-
tion (HCFA) for waiver approvals.

In California, Gov. Gray Davis
says he wants to expand the state’s
Healthy Families program to cover all
members of the working poor, both
children and their parents. By putting
Health Families into place, the gover-
nor may avoid losing California’s
allotment of federal funding from the
Children’s Health Insurance Program

The U.S. Department of
Health and Human Services
(HHS) wants more low-

income people to be eligible for
Medicaid and is proposing new rules
to give states greater flexibility in
determining Medicaid eligibility. And
newly reported research demonstrates
the need for broader insurance cover-
age for adults.

Government analysts say the rule
changes potentially could help tens
of thousands of people — particu-
larly the elderly, people on disabili-
ties, and families with disabled
children — to obtain Medicaid cov-
erage while living at home, rather
than being forced into nursing care

facilities as a condition for coverage.
The department says the proposed

changes “address problems created by
existing rules that limit Medicaid eli-
gibility for certain individuals to out-
dated, extremely low-income levels
that were used in the old Aid to
Families with Dependent Children
program,” before welfare reform elim-
inated that program. 

The changes are intended to help
families with incomes slightly above
traditional Medicaid limits but with
very large medical bills.

Under current “medically needy”
rules, a state can offer Medicaid 
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coverage to such people once they have spent 
so much of their income on medical bills that what 
is left meets the state’s medically needy income 
standard. 

In more than 40% of the states, however, HHS says
that standard is significantly below the poverty level.
Under the federal proposal, states could disregard por-
tions of someone’s income, such as the income neces-
sary to pay for food, clothing, or housing.

“This proposal has important potential to open
doors to community living for thousands of Americans
who are able to live at home and do not want to be
confined in nursing homes,” says Health and Human
Services Secretary Donna Shalala. “It can enable people
to obtain the services they need to live in their own

homes despite a chronic illness or disability and lead
fuller lives of their own choosing.”

The proposed rule is of special significance for the
elderly and people with disabilities. Under current rules,
people in institutions can qualify for Medicaid coverage
at much higher income levels than if they lived in the
community. 

The department says such an “institutional bias” is a
barrier to living in the community for many elderly
people with disabilities. The proposed change would
give states the flexibility to change their own rules so
that the elderly or people with a disability would not
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“This proposal has important potential to

open doors to community living for thou-

sands of Americans who are able to live 

at home and do not want to be confined 

in nursing homes. It can enable people to

obtain the services they need to live in

their own homes despite a chronic illness

or disability and lead fuller lives of their

own choosing.”

Donna Shalala
Secretary
Department of Health and Human Services
Washington, DC
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have to lose health coverage if they
move into a community setting.

States also could use the new rule
to help low-income people with dis-
abilities to participate in the work
force. For example, a state might dis-
regard income from a savings
account used by a worker to save
funds for the purchase of a home,
automobile, or similar item that pro-
motes independence.

The proposed regulation also
could allow states to provide coverage
to additional families and children
who cannot be covered under exist-
ing rules. For example, states would
have the flexibility to offer health
insurance coverage under Medicaid
to young adults ages 19 and 20 who
are still in school or are just begin-
ning employment.

“This change could permit the
elderly and others to retain enough
income to meet life’s basic living
expenses and still get help with
their catastrophic medical bills,”
says Mike Hash, acting administra-
tor for the Health Care Financing
Administration. 

New federal spending required by
the proposed regulation is estimated
at $960 million over five years. States
would be required to spend a similar
amount during that period. 

Meanwhile, support for attempts
to broaden coverage for adults, partic-
ularly those with chronic health con-
ditions, comes from a study reported
in the Oct. 25 Journal of the American
Medical Association. 

In that study, researchers found
that many uninsured adults are not
getting the medical care they need,
despite a growing perception in the
country at large that such care is
available from physicians and hospi-
tals. In examining survey data for
more than 220,000 adults, the
researchers reported that 14% of
respondents lacked health insurance
and 10% had been without insur-
ance for a full year. 

Nearly 70% of those who described
themselves as being in poor health and
50% of those who said they were in
fair health reported that they could not
see a physician when they needed to in
the past year because of cost.

“Many uninsured adults are going
without proper medical attention,”
says John Ayanian, MD, associate
professor of medicine and health care
policy at Harvard Medical School
and the study’s lead author. “Thirty-
two percent of women without

health insurance for [more than] a
year report not getting a mammo-
gram in the past two years. Twenty-
six percent of the long-term
uninsured with hypertension or dia-
betes say they haven’t had a checkup
with a doctor in two years. From a
public health perspective, these num-
bers are a great concern.”

The proportion of uninsured

individuals was higher among
younger adults, men, blacks,
Hispanics, residents of the South
and West, those with less education
and lower incomes, and those who
were self-employed, unemployed, or
not in the labor force. Nearly two-
fifths of long-term uninsured adults
and one-third of the short-term
uninsured adults reported they could
not see a physician in the past year
when needed due to cost. In addi-
tion, in all clinical risk groups stud-
ied, long-term uninsured adults were
significantly more likely than insured
adults to have lacked a routine
checkup. 

Long-term uninsured adults also
were significantly more likely than
insured adults to have unmet needs
for many preventive services, includ-
ing mammography, Pap tests, sigmoi-
doscopy, and hypertension screens.
The only services that were received
at a rate similar to that of the insured
population were glycosylated hemo-
globin measurements and pneumo-
coccal vaccinations among adults
with diabetes and HIV screening
among those with self-perceived risk.
Long-term uninsured adults were
three to four times more likely not to
have received clinical services such as
breast cancer and hypertension
screening.

