
January’s Centers for Health
Care Strategies brief on two
community integration projects

demonstrates the challenges associ-
ated with nursing home transitions
and the
potential
benefits of
c o m m u -
nity-based
care, including fiscal benefits and
improved health outcomes.

An evaluation of Wisconsin’s
Family Care Program included in
the report shows the benefits that
accrue when people are helped to
live independently. The report also

describes programs conducted by
Alpha One Independent Living
Center in South Portland, ME, and
a State of Utah project conducted
with an Olmstead planning grant.

In Maine, Alpha One’s project
was intended to improve the quality
of life and health status of non-
elderly adults with a range of dis-
abilities by enabling 40 nursing
home residents ages 18 to 65 to
transition to the community.
During the project, first funded
with a Robert Wood Johnson
Foundation Building Health

As states sink more deeply into
a financial morass, the Bush
administration has proposed

additional flexibility for Medicaid as a
way out. But some analysts and con-
gressional staffers say a massive infu-
sion of federal money is the answer.

“The time to modernize Medicaid
is here,” Health and Human Services
secretary Tommy Thompson said
when he announced the administra-
tion’s Medicaid reform proposal.
“The states’ budget crises are threat-
ening the progress we’ve made in
expanding health insurance, and at
the same time, the old Medicaid
rules are a straightjacket, restraining 
creative new approaches that could

preserve coverage and expand it to
more Americans in need. We need
to bring the same clear-eyed spirit of
innovation to Medicaid that we
brought to welfare. We need to leave
behind the old definitions and look
at how we can better serve today’s
beneficiaries.” (See related stories,
pp. 5, 8.)

Mr. Thompson said he was con-
sulting some governors on the pro-
posal, which would be optional for
the states. Two weeks after introduc-
ing the proposal, he said he will ask
the National Governors Association
to endorse it. 
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Plan highlights include: 
1. extra federal funding of $12.7

million over seven years, starting
with an estimated $3.25 billion
in extra funding in Fiscal Year
2004; 

2. federal funding for Medicaid and
State Children’s Health Insurance
Program (SCHIP) provided in
two annual allotments, one for
acute care and one for long-term
care; 

3. preservation of comprehensive
care for mandatory groups and
additional state flexibility to tailor
coverage for nonmandatory recip-
ients and services; 

4. encouragement of coverage for
whole families and not just chil-
dren in a low-income family; 

5. encouragement of “medical
homes” so that all family mem-
bers are treated by the same
providers;

6. support for increased use 
of  home- and community-
based services for Americans
with disabilities.
Such a broad approach is neces-

sary, Mr. Thompson said, because
simply pouring more money into an
outdated system would neither pro-
vide better health care nor solve
states’ problems. 

“To the contrary,” he said, “it’s
going to put the health coverage of
thousands of Americans at risk
because states can no longer afford
to provide it for their individual
citizens.”

He said the plan meets the imme-
diate fiscal need of states because it
increases Medicaid spending by the
projected 9% growth. While 9%
growth is projected over the next 10
years, the proposal front-loads
Medicaid spending “to help prevent
people from losing coverage, while

also providing opportunities for our
states to extend health care to more
Americans as needed.” Not specifi-
cally pointed out is that by reducing
the federal funding in the last three
years of the 10 year cycle, there
would be a net of no cost to the fed-
eral government.

With the money would come
additional flexibility, according to
the secretary, including flexibility to
expand coverage to the mentally ill,
the chronically ill, those with
HIV/AIDS, those with substance
abuse problems, and childless
adults, and all without having to
seek federal waivers. “States could
design long-term care programs for
seniors that actually target benefits
to meet their specific needs,” Mr.
Thompson said. “And seniors would
be able to choose from a greater
array of services. And people with
disabilities would gain greater free-
dom to work and live independently
without losing any of their health
benefits.”

He indicated that the two-allot-
ment system being proposed would
encourage states to focus on acute
care and long-term care. 

“Long-term care is the big dri-
ver,” he said, “as far as costs right
now and because our population is
aging. And we want to make sure
that states address this population
and come up with innovative ways
in which they might be able to han-
dle that population instead of just
putting them into a nursing home.
States would have the opportunity
to give vouchers or cash to an indi-
vidual to stay in his or her own
home instead of going into a nurs-
ing home. That, we think, would
save lots of dollars and give a better
quality of life for these individuals.”

Mr. Thompson said that with
SCHIP and welfare reform,
Washington was able to give states
more flexibility to provide better,

On-line access / Index
Back issues of State Health Watch 
may be searched on-line for a fee at
www.newslettersonline.com/ahc/shw. 
Issues may be searched by keyword and
date of publication.

SSttaattee  HHeeaalltthh  WWaattcchh (ISSN# 1074-4754) is
published monthly by Thomson American
Health Consultants, 3525 Piedmont Road,
Building Six, Suite 400, Atlanta, GA 30305.
Telephone: (404) 262-7436. Application to
mail at periodicals postage rates is pending
at Atlanta, GA 30304. POSTMASTER: Send
address changes to SSttaattee  HHeeaalltthh  WWaattcchh, P.O.
Box 740059, Atlanta, GA 30374.

SSuubbssccrriibbeerr  IInnffoorrmmaattiioonn
CCuussttoommeerr  SSeerrvviiccee::  ((880000))  668888--22442211  oorr  ffaaxx
((880000))  228844--33229911..  HHoouurrss  ooff  ooppeerraattiioonn::  88::3300
aa..mm..  --  66  pp..mm..  MMoonnddaayy--TThhuurrssddaayy;;  88::3300  aa..mm..
--  44::3300  pp..mm..  FFrriiddaayy  EESSTT..  EE--mmaaiill::  ccuussttoommeerr
sseerrvviiccee@@aahhccppuubb..ccoomm..  WWoorrlldd  WWiiddee  WWeebb::
wwwwww..aahhccppuubb..ccoomm..