The researchers say that “although
patchwork programs can fill gaps in
specific services such as cancer screen-
ing for uninsured adults, national
health goals represented in the
Healthy People 2010 objectives are
unlikely to be met without more vig-
orous efforts to extend affordable
health insurance to the uninsured for
a wide range of basic medical services.
Our findings suggest that the health
benefits of extending insurance to
these groups could be substantial, but
the costs borne by uninsured people
must be low enough to encourage
broad participation, especially for
those who are poor or near poor.”  ■

“Although patchwork 

programs can fill gaps in

specific services such 

as cancer screening for 

uninsured adults, national

health goals represented 

in the Health People 2010

objectives are unlikely 

to be met without more

vigorous efforts to extend

affordable health insurance

to the uninsured for a wide

range of basic medical 

services.”

Ayanian JZ, et al.
Unmet health needs of 
uninsured adults in the 
United States. 
JAMA 2000; 284:2,061-2,069.
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Signaling it doesn’t intend to go
down quietly, Blue Cross and
Blue Shield of Minnesota is

aggressively defending itself against
charges by Mike Hatch, state attorney
general, that the plan engages in “a
pattern of misconduct” in denying
medically necessary health care treat-
ment recommended by physicians for
state children suffering from mental
illness, eating disorders, and chemical
dependency.

Mr. Hatch’s suit, filed Oct. 3,
alleges that Blue Cross routinely
attempts to sidestep its coverage
obligations by inappropriately shifting
the cost of caring for such children to
taxpayers and/or their families,
including instructing parents to have
their children suffer “legal conse-
quences” or to make “use of the juve-
nile justice system,” instead of
providing the care covered by the pol-
icy. The suit also alleges that in some
cases Blue Cross instructs parents to
place their children in foster care
rather than provide medically neces-
sary treatment. It gives six case illus-
trations of the Blue Cross actions
specified in the suit.

Mr. Hatch declared it is “wrong for
any HMO or health insurer to deny
coverage for medically necessary
health care treatment. The atrocity is
magnified when the denials are
imposed on children with mental ill-
ness and eating disorders. The fami-
lies of these children aren’t always in a
position to recognize the scope of
their problems and certainly aren’t in
a position to fight back against an
insurer that restricts access to care.”

Mr. Hatch’s complaint says Blue
Cross and Blue Shield misrepresents
its actual practices in its advertising,
promotional materials, contracts, and
policies and that its actions violate

state consumer and insurance laws.
Blue Cross issued a brief statement

Oct. 3 and asserted that the com-
pany’s goal is to get people back to
their best possible health through
individualized treatment programs.
The company added that it pays for
more than 94% of requested treat-
ment, whether it is reviewed or not.
Blue Cross appeared to take a more
combative stance when it filed its
reply brief with the Hennepin
County Court and provided a rare
look at its medical necessity review
procedures.

Rebutting the charges
Mark Banks, CEO for Blue Cross

and Blue Shield of Minnesota, says
Mr. Hatch never approached the plan
to discuss any potential problems or
raise questions about the six patients
cited in his illustrations. 

“Instead, he chose to ignore the facts
and grab the headlines. The six illustra-
tions described in the complaint are not
typical cases. From January through
September 2000 alone, Blue Cross paid
out more than $67 million in mental
health and chemical dependency bene-
fits for our members. Nearly one-third
— $21 million — of these benefits was
for mental health and chemical depen-
dency treatment for children,” Mr.
Banks continues. “The attorney general
suggests that the medical review process
employed by Blue Cross is inherently
suspect. Yet, the legislature has specifi-
cally endorsed the concept of utilization
review and peer review with the enact-
ment of comprehensive legislation.
Furthermore, both the state of
Minnesota and the federal government
have adopted medical review for their
own government programs.”

In its legal filing, Blue Cross con-
tends that “for a very small number of

cases, the level of care [provided] was
reduced to some degree or denied.
This process includes the review of all
information that is provided to Blue
Cross by the families or facilities giv-
ing care. . . . Reduction in lengths of
inpatient stays or denials may be
determined [to be] appropriate when
a less intensive setting can address the
treatment needs of the patient, when
outpatient care has not been
attempted or fully explored, or when
the facility has failed to demonstrate
why a particular treatment or course
of care is necessary to carry out the
treatment plan for a specific patient.”

Blue Cross says its process for assess-
ing medical necessity in the context of
managing mental health services is
based on criteria researched and
reviewed by a national multidiscipli-
nary panel of clinicians for The
Mihalik Group of Chicago. The crite-
ria are submitted for review to licensed
mental health clinicians at 10
Minnesota clinics that submit high
volumes of claims to Blue Cross and to
10 internal, multidisciplinary staff of
its behavioral care subsidiary,
Behavioral Health Services Inc. The
clinicians who participate in the review
practice in Minneapolis-St. Paul and
throughout Minnesota are child/ado-
lescent specialists and generalists.

The review criteria for determining
medical necessity, “which are
endorsed by the mental health com-
munity and have been adopted by
Blue Cross,” require that a treatment
or service be:

1. intended to identify or treat a
diagnosable disorder that causes pain or
suffering, threatens life, or a resulting
illness as manifested by impairment in
social, occupational, scholastic, or role
functioning;

2. consistent with nationally

Blue Cross and Blue Shield of Minnesota says 
its coverage review decisions are appropriate



accepted standards of medical practice;
3. individualized, specific, and con-

sistent with the individual’s signs,
symptoms, history, and diagnosis;

4. reasonably expected to help
restore or maintain the individual’s
health or to improve or prevent dete-
rioration in the individual’s diagnos-
able disorder;

5. provided in the least restrictive
setting that balances safety, effective-
ness, and efficiency; 

6. not primarily for the conve-
nience of the individual, provider, or
another party.

The plan calls for reviewers to focus
on individual clinical presentations
and treatment needs to determine the
appropriate length of stay, rather than
automatically approving lengths of
stay based on predefined programs.

“Blue Cross has clearly advised review-
ers that [it] expects decisions to reflect
the most appropriate treatment for a
patient in the most appropriate set-
ting. The physician consultants who
perform peer review must agree to
base the decisions on the appropriate-
ness of the care/treatment and medical
necessity of services and are not sub-
ject to incentives or quotas to reduce
or deny care/services. Peer reviewers
are paid solely for their time spent in
reviewing a case.”

Although the attorney general has
not divulged the identities of the six
patients referred to only by their ini-
tials in his complaint, Blue Cross says
it determined that among its sub-
scribers there are persons who match
the attorney general’s descriptions in
terms of diagnosis and treatment

information. “But Blue Cross denies
that the allegations accurately depict
the investigations and reviews done
by Blue Cross with respect to these
patients.” For each of the six, the
company says, these steps were taken:

• The review processes were timely.
• The company reviewed all new

information submitted to it for 
consideration.

• It followed its review and appeals
processes.

• The company gave the provider
timely notification of any denials so
that the provider and the family could
decide how to proceed with treatment. 

“Blue Cross further denies that it
consistently refused to provide cover-
age for any of the six patients’
requested treatment using dishonest
or misleading tactics,” the company

December 2000 State Health Watch 5

Massachusetts is pledging to spend $114 million
over five years to provide services to an esti-
mated 2,400 mentally retarded adults who have

been on a waiting list for the services for many years. 
The state pledge is the basis for a settlement being

negotiated as State Health Watch went to press to end a
suit brought against the state by a group of mentally
retarded adults and their families. Boston attorney Neil
McKittrick, who filed the suit, confirmed the possible
agreement to State Health Watch but said all the details
still were to be negotiated and a news blackout has been
imposed during the negotiations.

Moves to settle the case came as a federal judge who
had indicated growing exasperation with what he saw as
delaying tactics by the state prepared to order that the ser-
vices be provided.

U.S. District Court Judge Douglas Woodlock first
ruled July 14 that within 90 days the state had to provide
Medical Assistance services under a waiver plan, includ-
ing residential habilitation services in group homes, to
mentally retarded adults already on a waiting list. In that
order, Mr. Woodlock gave the state an opportunity to
show why it could not comply with his timetable. 

In a filing prepared for a hearing in late September,
officials from the state Department of Mental
Retardation said that vacant beds are not available in
group homes for the adults certified by Mr. Woodlock as

members of the class who will benefit from his decision.
Therefore, the department said, it could not meet the 90-
day requirements. The agency also said it is not possible
to create new state-funded places to live or to place indi-
viduals into existing beds within 90 days. State officials
asked the judge not to issue an order with a specific time
requirement for reducing the waiting list for services, say-
ing it had received additional state funding and had a
plan for cutting the size of the waiting list.

On Oct. 25, the judge told state assistant attorney
general John E. Bowman Jr., “I’ve found no justification
for extending [the time] further. What have you done in
90 days?” Media reports say Mr. Woodlock also criticized
Mr. Bowman for failing to focus on the issues and filing
confusing court documents. “I have no tolerance for the
soft language used by the commonwealth. You’ve given
me all sorts of stuff unrelated to my timetable question.”

Mr. McKittrick told reporters in Boston previously he
anticipated that Mr. Woodlock would issue an “order
with teeth,” likely calling for nonresidential services such
as workshops within 90 days and group home place-
ments within 12 to 18 months. 

“There are people who have waited for services from
the commonwealth for years or decades,” Mr. McKittrick
said. “The government has had two opportunities to say
when they would fix the problem but failed to do so.
Now they are going to have to.”  ■

A settlement is nearing in Massachusetts retardation case
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adds. Blue Cross also insists it never
said that any of the six were not in
need of care. “The issue, to the extent
that there was an issue, was about the
level of care appropriate to the cir-
cumstances of each of these patients.”

The plan also denies a specific
charge by the attorney general that it
told the parents of one of the illustra-
tive patients that they should have the
child arrested and then treated by
government agencies in connection
with the juvenile justice system. The
company says that in rare cases, and
only after a case review by commu-
nity board-certified psychiatrists who
are not employed by the Blues,
reviewers may recommend that the
juvenile justice system be involved as
a complement to health programs.

“This may occur,” the company
writes in a fact sheet, “in the context
of apparent criminal activity, such as
when an adolescent may be engaged
in the use of illicit drugs, underage
drinking, auto theft, curfew viola-
tions, and truancy.”

Blue Cross provides in its court
documents detailed analyses of the
review and decisions made in each of
the six cases, showing when appeals
were not taken and additional treat-
ment days were not requested.

Missing from the court filing is a
key policy issue raised by Blue Cross
in its initial response to Mr. Hatch’s
suit. At that time, the company said,
“There is a larger issue at stake here.
When employers or individuals buy
health coverage from Blue Cross, they

purchase a specific set of benefits. It’s
easy to tell a health plan to pay for
everything. The fact is that we can’t
do that without taking something
away from someone else. All of us —
employers, consumers, government,
and, yes, the attorney general — need
to decide what we want from our
health system and how we as a society
should make difficult and expensive
decisions. There are no villains here,
despite Mr. Hatch’s efforts to manu-
facture one. Instead, there exists a
legitimate policy debate about how
the burden of medical care will be dis-
tributed within our society.”