SSuubbssccrriippttiioonn  rraatteess::  $349 per year. Two to
nine additional copies, $279 per year; 10 to
20 copies, $209 per year; for more than 20,
call (800) 688-2421. Back issues, when
available, are $58 each. 
GGoovveerrnnmmeenntt  ssuubbssccrriippttiioonn  rraatteess::  $297 per
year. Two to nine additional copies, $238
per year; 10 to 20 copies, $178 per year;
for more than 20, call (800) 688-2421. 
(GST registration number R128870672.)

PPhhoottooccooppyyiinngg::  No part of this newsletter
may be reproduced in any form or incorpo-
rated into any information retrieval system
without the written permission of the copy-
right owner. For reprint permission, contact
Thomson American Health Consultants.
Telephone: (800) 688-2421.

Opinions expressed are not necessarily
those of this publication. Mention of products
or services does not constitute endorsement.
Clinical, legal, tax, and other comments are
offered for general guidance only; profes-
sional counsel should be sought for specific
situations.

Vice President/Group Publisher: 
BBrreennddaa  MMoooonneeyy, (404) 262-5403,
brenda.mooney@ahcpub.com. 

Editorial Group Head: LLeeee  LLaannddeennbbeerrggeerr,
(404) 262-5483, lee.landenberger@
ahcpub.com.

Editor: JJoohhnn  HHooppee, (717) 238-5990,
johnhope17110@att.net.

Senior Production Editor: AAnnnn  DDuunnccaann.

Copyright ©2003 Thomson American
Health Consultants. All rights reserved.

Cover story
Continued from page 1



April 2003 State Health Watch 3

more cost-effective care, and such
innovative principles and ideas now
need to be applied to Medicaid. 

“The bottom line is that
Medicaid is outdated,” the former
governor of Wisconsin declared.
“It’s inefficient. Its spiraling costs
and straitjacket rules are forcing
states into no-win situations, where
they need to reduce coverage and
have little opportunity to expand
coverage. And simply throwing
money at the problem will not fix
the problem. Governors recognize
this . . . I believe the more governors
understand this plan, the more
excited they will become about it. I
can tell you enthusiastically, that if I
were still a governor, I would
absolutely jump at an option like
this. I would take it and run with
it.”

Implementing these reforms
requires congressional approval,
according to Secretary Thompson,
and it’s not likely that legislation
will pass unless governors back it. 

NGA willing to help
The National Governors Assoc-

iation (NGA) in Washington, DC,
initially issued a brief statement
commending Secretary Thompson
“for recognizing the need to reform
the Medicaid program. By develop-
ing a new proposal, he has clearly
placed this issue on the national
agenda. We look forward to review-
ing the details of the proposal and
working with the secretary and
Congress to reform this critical fed-
eral-state partnership program.” 

But NGA issued a statement sev-
eral days later saying there is a need
for additional federal funding of
between $20 million and $40 mil-
lion. And at a Families USA Medi-
caid briefing, NGA executive
director Raymond Scheppach
endorsed the call for flexibility and
more funding, but also stressed the
structural changes that states need

to make in their tax systems and in
government size and efficiency.

Sen. Tom Daschle (D-SD) pro-
posed $40 billion in additional
funds for states in the economic
stimulus bill he announced in
January. Support for additional
funding came from AARP, whose
board met with key lawmakers and
staff in early February. 

“Frail and disabled people will
lose home and community-based
health services,” warned AARP pres-
ident Jim Parkel. “Nursing homes
won’t be able to hire enough staff.
Children and older Americans will
lose coverage from state assistance
programs. With no help from
Congress, states may be forced to
cut off coverage for many in need
and not just the poor. Health
providers, businesses, insurers, and
local governments will suffer as costs
for services covered by Medicaid are
shifted onto them.”

AARP said it was concerned that
the administration’s proposal for
lump-sum allotments would be
insufficient and lead to more
Medicaid cuts. 

“This proposal handcuffs states
because it leaves people more vul-
nerable in future years as states
struggle to meet increased needs
with decreased dollars,” said AARP
executive director Bill Novelli.

House Energy and Commerce
Committee chairman Billy Tauzin
(R-LA) indicated he was “generally
supportive” of the administration
plan, while Senate Finance
Committee chairman Charles
Grassley (R-IA) said he would
reserve judgment until he could
review the plan in detail. The rank-
ing Democrat on the Finance
Committee, Sen. Max Baucus (D-
MT) said he was concerned “about
the impact . . . on millions of vul-
nerable Americans who rely on
Medicaid for their insurance.”

Families USA executive director

Ron Pollack said the proposal would
“signal the end of Medicaid as an
entitlement. This is a deal for short-
sighted politicians. The longer-range
problems are going to be someone
else’s.” 

A pledge of cooperation came
from the American Association of
Health Plans (AAHP). AAHP pres-
ident Karen Ignani released a state-
ment saying that, “America’s health
plans have played a leadership role
in providing access to quality care
for low-income families through
Medicaid. We support the presi-
dent’s objective to provide an addi-
tional almost $13 billion over seven
years for the state Medicaid pro-
grams. . . . It is increasingly impor-
tant for state Medicaid programs to
be able to use innovative tools and
solutions such as those created by
health plans to achieve the goal of
providing health care coverage to
low-income families. 

“Medicaid managed care organi-
zations are a critical part of the
infrastructure for providing health
care services that meet the unique
needs of Medicaid beneficiaries.
Among their greatest strengths are
improving access and care coordi-
nation. We are pleased that the
administration’s proposal empha-
sizes the importance of medical
homes where parents and children
can receive coordinated benefits.
America’s health plans stand ready
to work with the administration,
state governments around the
country, and the Congress on ways
to strengthen and improve the
Medicaid program, and maintain
access to high-quality health care
for the beneficiaries it serves,” Ms.
Ignani said.

Center on Budget and Policy
Priorities executive director Robert
Greenstein said the proposal would
force states to confront a choice
between two alternatives, “both of
which would substantially weaken
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health insurance for low-income
children, parents, and elderly and
disabled people. States could try to
operate their Medicaid programs
without any financial relief from the
federal government to help them get
through their current financial
crises, a path likely to lead to deep
Medicaid cuts in many states.
Alternatively, states could receive
some modest additional funding for
the next few years, but only if they
agreed to convert much of their
Medicaid program into a block
grant, under which federal funding
no longer would automatically rise
to meet increases in need due to
recession, epidemics, or other factors
that cause medical costs to increase.
States electing this option would
have to pay back the additional
funding by the end of the decade.”