[Contact Mr. Hatch at (651) 296-
3353 and Blue Cross and Blue Shield
at (651) 662-2882.]  ■

Anew report says medication errors are the most
common type of medical errors at health care
facilities in the United States, seeming to confirm

the findings of a controversial 1999 Institute of Medicine
(IOM) report. 

HCPro, a health care consulting company in Marble-
head, MA, announced the results of the survey, which it
conducted in an effort to determine the nature and fre-
quency of medical errors in health care facilities. The sur-
vey was launched in response to the IOM report that said
medical errors in U.S. hospitals may be responsible for up
to 98,000 deaths per year. HCPro surveyed about 300
risk- and quality-assurance managers, senior administra-
tors and nonphysician clinical staff from 380 hospitals.

Ninety-four percent of those surveyed reported that
medication errors had occurred at their facilities during
the past year. Sixty-four percent also said that medication
errors were the most frequent medical error, followed by
patient falls and delay of treatment. 

In addition, 13 respondents said the medication errors
had led to deaths. Out of 95 deaths in the past year at the
hospitals surveyed, 29 were caused by medication errors. 

“While there has been considerable debate over the
validity of the IOM findings, our survey clearly indicates
that medical errors are a legitimate and critical concern
for healthcare professionals,” says Bob Croce, executive
editor at HCPro. He notes that the results of the HCPro
survey are almost identical to the IOM survey, with

medication errors ranking No. 1 in both surveys. 
In a related effort, VHA Inc. Has launched three new

medication error reduction initiatives, engaging clinical
teams from more than 50 facilities in six states in a col-
laborative program to quickly reduce the likelihood of
medication errors in their hospitals. This brings the total
number of hospitals participating in VHA’s Clinical
Advantage medication error reduction initiative to more
than 100 nationwide. VHA is a national alliance of more
than 2,000 community-based health care organizations.

The three new programs include hospitals from
VHA’s East Coast, Empire States, Pennsylvania,
Northeast and West Coast regions. The medication error
initiative focuses on problematic drug labeling; inade-
quate practitioner and patient education; unrestricted
drug access; ambiguous order communication; and
error-prone device design. Other areas of concentration
include the safe use of insulin, concentrated electrolytes,
chemotherapy and drugs such as heparin and warfarin;
and the use of automatic dispensing and medication
delivery devices.

“The large number of facilities participating in this
initiative underscores the importance VHA hospitals
place on this issue,” says Stuart Baker, MD, VHA’s exec-
utive vice president of clinical affairs. “We believe that
through efforts such as this, VHA members can lead the
way in developing methodologies to avoid unnecessary,
costly, and often tragic medication errors.”  ■

A new report confirms medication errors are the most common
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(CHIP). The target is 600,000 work-
ing adults, and it could cost the state
an additional $128 million each year.

For both states, expanding their
programs is seen by many of their
administrators and policy-makers as
the only way available to reach the
people the programs were created
for. Both state’s programs have
plenty in common.

New York: Building a coalition
HCRA’s insurance proposals may

be the largest expansion of state-
based insurance in America. It took
many components to complete the
program.

A coalition of interest groups had
to find common ground to create
HCRA. Health care leaders, advocacy
groups, and lobbyists had to come
together to fuse the state’s tobacco set-
tlement money, the state’s increase of
55 cents per pack of cigarettes, and
matching federal funds into the new
program.

Though December marks the end
of the first year for HCRA, the pro-
gram just now is gaining steam. By
2003, costs to fund the program are
projected to be about $900 million
per year.

“New York is not the first at all on
building on this. California is doing
something similar,” Deborah Curtis,
author of the policy brief “Access for
the Uninsured: New York Health
Care Reform Act 2000” and
researcher for the National Academy
for State Health Policy (NASHP) in
Portland, ME, tells State Health
Watch. “They are also using tobacco
money for various types of coverage
initiatives.”

According to Ms. Curtis, HCRA
was created to: 

• continue deregulation of hospital
payments;

• continue financing for hospital
bad debt/charity care and graduate
medical education;

• increase funding for Child
Health Plus, which is New York’s sub-
sidized health insurance program for
low-income children with family
incomes above the Medicaid eligibil-
ity level;

• create Family Health Plus, a free
health insurance program for low-
income, working adults;

• create Healthy New York, subsi-
dized insurance for small businesses
and working individuals;

• create Direct Pay Fund, a stop-
loss fund to offset premium increases
in the individual market.

California’s individual goals are
similar. Using the pathway created by
either state as a guide for other states
to follow can be dangerous ground,
according to Cynthia Pernice, CHIP
project manager for NASHP.

“I’m cautious about saying what
works in one state won’t necessarily
work in another state. Some state leg-
islatures have different rules,” Ms.
Pernice tells SHW. “It takes time for
states to do their thing.”

Time is something California is

running short on this year. The Los
Angeles Times urges Mr. Davis to pick
up the slack left by the Congress’s fail-
ure to pass more of the health reforms
it has promised in the past. Local
solutions, the Times editorializes, are
necessary now more than ever, “espe-
cially for the working poor.” 

The governor must let the federal
government know of his intentions to
spend allocations from Washington,
DC, or else lose the money by year’s
end. The state could lose up to $420
million this year if California doesn’t
put its system in place. California is
one of 40 states that have not spent
their allocations; New York is one of
only 10 that have spent the federal
allocation.

The California contribution to the
program would be an extra $128 mil-
lion annually. Some legislators feel the
amount is reasonable, but others say
they fear for the coming years when
such luxuries as the current budget
surpluses may evaporate. Either way,
the state is looking for ways to com-
plement the federal money, which is
sitting unspent.