The likely consequence of the
first approach, Mr. Greenstein said,
would be a reduction in the number
of low-income people Medicaid cov-
ers or the medical services that it
covers. The likely consequence of
taking advantage of the new plan,
he said, would be that such cuts
would be instituted in the future
and become an ongoing part of
Medicaid. Such cuts, he added,
would deepen over time if, as seems
likely, the federal block grant fund-
ing does not keep pace with health
care costs.

“Over time, the primary flexibil-
ity [given to states] may be the flexi-
bility for states to deal with
inadequate Medicaid funding by
imposing significant Medicaid cuts
not currently allowed under federal
law,” he said. “Such cuts could
include artificial caps on the num-
ber of needy families and individuals
allowed to enroll, cost-sharing
requirements that exceed what many
of the poor can afford, and elimina-
tion of coverage for important med-
ical services.

“A primary goal of this proposal

appears to be to reduce federal
Medicaid expenditures over time,
even though millions of Americans
remain uninsured. Such a strategy
ultimately could place significant
numbers of beneficiaries at risk of
losing Medicaid coverage and join-
ing the rank of the uninsured. An
underlying strategy may be to offer
inducements to states to elect an
option that reduces federal expendi-
tures over time to free up more
room in the federal budget for large
tax cuts that are heavily tilted
toward high-income individuals.”

NHeLP analysis faults Bush plan
In a more detailed initial analysis,

the National Health Law Program
(NHeLP) said that one of the major
problems with a capped allotment is
that it “precludes Medicaid from
responding to the ebbs and flows of
the economy and health care costs.
Medicaid is a counter-cyclical pro-
gram — as the economy weakens
and people lose jobs, they can turn
to Medicaid for health insurance.
With a capped allotment, a state
will not receive additional money as
it enrolls more individuals. Thus,
just when stresses on Medicaid are
greatest, states will have less money
to spend per enrollee.”

The group also complained that
a cap destroys Medicaid’s role as an
entitlement program. It is that enti-
tlement, NHeLP said, that makes
Medicaid an insurance program and
gives beneficiaries the right to
obtain needed services in a timely
manner, and flexibility already has
been tried and has failed. “Over the
past decade,” it said, “state flexibil-
ity has been greatly enhanced,
through the use of waivers, to allow
mandatory managed care and other
cost-containment initiatives. How-
ever, Medicaid spending has never-
theless increased. Other factors,
largely beyond state control, are at
the root of the spending increases

— the aging of the population,
health care price inflation, and
increases in the number of people
who are unemployed or have 
disabilities.” 

National Association of State
Medicaid Directors chairman David
Parella, Connecticut’s Medicaid
director, told the New York Times
that the administration held a two-
hour conference call with state
Medicaid officials to solicit their
support for the proposal. 

The group’s vice chairman,
Missouri Medicaid director Gregory
Vadner, told the paper that for
states, “flexibility is great, but when
you stop to think about it, I don’t
see any new money in this. I wel-
come a dialog with the federal gov-
ernment, but I am concerned that
we may end up with a short-term
good deal that causes huge problems
in later years.”

While Mr. Thompson tried to
avoid referring to the allotment sys-
tem as a block grant, saying that the
amounts would increase with med-
ical costs and other factors specified
in a formula, Mr. Vadner said, “It
looks like a block grant to me. Every
block grant I’ve seen can go up or
down depending on future appro-
priations from Congress.”

As analysts spent more time going
over President Bush’s entire budget
proposal for FY 2004, they con-
cluded that Medicaid reform was but
one aspect of a larger, intentional
move to significantly change the fed-
eral relationship to the nation’s poor
on a number of fronts. The
Washington Post reported that the
administration would “loosen federal
standards and hand states vast new
authority, if they want it, over hous-
ing subsidies, unemployment bene-
fits, health insurance, and Head
Start, a preschool program for chil-
dren from disadvantaged families. It
also would make outright cuts in
some poverty programs, such as a



reduction by a fourth in the amount
the government devoted last year to
community services grants for
depressed neighborhoods.”

Mr. Greenstein of the Center on
Budget and Policy Priorities said the
proposal represents “a more radical
change than anything we’ve seen in
more than 30 years. When you look
at the budget, you actually see it
starts a process of gradually disas-
sembling central features of core
safety-net programs, in particular,
those programs targeted at people
with low incomes.”

White House spokesman Scott
McClellan said the changes were
designed to improve how the pro-
grams are run, a task better handled
by the states. “The approach is to
make these programs work better
and to meet their goals, to make
sure that we’re achieving results in
these programs,” he said. 

[Download administration infor-
mation from www.cms.gov. A tran-
script of Mr. Thompson’s news
conference is available at www.kaiser
network.org/health_cast/hcast_index.
cfm?display=detail&hc=768.] ■
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Medicaid reforms advanced
by the Bush administration
will do little to resolve basic

problems confronting Medicaid
managed care as a result of significant
changes now under way in the man-
aged care marketplace, says Robert
Hurley, PhD, an associate professor
in the department of health adminis-
tration in the Medical College of
Virginia at Virginia Commonwealth
University in Richmond, who
reported on his analysis of the mar-
ketplace changes in the fall 2002
issue of Health Care Financing
Review.

“The short answer is ‘No,’” Mr.
Hurley told State Health Watch when
asked if the administration proposal
addresses the issues raised in his
paper. “The administration seems to
be saying, ‘We can’t afford to give
you money, so we’ll give you flexibil-
ity instead.’ That’s pretty hollow at
this time given the order of magni-
tude of the problems in the states.”

Mr. Hurley’s analysis, conducted
with Debra Draper, senior health
researcher for Princeton, NJ-based
Mathematica Policy Research, shows
current trends in the broader man-
aged care marketplace “are casting a
shadow over Medicaid’s ability to
sustain its commitment to and
momentum in expanding enroll-
ment in managed care models. The
trends include a significant backlash
among providers and consumers,
major changes in product design
and features, and a growing sense
that the cost-containment capacity
of managed care plans is slipping
away.”

Commercial managed care plans
are retaining fewer of the features
that first distinguished them from
fee-for-service payment models,

according to Mr. Hurley, and also
are showing a declining interest in
public-sector markets. He says these
developments raise doubts about
whether state Medicaid agencies can
continue to get from managed care
what they have sought and whether
health providers will continue to
participate in public-sector lines of
business.

Relevant changes in the commer-
cial sector, Mr. Hurley says, include: 
• emphasizing profitability rather

than growth;
• greater use of less-restrictive

products; 
• modified efforts to manage 

utilization; 
• consumer cost sharing, provider

contracting pressure, and con-
sumer-directed products; 

• sharply rising premiums.
Each of those trends in commer-

cial managed care has implications
for Medicaid managed care, he says.
First, a renewed pursuit of prof-
itability by plans means that they
are carefully evaluating the perfor-
mance of all their products with an
eye to dropping business that is no-
or low margin. 

Mr. Hurley says that many com-
mercial plans that came into the
Medicaid market have not experi-
enced increased negotiating leverage
with providers, despite membership
growth, because they have had to
expand existing networks to incor-
porate traditional Medicaid
providers to respond to state agency
and consumer preference. Also,
plans that tried to modulate their
Medicaid exposure by keeping
membership relatively modest dis-
covered that the administrative costs
associated with the program were
disproportionately high, relative to

Marketplace changes have an
effect on Medicaid managed care

Connecticut p. 4

Maine p. 1

Michigan p. 11

Missouri p. 4

Texas p. 11

Utah p. 1

Wisconsin p. 1

Washington p. 11
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State Health Watch
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from these states:
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small-scale membership and the
limited profitability prospects
Medicaid represented. It appears
that the percentage of beneficiaries
in predominantly or exclusively
Medicaid plans is approaching 50%,
he adds.

Second, Medicaid agencies have
accepted the notion of tight net-
work managed care products more
than in the commercial sector, so
long as required access and capacity
standards are met. 

Third, Medicaid agencies have
traditionally relied on mechanisms
such as prior authorization to
impose utilization and cost control
on providers and beneficiaries. 

“While they understand the dis-
satisfaction these have engen-
dered,” Mr. Hurley writes, “they
also value their contribution to
promoting appropriate service
delivery and have not advocated for
their modification as strongly as
private purchasers.” 

He points out that the state
agency perspective on primary care
gatekeeping is even more at variance
with private-sector buyers as
enrolling beneficiaries with a pri-
mary care provider has made the
concept of a medical home a reality.

“Many states that have enrolled
chronically ill and disabled benefi-
ciaries in managed care have main-
tained the gatekeeper model,” he
writes, “but have commonly per-
mitted specialty physicians to play
this role. Consequently, discontin-
uation of primary care gatekeeping
as a core element in managed care
plans is not a welcome develop-
ment in the eyes of many Medicaid
purchasers.”

Fourth, Medicaid regulations
place constraints on the ability of
states to make use of copayments
and other cost-sharing techniques.
While some states have been able to
make use of them in waiver pro-
grams or expansion populations, the

yield from using the mechanisms is
unclear, and Mr. Hurley suggests
there are significant risks associated
with imposing them too aggressively
on low-income populations. For
instance, recent research has sug-
gested that even very modest copay-
ments for drugs can represent
impediments to access, and other
studies have indicated that the ser-
vices people are most likely to skip
because of copayments are preven-
tive and maintenance services, the
absence of which may contribute to
increased costs over a longer term. 

“Unlike private insurance where
cost sharing is used to steer con-
sumers to low-cost plan options or
to encourage them to spend their
own income for discretionary ser-
vices, Medicaid agencies find it diffi-
cult to rely on managed care
products that use extensive cost
sharing to control cost and service
use,” he says.

Medicaid agencies can’t change 
While Medicaid agencies, like

their commercial counterparts, may
want to have broader networks and
improved provided payments, in a
practical way, it often is beyond the
reach of most Medicaid programs.
“The tradition of low provider par-
ticipation and dependence on those
providers that, by virtue of mission,
tradition, and location, have served
Medicaid beneficiaries has condi-
tioned Medicaid purchasers and
beneficiaries to accept narrow net-
works,” says Mr. Hurley. “Efforts to
enroll beneficiaries in predomi-
nantly commercial health plans gen-
erally have not succeeded in
expanding access to more main-
stream providers, in part, because
these plans typically have lower pay-
ment schedules for the Medicaid
product relative to commercial
products. Beneficiaries’ preference
also plays a role, as they may prefer
to see providers that are familiar and

geographically closer to their places
of residence.” 

Despite the growing interest in
consumer-directed health plans on
the commercial side, the concept is
not likely to grow in Medicaid. Mr.
Hurley says that some type of
voucher program would be needed
to give beneficiaries more involve-
ment and a greater economic stake
in which plans they choose and
which benefits they want to buy.
“Beyond the administrative com-
plexities are genuine concerns that a
model that converts benefits to cash
for low-income persons would
encourage them to spend money on
other basic needs and neglect health
care coverage,” he says. “In this
instance, providers may be at risk
for sharp increases in uncompen-
sated care if beneficiaries forego cov-
erage, but erroneously assume they
have access to comprehensive ser-
vices when needed.”

Finally, sharply rising premiums,
Mr. Hurley says, present a problem
for all purchasers and, depending on
the extensiveness of cost sharing,
also on consumers. The problem is
magnified in Medicaid, given fiscal
constraints in general and the more
severe limitations encountered dur-
ing budget crises. If states adminis-
ter payment rates, rather than
negotiate them, they may find there
are no plans willing to accept rates
that fall well short of cost increases
or are substantially lower than what
can be negotiated with private pay-
ers. If states engage in negotiation or
competitive bidding with negotia-
tion, as many do, such negotiations
become increasingly difficult in
periods of economic downturn
when reduced tax revenues restrict
payment increases.