“When stats show almost 90% of
the money is unspent, it’s not the
state’s problem,” Ms. Pernice says.
“It’s the way the money is allocated.
All states jumped in wanting to cover
as many kids as they could.”

Healthy Family is a CHIP pro-
gram, Pernice says, for those who are
not eligible for Medicaid or Medi-
Cal. The state is working under the
assumption that Mr. Davis’s proposed
rules will be the final rules the pro-
gram will operate under, Ms. Pernice
says, adding that she expects the
Congress to extend the deadline to
spend the federal allocations by the
end of the year.

States must submit a waiver appli-
cation to HCFA to be able to cover
parents, Ms. Pernice says, but the
California governor has yet to disclose
how that waiver would work. Its
effect on parents has yet to be gauged,

State coalitions 
Continued from page 1

“When stats show almost

90% of the money is

unspent, it’s not the state’s

problem. It’s the way the

money is allocated. All

states jumped in wanting to

cover as many kids as they

could.”

Cynthia Pernice
CHIP Project Manager
National Academy for State
Health Policy
Portland, ME



she adds. Would they be covered
through state funding? Through
employers?

Either way, Ms. Pernice says, it’s a
progressive way to fight the problem.

“Other states that are doing it
include New York, Massachusetts,
Wisconsin, Minnesota, Rhode Island,
Tennessee. They are all trying to cover
as many people as possible.”

The California Medical Associa-
tion, along with the California Small
Business Association, The Children’s
Partnership, Insure the Uninsured
Project, Pacific Business Group on
Health, and Wellpoint Health
Networks, is urging the governor to
create a provision for a credit option
for employer coverage in his federal
waiver application.

“In many cases, uninsured families
with access to employment-based
insurance could be covered at lower
public cost by paying part of the fam-
ily’s share of premium to enroll in
their employer-provided plan,” a let-
ter written by the coalition to Mr.
Davis reads. “Doing so would make
use of the employer contribution
available to them and thus stretch the
available public dollars to cover more
families.

“The purchasing credit approach
can encourage the use of employ-
ment-based insurance. At Healthy
Families income level, about one-
third of uninsured California parents
and children have access to employ-
ment-based coverage but are appar-
ently unable to afford their required
contributions.”

No legislation is an island
HCRA in New York started off

with a cost of $9 billion to imple-
ment, creating three new initiatives:
Family Health Plus, Healthy New
York, and Direct Pay Market
Subsidies.

Family Health Plus provides com-
prehensive health insurance for lower
income, uninsured working adults

and is, technically, a Medicaid expan-
sion. Healthy New York is subsidized
health insurance for small businesses
and individuals who pay for their
own coverage. Funding is $219 mil-
lion for the coming three years.
Direct Pay is for HMOs covering
individuals under standardized indi-
vidual direct payment contracts. The
HMOs can then receive reimburse-
ment for 90% of high-cost claims
between $20,000 and $100,000. The
hope is that insurers will pass along
the reimbursements to its members as
lower premium increases.

As in California, where the gover-
nor is contemplating waivers from
HCFA, New York’s Family Health
Plus can get started on Jan. 1, 2001, if
it receives all the necessary waivers
from Washington, DC.

NASHP’s policy brief outlines the
task succinctly: “The Department of
Insurance in New York is charged
with the development and implemen-
tation of HCRA’s two private insur-
ance initiatives: Healthy New York
and the Direct Pay Fund. It must set
up procedures for administering the

stop-loss funds and develop guide-
lines for plan qualification and pre-
mium review and approval. Once
implemented, questions remain as to
whether these insurance options will
have the desired effect in the small
group and individual insurance 
marketplace. Will the cost of the lim-
ited benefits product be affordable to
uninsured workers and will the signif-
icant cost-sharing be acceptable? Will
businesses be willing to subsidize
50% of their employees’ coverage in
order to participate?”

The increasing number of employ-
ers that have shrugged off the burden
of offering health care insurance spot-
lights a trend, Ms. Curtis says.

“It’s progressive in helping people
who are historically out of the loop of
Medicaid, like adults,” she says.
“Once you have established who is
eligible, you need to figure out how
to get them enrolled and keep them
enrolled. If the state can do that, that’s
a big job.”

Ms. Pernice agrees that retention is
the next hurdle the states need to get
over. ”CHIP has enabled the state
[California] to get a higher federal
match, and now states are publicizing
Medicaid and CHIP for low-income
families through TV ads, grocery
stores, the laundromat. All you have
to do is ride around town; it’s visible.”

Timing and location were crucial
to HCRA’s creation. Diverse groups
worked toward its founding, and
those combinations may not be part
of the political makeup of other
states.

“I’m cautious about what works in
one state, that it doesn’t necessarily
work in another state,” Ms. Pernice
adds. “Some state legislatures have
different rules. It takes time for states
to do their own thing.”

California’s population makeup
highlights the state’s personal features.
It has the third-highest rate of unin-
sured among the nonelderly in the
United Sates. Only Arizona and (with
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“It’s progressive in helping

people who are historically

out of the loop of Medicaid,

like adults. Once you have

established who is eligible,

you need to figure out how

to get them enrolled and

keep them enrolled. If the

state can do that, that’s a 

big job.”

Deborah Curtis
Researcher
National Academy for State
Health Policy
Portland, ME



27.2%) and Texas (with 27%) have
higher uninsured rates than California,
according to the Employee Benefit
Research Institute. It is also the most
populous state in the nation. Some of
the challenges that lie ahead for the
New York initiative, according to
NASHP’s policy brief, include:

• Implementation of initiatives to
expand access to the uninsured is a
complex and difficult undertaking no
matter how small or incremental the
reform.