Mr. Hurley reports that plans
with limited commitment to the
Medicaid product line are the first
to flee when payment falls short of
expectations. But even those with
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strong commitment to and invest-
ment in Medicaid are sorely tested
because they have limited control
over their input costs.

He contends that because man-
aged care has delivered value to
Medicaid agencies and beneficia-
ries, “the decline and transforma-
tion of the industry is cause for
serious concern and strategic and
tactical responses to preserve these
gains. . . . The prospect of losing
progress made in guaranteed access,
improved care management and
coordination, contractually based
performance guarantees, and data
for monitoring and measuring
change motivates state Medicaid
agencies to devise a variety of
responses.”

HMOs still have a place
Some states remain committed to

maintaining a program based on a
prepaid health plan, Mr. Hurley
says, indicating that the traditional
HMO is the way they prefer to
serve their beneficiaries. Medicaid
actually could become the last pur-
chaser to use the pure HMO model
because state agencies are willing to
accept the constraints that go with a
closed delivery system as a tradeoff
for assured access and cost pre-
dictability and control, he says.
However, Mr. Hurley contends that
it is likely such a commitment will
lead to greater reliance on predomi-
nantly or exclusively Medicaid
enrollment plans.

“Key changes to sustain prepaid
health plans lie in the areas of main-
taining adequate and appropriately
adjusted payment rates and devising
incentive-based payment arrange-
ments to promote and reward
efforts to improve quality and mem-
ber well-being. While rate-setting
remains a contentious issue made
more difficult by state revenue
shortfalls, many states have made
substantial progress in rate-setting

methodologies including the incor-
poration of risk adjustment,” he
writes. “Increasing sophistication in
this area is essential to achieve the
oft-cited goal of ‘making sure the
money follows the member.’
Incentive-based payments that
encourage and compensate for supe-
rior or improved performance mea-
sures are receiving heightened
attention by states. Many states have
realized that contracting with pre-
paid health plans puts in place a
foundation for measuring and moti-
vating continuous quality improve-
ment in ways never possible in the
traditional unmanaged fee-for-ser-
vice Medicaid program. Increased
emphasis on the importance of
actuarial soundness in the rate-set-
ting promoted by the 1997
Balanced Budget Amendment
(BBA) regulations should provide
added momentum for further
progress in this area.”

Policy implications cited by Mr.
Hurley for the current challenges
faced by state Medicaid agencies as
the managed care industry under-
goes transformation include:
• Rate adequacy. 

State fiscal distress will make pro-
viding rate increases to plans a prob-
lem in the near term, offsetting
much of the flexibility gained by the
implementation of actuarial sound-
ness in the BBA regulations. Mr.
Hurley says that an economic reces-
sion with 40% of beneficiaries in
prepaid health plans, such as we
have today, is unprecedented. He
suggests that states with positive
experience and relationships with
their health plan contractors will
make concerted efforts to encourage
plans to endure this difficult period
with the promise of better payments
in the future when the general eco-
nomic picture improves. Plans like-
wise will have to ask their provider
networks to wait for the economic
conditions to improve. “Whether

these delicate negotiations will 
succeed is uncertain,” he says.
• Contractual requirements.

Using new flexibility from federal
regulations, states may be able to
grant health plan contractors some
relief through less onerous adminis-
trative requirements or less aggres-
sive enforcement of terms or targets,
Mr. Hurley says. Such modifications
also will have to be subject to nego-
tiations and done in a spirit of
deferring compliance until a more
normal relationship can be restored. 
• Reconsidering and rescoping

risk. 
Mr. Hurley says that a special

case of contract modifications is a
reduction in the scope of services for
which health plans accept financial
risk. He says there are a number of
circumstances in which this is
already being done, and it is likely
to continue, especially in areas
where risk is seen as excessive or
associated costs are viewed as
unmanageable. 
• Eschewing mainstreaming. 

Mr. Hurley says that one casualty
of increased reliance on predomi-
nantly Medicaid plans is a desire to
use managed care to promote more
access to mainstream plans and
providers. A key question, he says,
will be whether Medicaid-focused
plans have the resources and com-
mitment to continue to develop
sound and credible care manage-
ment strategies and comply with
contractual demands. Efforts to
enroll beneficiaries with greater
needs, such as the disabled or
chronically ill, may be particularly
challenging for the plans because of
the added resources and specialized
providers needed to serve them. 

Mr. Hurley says he doesn’t see
how state Medicaid programs will
be able to solve their fiscal problems
without an increase in the federal
match. “Six months from now, we
are going to see programs that are



really stressed,” he tells State Health
Watch. “More federal money is
going to have to be considered as an
option, even for a limited period of
time. Even if states have more
maneuverability, they will have to
face the prospect of cutting eligibil-
ity and benefits. Passing things to
the states has short-term appeal, but
it is a slippery slope.”

While he says he can understand
why the federal government is hesi-
tant to provide a significant increase
of federal dollars, Mr. Hurley says
that if the Medicaid program is to
be kept intact, that will have to be
done. He warns that we are “really
on the verge of a snowball effect” in
which if there is no abatement in
the increase in health care costs and
states have to find the money them-
selves to meet coverage obligations,
they may lose plans and providers,
which will lead to access problems
so that the value of having coverage
is diminished.

No more money
Mr. Hurley sees states having to

ask plans to tolerate no rate
increases until the economy
improves sufficiently, and plans hav-
ing to make the same request to
their providers. He warns of a pro-
gressive collapse in which some
states find they can’t keep sufficient
plans participating. “We’re going to
have to go through this process to
realize what the problem is. In six to
nine months, we’ll see the magni-
tude of the problem.”

With some states saying they
can’t afford to buy care from plans,
Mr. Hurley says there may be move-
ment to re-energize community
health centers to ensure that people
have some point of access to care. 

[For a copy of the study report, go
to: cms.hhs.gov/review/current.asp.
Contact Mr. Hurley at (804) 828-
1891 or rhurley@hsc.vcu.edu.]  ■
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Less than a week before Health
and Human Services Secretary
Tommy Thompson announced

a proposal for sweeping Medicaid
changes that would require congres-
sional approval, two House Energy
and Commerce Committee staff
members who participated in a
Families USA-sponsored panel on
“Getting Ready for Medicaid
Restructuring” demonstrated how
hard it’s going to be to get any
changes through a sharply divided
Congress.

Republican staff member Patrick
Morrisey promised Congress would
pay much more attention to
Medicaid this year than it has in
past years. 

“It’s no secret that Congress has
spent time on Medicare and paid
scant attention to Medicaid, but
that will change this year,” he said. 

He also noted that Medicaid has
less ability to manage cost increases
than do other payers, and said
there is a need to address issues
such as prescription drugs, long-
term care, and disproportionate
share payments.

His comments made clear that
Republicans are interested in
exploring new approaches and not
just providing additional funds.
He pointed to demonstrations of
family-directed care in four states
and said they should be expanded
considerably. 

However, some in the audience
challenged that notion, saying they
work with clients who are not able
to direct their own way through
the health care system and that the
money spent on family-directed
care could better be spent educat-
ing people to be intelligent health
care consumers.

Others criticized Mr. Morrisey
for the Bush administration tax

cuts, although the committee he
staffs is not responsible for writing
that legislation.

Defense of Medicaid cheered
Democratic House Energy and

Commerce Committee staff mem-
ber Bridgett Taylor drew applause
several times from the audience for
her impassioned defense of
Medicaid and other efforts to help
those in need. She also questioned
how much more flexibility can be
given in Medicaid “short of putting
the monkey on the backs of poor
people who have to pay for health
care out of their pockets. If you
increase cost sharing, you’re still not
doing anything to stop the need for
services.”

Panel moderator Diane Rowland
of the Kaiser Commission on
Medicaid and the Uninsured set the
stage for the discussion by noting
that Medicaid covers 44 million
low-income people at a cost to fed-
eral and state governments of more
than $250 billion each year. 

“It is the major source of coverage
for low-income children and their
parents and health and long-term
care coverage for the low-income
very disabled,” she said. “It is the
program that makes Medicare work
for 6 million low-income Medicare
beneficiaries who depend on
Medicaid for prescription drug cov-
erage and long-term care.”

According to Ms. Rowland,
although more than half of Medicaid
beneficiaries are children, they only
account for 15% of Medicaid spend-
ing, with most Medicaid money
going for the elderly and disabled,
“filling in the cracks in Medicare and
private coverage.”

Judy Waxman, deputy executive
director for Families USA, told the
group that children and adults

Congress sharply divided on Medicaid changes



together total 75% of Medicare
beneficiaries but are responsible for
only 25% of the spending, with
most of the remainder going for
long-term care and the disabled
and 9% not going to beneficiaries
at all, but instead needed for dis-
proportionate share payments to
safety-net hospitals. 

Medicaid too successful?
“Medicaid today is a victim of its

own success,” Ms. Waxman said. 
She added that three things need-

ing to be addressed are: 
1. unsustainable cost trends

(Medicaid’s costs are about the
same as those for private insur-
ers, but Medicaid is carrying a
lot more burdens);

2. the safety net, because when
states cut eligibility, the burden
on safety net hospitals increases; 

3. flexibility.
“People, especially in Congress,

don’t understand what Medicaid
covers,” Ms. Waxman said. 

“They don’t know that it supports
long-term care. They don’t know
that it is a safety net. They don’t
know its impact on state economies.
Is the call for even more flexibility
for genuine experiments to move
the program forward or just new
ways to slice and dice? How should
we shore up the safety net? How
should we divide up long-term care
responsibility?” she asks. (See related
story in State Health Watch, March
2003, p. 1.)

Ray Scheppach, executive direc-
tor for the National Governors
Association, said that state financial
problems are due primarily to struc-
tural problems plus the current 

economic slowdown. 
Two big structural issues facing

states, he said, are old tax systems
that are geared to a manufacturing
economy rather than a high-tech
and service economy, and the way in
which health care is delivered and
financed.

Right now, he said, states that
must make cuts in Medicaid only
have the option to cut coverage for
women and children, and he pre-
dicted that “hundreds of thousands,
if not millions, are going to lose
Medicaid eligibility next year.”

Can feds pick up some costs?
He called on Congress to look at

whether it can start the long-term
process of picking up the costs of
dual eligibles (those eligible for
both Medicaid and Medicare) or
the long-term care costs now borne
by Medicaid, and also whether it
can give states much more flexibil-
ity in terms of optional popula-
tions, benefits packages, waivers,
deductibles, etc.

Mr. Scheppach predicted it’s
going to take states three to five
years to work through their struc-
tural problems. 

Not knowing that Secretary
Thompson would propose flexibility
without waivers, Mr. Scheppach said
he supported waivers as the best way
to start to get major changes in
Medicaid. The Families USA-spon-
sored panel met Jan. 25 in
Washington, DC.

(To access the program transcript,
go to: www.kaisernetwork.org/health
_cast/hcast_index.cfm?display=detail
&hc=748.)  ■
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Systems for People with Chronic
Illness demonstration grant in
1995, 56 nursing home residents
were assisted in identifying goals
and strategies for living indepen-
dently, and 25 actually left nursing
homes to live in the community.

The company determined that
an effective and consistent outreach
strategy to nursing homes was criti-
cal in identifying residents with dis-
abilities who had the potential to
transition to community living.
Alpha One developed mailings and
gave presentations to nursing home
staff to educate them about its
Home to the Community program,
and found that it was most impor-
tant to contact staff that provide
direct service to nursing home resi-
dents — especially nurses, thera-
pists, and social workers. Because
there often is considerable turnover
in these direct-service positions, it’s
necessary to repeat the outreach
activities periodically, they found.