• Subsidized health insurance pro-
grams are costly. To achieve enroll-
ment, subsidies must be deep (with
premiums not to exceed 1% to 3% of
income), the enrollment process must
be simple, and marketing must be
strong.

• Just because you build it does
not mean they will come. New pro-
grams for the uninsured require a
substantial investment in marketing
and outreach.

• Enrolling all people who are eligi-
ble for a program has historically been
a challenge in state-based programs.
Varying, complex eligibility require-
ments among programs adversely
affect enrollment rates.

In what could be a lightning rod
for other states, New York may be a
testing ground for what a state can do
with tobacco tax money.

“The 55 cent increase, raising New
York’s tax to $1.11 per pack, will be
devoted solely to funding health care
programs,” NASHP’s policy brief
reads. “Can this financing be sus-
tained, or will the drastic increase
result in a decrease in cigarette sales,
thus limiting funding? Health policy
leaders and lawmakers in New York
acknowledge that the tax is not a
broad-based revenue source and runs
the risk of fluctuation. Again, many
around the country will be watching
New York’s experience solely to see if
this type of funding source can pro-
vide continued support to HCRA
2000’s health care initiatives.”  ■
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While capitating a substance-
abuse benefit for Medicaid
clients appears to substan-

tially increase access to services, many
people still are not receiving treat-
ment, say researchers at Oregon
Health Sciences University. The single
benefit broadened the array of covered
substance abuse treatment services for-
merly offered to Medicaid patients in
the state and improved integration of
health care services among providers. 

“One of the national policy impli-
cations of our findings is that when
states are planning Medicaid man-
aged care programs, they can put pro-
tections in place that will prevent a
reduction in use of services,” lead
researcher Dennis Deck tells State
Health Watch. “One of the key things
Oregon did was to integrate the sub-
stance abuse benefit with physical
health services. It also required the
managed care organizations to make
referrals to essential community
providers, and it expanded eligibility
for services.”

The report in the Oct. 25 issue of
the Journal of the American Medical
Association explains that the Oregon
Health Plan was started in the early
1990s and a capitated chemical
dependency benefit was added in
May 1995 to improve the integration
of substance-abuse treatment with
physical health care. 

The benefit covered outpatient
treatment services, including regular
outpatient, intensive outpatient, and
methadone maintenance. Responsi-
bility for chemical dependency treat-
ment services for Medicaid recipients
was given to 20 prepaid health plans,
a marked change from the previous
organization and financing of the 
services. 

Under the earlier fee-for-service
system, the traditional public sector

agencies that delivered services were
either freestanding, not-for-profit
entities, or part of county govern-
ments. Little or no connection
existed between the public sector’s
substance abuse treatment system
and the mental health treatment sys-
tem or the larger medical-surgical
health care system.

Because state officials and other
stakeholders were concerned that the
rate of participation in the new sub-
stance abuse program could be low if
health plan officials believed that pro-
moting use of such services was not in
their best interest, the state increased
capitation payments to encourage pri-
mary care practitioners to screen
patients for substance-abuse disorders.

Five of the seven largest health
plans covering Oregon Health Plan
participants are operated by not-for-
profit managed care companies. Most
of them subcontracted with tradi-
tional community providers for sub-
stance abuse treatment services, but
two integrated plans operated their
own programs although they still were
required by the state to refer at least
half of their substance abuse patients
to traditional community providers. 

The prepaid health plans reim-
burse treatment providers through
either:

1. modified fee-for-service in
which the plan pays a certain percent-
age of the state rate for each billable
service provided to participants;

2. subcapitation in which a fixed
fee is paid each month based on the
number of enrolled members in the
plan’s service area;

3. a case rate that pays a fixed fee
for each new treatment admission
regardless of the level of care provided.

The research uses access rates for
1994, the year before the capitated
benefit was introduced, as a baseline.

Capitation boosts Oregon Medicaid 
access to substance abuse treatment



10 State Health Watch December 2000

Statewide, the access rate increased
substantially between 1994 and 1997
for Oregon Health Plan recipients
ages 12 to 64, the researchers con-
clude. In 1994 when Medicaid reim-
bursed substance abuse treatment
providers under fee-for-service, the
rate was 5.5%. Following capitation,
the rate increased to 6.9% in 1996
and 7.7% in 1997 and again in 1998.
Mr. Deck says the researchers found
differential changes in subgroups
between 1994 and 1997. Males in
1997 were more likely to participate
in substance abuse treatment than
females and experienced a greater
increase in access between 1994 and
1997. Whites were slightly less likely
to participate than minorities in
1997, and adolescents (ages 12 to 17)
were about a third as likely to be
admitted to treatment as adults older
than 30 in 1997. The disabled were
the least likely group to be admitted
to treatment during 1997.

The research report indicates that
access rates for three of the seven
largest health plans “increased dramat-
ically” between 1994 and 1997. Two
plans operated by integrated managed
care organizations had the lowest rates
in 1997, representing a decrease or no
change from 1994. Access rates in
1997 varied widely across plans, even
after adjusting for differences in case
mix. The plan with the greatest pene-
tration of substance abuse treatment
services admitted more than twice the
percentage of its enrolled members as
the plan with the least service use. In
1997, the lowest rate among the seven
plans was approximately 7% of
enrolled members, while the highest
rate was nearly 16%. 