Alpha One determined that
consumers living in institutions
often need to develop basic skills
such as decision making, personal
finance, budgeting, and self-man-
aging health needs to transition
from nursing home to community.
Because Medicaid has not paid for
such training for nursing home
residents, Alpha One met with the
Health Care Financing Admini-
stration (now the Centers for
Medicare & Medicaid Services)
and received approval for Medi-
caid funds to be used to provide
training to consumers transition-
ing from institutional care to the
community. Approval also was
received from the Maine Bureau of
Medical Services to provide occu-
pational therapy services and con-
duct wheelchair evaluations to
facilitate acquisition of manual

Fiscal Fitness
Continued from page 1
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and power wheelchairs.
Other barriers identified by Alpha

One include: 
•  Maine’s limited supply of accessi-
ble and affordable housing;
•  cumbersome procedures and lack
of financing to acquire assistive
technology; 
•  inaccessibility of provider offices
and the small number of providers
who accept Medicaid payment; 
•  limited access to transportation,
particularly in rural areas; 
•  unwillingness of many nursing
homes to participate in Home to the
Community.

Evaluation of Alpha One’s efforts
showed that those consumers who
reside the shortest amount of time in
nursing homes are more likely to be
able to move successfully into the
community. Other key attributes of
those who wanted to move into the
community were that they were
more likely to believe they could be
more independent in daily activities;
more likely to have diabetes or
depression; less likely to have short-
term memory problems or inconti-
nence; more likely to understand
and be understood by others; and
more likely to be comfortable initiat-
ing activities. In addition, program
participants had higher rates of dis-
charge from nursing homes, lower
rates of readmission to a nursing
home, and lower death rates than
members of a comparison group.

In Utah, an Olmstead planning
grant enabled Medicaid beneficia-
ries to transition out of nursing
facilities to community-based living
within a managed long-term care
program. The Utah Division of
Health Care Financing used the
grant to educate consumers about
the variety of long-term care and
community-based programs avail-
able; provide an opportunity for
interested residents of nursing
homes and swing-bed hospitals to
work with state Department of

Health representatives to identify
specific needs for services and sup-
ports; identify clinical and psy-
chosocial conditions of individuals
in the nursing facility population
for which community-based ser-
vices and supports are not available
to provide alternatives; and identify
gaps in the system that pose barri-
ers to successful transition of
patients from nursing facilities to
noninstitutional settings.

To achieve a participation rate of
79% of nursing homes and swing-
bed facilities, the division’s Long-
Term Care Unit conducted a state-
wide campaign using education
teams to inform nursing home resi-
dents about community-based
long-term care options. Two-mem-
ber education teams were staffed
from Area Agencies on Aging, local
health departments, and indepen-
dent living centers.

Nearly 1,000 out of 5,127 resi-
dents at the 85 participating facilities
attended voluntary educational ses-
sions. Residents who expressed an
interest received an intensive-needs
assessment administered by a clinical
team. The team identified the ser-
vices and supports necessary for the
residents to make a transition to the
community and evaluated availabil-
ity of publicly funded services to
meet the needs. Some 146 of 181
people who participated in an indi-
vidual interview requested a needs
assessment, and within eight
months, 30 people successfully made
the transition to the community.

Utah administrators said it was
helpful that the clinical teams tended
to be conservative in assessing transi-
tion potential, generally basing eval-
uations on availability of traditional
health services and formal programs
that rely heavily on a hands-on,
direct-care approach. State officials
recognized, according to the report,
that insufficient use was made of
available resources to substitute for

direct-care staff, including assistive
technology devices, specialized med-
ical equipment, environmental mod-
ifications, or use of nontraditional
caregivers, such as personal assistants,
in place of professional agency staff. 

When clinical teams worked with
residents interested in transitioning
to the community, they moved into
case-management roles, shifting
emphasis from sharing general infor-
mation to providing information
only about specific programs that the
team determined to be appropriate
for each individual. The report said
this approach somewhat reduced the
decision-making power of residents,
since they did not always receive all
available information with which to
make their decisions. 

Lack of housing greatest barrier
The state found that a lack of

affordable, accessible housing was
the greatest barrier to transition for
the general population of institu-
tionalized people. Barriers to access-
ing housing exist not only as a result
of a statewide shortage but also from
a shortage of subsidies for low-
income people and the fact that pay-
ment for room and board expenses
are prohibited under traditional
Medicaid home- and community-
based services.

State officials said the project also
confirmed that there are specific
subgroups in nursing facilities for
which alternative services and set-
tings do not yet exist, including
those with severe chronic behavioral
conditions, those who are routinely
noncompliant with treatment regi-
mens, those with poor decision-
making ability, those with alcohol
and substance-abuse problems, and
those frequently requiring skilled
nursing intervention. 

Recommendations coming out of
the demonstration include greater
oversight of clinical and educational
teams; redesign of controls to ensure
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that consumers maintain decision
making; revision of tools used for
reporting information to partici-
pants to better guide team members
on available options, limitations to
alternative choices, and barriers that
need to be overcome to increase
choices; and attention to commu-
nity resource issues concurrently
with conducting outreach efforts to
nursing facility residents.

Meanwhile, the Department of
Health and Human Services
(HHS) said President Bush’s FY
2004 budget request includes a
new $1.75 billion, five-year pro-
gram aimed at helping Americans
with disabilities move from nursing
homes and other institutional set-
tings to living in the community.
An HHS news release stated the
proposal is one of several in the
budget under the president’s New
Freedom Initiative, a nationwide
effort to integrate people with dis-
abilities more fully into society.

“The New Freedom Initiative was
one of the earliest actions announced
by the president in his first days in
office,” said HHS Secretary Tommy
Thompson. “The president and I are
committed to changing policies that
unnecessarily confine people with
disabilities to institutional settings.
We want to work with the states and
the disability community to change
old programs and develop new ones
that will serve people with disabili-
ties in the settings that work best for
them.”