Mr. Deck says the plan with the
highest overall access rate has a repu-
tation for more extensive outreach
among potential treatment users. The
plan has no commercial members
and sees its mission as serving low-
income families. Its medical clinics
reportedly screen for substance abuse

routinely, and the managed care orga-
nization maintains strong ties with
social service providers in its service
area. Likewise, the plan with the sec-
ond-highest participation rate has
some business ties with the first-place
plan, and both contract with the
same organization to manage the
chemical dependency benefit for their
members. Those plans also had the
highest percentage of admissions to
residential substance abuse treatment,
a service that is covered by state funds
other than Medicaid.

“Contrary to expectations,” Mr.
Deck and his colleagues report, “access
to substance-abuse treatment substan-
tially increased for Medicaid recipients
when Oregon initiated a capitated
chemical dependency benefit with the
primary care benefit under the Oregon
Health Plan. After integration, approx-
imately 40% more enrollees accessed
treatment each year. Analyses control-
ling for member characteristics suggest
that the high access rates observed
were not simply due to the expansion
of the population eligible for Medicaid

and do appear to be associated with
implementation of an innovative, care-
fully designed managed care system.”

Countering other possible explana-
tions, the research found that man-
aged care did not simply elevate
utilization from a low preexisting
baseline. “Rather, the access rate
increased above levels that already
were considerable, at least when com-
pared with national data.” Empirical
evidence also does not support the
notion that because the state’s econ-
omy was strong during this period,
individuals with less need for treat-
ment tended to find employment and
lose Medicaid eligibility, changing the
risk profile. 

Mr. Deck says that despite the
state’s success at increasing access, a
substantial gap still exists between
access and the level of need for sub-
stance abuse treatment. He cites a
1994 study that estimated 16.5% of
the respondents likely to be found eli-
gible for Medicaid under the
expanded requirements met diagnos-
tic criteria for substance abuse or

• The Fifth Annual Congress on Managed Medicaid and Medicare will
be held Jan. 22-24 at the Hilton Washington Towers in Washington, DC.
Keynote presentations will be made by Patricia MacTaggart, senior advisor,
the Center for Health Plan and Providers of the Health Care Financing
Administration; Ray Hanley, director, Division of Medical Services, Arkansas
Department of Human Services; Kevin Piper, vice president of the Alpha
Center; and Alan Weil of the Urban Institute. To register, call Mark
McKeever at (781) 663-6595 or e-mail Mmckeever@nmhcc.com for details.

• The National Association of Health Data Organizations holds its 15th
anniversary meeting Dec. 4-5 at the Omni Shoreham Hotel in Washington,
DC. The conference is designed to highlight up-to-date practices in health
data, research, information technology, and health policy. Keynote speakers
include Kenneth Kizer, president and CEO, National Quality Forum, and
James Bagain, director, the Veterans Association’s National Center for Patient
Safety in Ann Arbor, MI. For more information, call (801) 587-9104.  ■
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dependence. “The findings of this
study suggest that less than half of
those with a substance abuse disorder
enrolled in the Oregon Health Plan
access publicly funded substance
abuse treatment in a single year.” 

The researchers say it isn’t clear
why there are substantial differences
in rates among prepaid health plans
and types of Medicaid recipients.
“The high level of integration of pri-
mary care and substance abuse ser-
vices under the Oregon Health Plan
has not been achieved overall,
although some evidence suggests that
such integration may have been par-
tially responsible for the high partici-
pation rates achieved by at least one
plan. Contrary to expectations, the
most tightly integrated health care
system had the lowest access rate.”

The three plans with the highest
access rates all reimbursed providers
under the modified fee-for-service sys-
tem. Even after adjusting for the influ-
ence of member characteristics, that
payment method was still a significant
predictor of access to treatment. 

Mr. Deck says other states can profit
from Oregon’s experience. “All states,
including Oregon, are going to have to
continue to look at how they organize a
Medicaid managed care program. We
see that Oregon Health Plan will have
to make some changes. One large man-
aged care organization plans to with-
draw in the Portland metropolitan area,
and its members will need to make
decisions about enrolling in another
plan or paying for services out of
pocket. There is concern here and else-
where that there isn’t enough money in
the system for adequate reimburse-
ment. That’s particularly true on the
medical side and less true for substance
abuse. Oregon has a tight budget, and
there’s not enough new money to cover
the volume of services and the number
of clients. We expect that changes will
be made and the plan will survive.”

[Contact Mr. Deck at (503) 223-
8248.]  ■

Clip files / Local news from the states
This column features selected short items about state health care policy.

HCFA discontinues support for New Mexico’s 
mental health managed care program

WASHINGTON, DC—The Bazelon Center for Mental Health Law
today applauded an unprecedented decision by the federal Health Care
Financing Administration (HCFA) to end support for mental health services
in New Mexico’s managed care Medicaid program. The decision came recently
when, in response to a letter from Tim Westmoreland, director of HCFA’s
division for state programs, the state agreed to withdraw its Medicaid mental
health services from managed care. 

The Bazelon Center asked HCFA last March to deny the state’s renewal
request, based on serious problems with mental health managed care services,
documented by the national legal center in a series of reports. Policy research
analyst Rafael Semansky, the reports’ author, calls the decision “extraordinary,
but absolutely appropriate, given the evident collapse of New Mexico’s mental
health system after several years of managed care.” 

To his knowledge, Mr. Semansky said, this is the first time the federal
agency overseeing the Medicaid program has terminated a managed care
waiver. “We hope HCFA’s decision will send a signal,” he added. “Managed
care should be a way to serve people better and more cost-effectively. But a
state that wants to use it only to save money on meeting mental health needs
should consider what happened in New Mexico.” 

—Bazelon Center for Mental Health Law

Percentage of uninsured children 
dropping in some communities

WASHINGTON, DC—Some U.S. communities experienced a significant
decline in the percentage of children lacking health insurance between 1996-
97 and 1998-99, according to a study by the Center for Studying Health
System Change (HSC). 

The communities of Boston; Little Rock, AR; and Syracuse, NY, all saw
drops in children’s uninsurance rates even though the national percentage of
children lacking health insurance did not change during the same time
period.

The change reported by the HSC study included a drop from 7% to 3%
in Boston, from 17% to 12% in Little Rock, and from 7% to 4% in
Syracuse. Other declines were also found in the communities of Miami;
Greenville, SC; and Cleveland, although those decreases were not statistically
significant.

“The strong economic growth that our country has seen in recent years is
clearly a contributing factor to lower rates of uninsured kids,” said Peter
Cunningham, HSC senior researcher and co-author of the study. “In some
communities, the decrease in uninsurance rates was due almost entirely to an
increase in private insurance coverage among children. With the current
economy, more parents are probably getting family coverage through their
employers.”

Other communities examined in the study, including Indianapolis; Lansing,
MI; Phoenix; and Orange County, CA, reflected the national trend showing
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no statistically significant change in uninsurance rates, as reported by HSC in
an April study. 

That study found a sharp increase in coverage through Medicaid and other
state insurance programs like the State Children’s Health Insurance Program,
but an equally sizeable decrease in private insurance coverage. The result was
no net gain in coverage among low-income children nationally between 1996-
97 and 1998-99.

—Center for Studying Health System Change

Congress passes public health funding measure 
WASHINGTON, DC—Congress recently passed the Public Health

Threats and Emergencies Act of 2000, which includes the first-ever authoriza-
tion of new federal funding designated specifically to help state and local pub-
lic health agencies prepare to deal effectively with public health threats, from
West Nile virus to acts of terrorism with biological weapons.

The bill was incorporated into a larger measure called “The Public Health
Improvement Act of 2000,” which addresses the basic capacities that public
health agencies need to detect and respond effectively to public health threats,
such as the use of current technology for rapid communication and data
analysis. 

That legislation requires the Department of Health and Human Services,
in cooperation with state and local public health agencies, to define what is
needed. It then provides grants to states and localities to assess their public
health needs and establishes a competitive grant program to fill unmet
needs. 

Grant funds can be used for work force training; emergency planning; coor-
dination, network development, and participation in electronic data sharing
and communication; and improving public health laboratories.

—National Association of County and City Health Officials
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measure, Dec:12

Technology
Finger imaging given a thumbs down,

Oct:3
Internet program speeds eligibility

check, Nov:6

Tobacco
How long will the tobacco industry be

the goose that lays the golden egg?
Feb:1

STATE INDEX

Arkansas
Innovative Arkansas mental health

managed care program cancelled
abruptly, Jul:1

California
Advocates oppose CA mental health

waiver, Apr:7
New York and California forge new

coalitions in fight to insure their
states, Dec:1

Colorado
Colorado will tinker with success in

RFP for managed mental health,
Feb:6

Florida
Florida program offers disease

management for HIV, Jan:5
Florida clash over Medicaid cost-

shifting leads to rate increase, Mar:8

Georgia
Georgia cuts costs in state employee

health plan; hospital payments
slashed, PPO on deck, Jan:1

Maine
Maine tries early intervention for HIV-

positive individuals, Apr:4

Maryland
Ambitious Maryland officials lay out

blueprint for employer-based
coverage under CHIP, Jan:10

Massachusetts
Massachusetts seeks a delay in court-

ordered community services for
mentally retarded, Oct:1

Settlement near in Massachusetts
retardation case, Dec:5

Minnesota
Blue Cross and Blue Shield of

Minnesota says its coverage review
decisions are appropriate, DEC:4

Minnesota seeks waiver approval from
HCFA for five-county Medicaid
purchasing project, Jan:7

Mississippi
Two-visit counseling law delays timing

of abortions, Mississippi data show,
Apr:10

Missouri
Missouri Blue Cross health care

foundation is held as national model
for conversions, Mar:4

New Mexico
New Mexico’s managed mental health

care program under attack by
Bazelon Center, Jun:1

Eliminating administrative burdens is
goal of changes to Salud! Oct:11

HCFA discontinues support for New
Mexico’s mental health managed
care program, Dec:11

New York
How long will the tobacco industry be

the goose that lays the golden egg?
Feb:1

New York, Tennessee score big in
HCFA turnabout on DSH, Mar:1

New York tries to cover 1 million
residents in ambitious public and
private initiatives, Mar:9

New York businesses skeptical of state
plan to boost health coverage, Mar:10
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NYC Medicaid managed care
contractor gets extension despite
advocate concern, Sep:8

New York and California forge new
coalitions in fight to insure their
states, Dec:1

North Carolina
North Carolina program reduces rates

of children’s use of EDs, Oct:6

Oregon
Capitation boosts Oregon Medicaid

access to substance abuse treatment,
Dec:9

Tennessee
Not yet singing the Blues — TennCare

officials say plan’s departure won’t
kill the program, Feb:1

Growing a successful TennCare takes
time, money, realistic expectations,
Feb:3

New York, Tennessee score big in
HCFA turnabout on DSH, Mar:1

New TennCare director faces many
challenges, a troubling history, Jul:1

Texas
Contractor pulls out of Texas pilot

mental health program —
NorthSTAR, Sep:1

Utah
Medicaid, Medicare funding are at

heart of Utah hospital’s troubles,
director says, Jul:6

Washington 
Patients may get right to sue HMOs in

Washington state, Apr:6
Washington state using technology to

go after improper payments, Jul:11
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