Included are:
•  “Money Follows the Individual”
rebalancing demonstration. This
five-year demonstration would assist
states in developing and implement-
ing a strategy to rebalance their
long-term care systems so there are
more cost-effective choices between
institutional and community
options, including financing
Medicaid services for individuals
who transition from institutions to

the community. Federal grant funds
would pay the full cost of home and
community-based waiver services
for one year, after which the partici-
pating states would agree to con-
tinue care at the regular Medicaid
matching rate. This demonstration
would build upon success stories in
Texas, Wisconsin, Michigan, and
Washington, and also would provide
incentives to states for increased use
of home and community-based ser-
vices and would help provide infor-
mation on costs of different
approaches.
•  New Freedom Initiative demon-
strations. This initiative would
fund four demonstrations that pro-
mote home and community-based
care alternatives. Two of the
demonstrations would provide
respite care services for caregivers of
adults with disabilities or long-term
illness and children with substantial
disabilities. Another demonstration
would provide community-based
alternatives for children who are
currently residing in psychiatric res-
idential treatment facilities.
Thompson said the president pro-
posed these demonstrations for FY
2003, but it is not expected that
Congress will include them in its
final FY 2003 appropriations.
•  Spousal Exemption. This proposal
would continue Medicaid eligibility
for spouses of disabled individuals
who return to work. Under current
law, individuals with disabilities
might be discouraged from returning
to work because the income they
earn could jeopardize their spouses'
Medicaid eligibility. This proposal
would extend to the spouse the same
Medicaid coverage protection now
offered to the disabled worker.

Thompson said the budget also
will propose establishing a new state
option enabling Medicaid presump-
tive eligibility for institutionally
qualified individuals who are dis-
charged from hospitals into the

community. This would make it
more feasible to discharge a person
who has been hospitalized to the
community rather than to an alter-
native institutional setting. And it
proposes to expand “System Change
Grants” to support states in their
planning to create new systems to
support people with disabilities in
communities instead of institutions.

Advocates not sure of impact
The announcement was greeted

with restrained joy by American
Disability Association president
William Freeman, who tells State
Health Watch that, “In a country
where people with disabilities who
rely on our government for their
support are impoverished by the
same programs that the government
claims are there to help them, it is
difficult to be excited by the latest
whitewash.”

Mr. Freeman points out that the
notion of using personal care atten-
dants instead of institutional care
was first advanced nearly 20 years
ago, especially by disabled rights
activist Ed Roberts and the World
Institute on Disability. “At a time
when our nation’s population is
aging rapidly, and the ability of exist-
ing institutional systems to house the
severely disabled elderly population
is strained at best, it isn’t a surprise
that the government now embraces
this reform,” Mr. Freeman says.
“The real question that should be
asked, at a time of ballooning state
deficits, is why such a reform could-
n’t have come much sooner. Perhaps
one day, someone in government
may realize that allowing people
with disabilities sufficient resources
to live without being impoverished is
also a very good idea. We won’t be
holding our breath.”

In Texas, where one of the pro-
jects that Thompson said has been
successful is under way, Department
of Human Services assistant deputy
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commissioner for long-term care
Becky Beechinor tells State Health
Watch that after the U.S. Supreme
Court’s Olmstead decision, then-
Gov. George W. Bush issued an
executive order calling on the
Health and Human Services
Commission to work with state
agencies to develop and promote an
independence plan. 

Activities under the plan included
notifying nursing home residents of
their options for remaining in their
facilities or moving out to a commu-
nity; providing Internet information
on the independence initiative and
available options; using enhanced
funding to promote independence
activities, including contracts for
relocation services from nursing
homes for those who wanted to
transition to home or the commu-
nity; and community outreach
efforts on available options.

As of Dec. 31, 2002, more than
300 people had been identified who
wanted to transition to a commu-
nity living arrangement, and 38 had

been successfully moved. The one-
year contract with the relocation
firms will undergo a thorough eval-
uation on several criteria so best
practices can be applied in the
future, Ms. Beechinor says.

An appropriation rider that
passed the last session of the Texas
legislature allows the money to fol-
low the client, she adds. Under pro-
visions of the rider, individuals who
are living in nursing facilities and
receiving Medicaid payments can
take the money into the community
to pay for their care there. The
clients can go to a variety of settings,
including their own homes, assisted-
living facilities, and group homes.
Ms. Beechinor says the program can
be cost-effective because community
care costs less than nursing facility
care.

Given that there are some 65,000
people in nursing homes who are
covered by the state, the program to
move people into the community
remains small but could grow if
funding is available. Ms. Beechinor
says she’s waiting to hear more
about the federal demonstrations
that are being proposed and is inter-
ested in seeing if Texas could partici-
pate. “We need to always remember
that clients should have a choice,”
she says. “We want to know that all
clients have an opportunity to
choose the setting that they feel best
meets their needs.”

[Government information is avail-
able at www.hhs.gov. E-mail Mr.
Freeman at wjf@bellsouth.net or
adanet@ada.org and contact Ms.
Beechinor at (324) 438-2936.]  ■
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With the escalating threat
of biological warfare
against the United

States, hospitals must be prepared
to treat victims of such attacks
while protecting employees and
patients. To respond to this need,
American Health Consultants
offers Smallpox Vaccination of
Health Care Workers: The Real-
World Experience, an hour-long
audio conference on Wednesday,
March 26, from 2-3 p.m., EST. 

This audio conference will pro-
vide the latest strategies and infor-
mation you need. The conference
will be moderated by William
Schaffner, MD, chairman of the
department of preventive medicine
at Vanderbilt University Medical
Center in Nashville, TN, an award-
winning epidemiologist who has
seen actual cases of smallpox. 

Other program speakers include:
•  Kathy Emanuelsen, MEd, RN, is
director of occupational health 

services for Hartford (CT) Hospi-
tal, an 800-bed acute-care facility.
•  Allen Craig, MD, is state epi-
demiologist and director of com-
municable and environmental
disease for the state of Tennessee in
Nashville.

Educate your entire staff for one
low fee including 1 hour of CE,
CME, or Critical Care credits for
all attendees. Invite as many partici-
pants as you wish to listen for just
$299. Information on obtaining
audio conference instructions and
continuing education forms will be
in the confirmation notice, which
will be mailed upon receipt of regis-
tration. Your fee also includes access
to a 48-hour replay following the
conference and a CD recording of
the program. For information or to
register, call customer service at
(800) 688-2421 or contact us via e-
mail at customerservice@ahcpub.
com. When ordering, please refer to
effort code 78981.  ■

Smallpox vaccination: Is your plan in place?


