
Georgia plans to cap hospital
reimbursements for govern-
ment and university employ-

ees, eliminating one of the state’s last
bastions of traditional indemnity cov-
erage and pinching an industry
already complaining about cutbacks
in government programs.

If hospitals decline to participate in
the new plan, though, they could
find themselves frozen out of future
state business. 

In November, the state’s
Department of Community Health
in Atlanta gave hospitals a take-it-or-
leave-it offer: 150% of the Medicaid
rate to serve state and university
employees. All of the 162 invited

acute care hospitals re-enlisted by the
Dec. 3 deadline.

For Georgia hospitals, the state’s
indemnity plan was “one of the few
cost-shift opportunities left to help
reimburse for indigent charity care
costs uncovered by other sources,”
says Cal Calhoun, vice president for
finance at Georgia’s hospital associa-
tion. “It’s hard to take issue with the
governor when he wants to use his
purchasing power to make eco-
nomic decisions on state costs. But
as far as the hospitals go, it’s another
reimbursement reduction, which
makes it tough to bear all the other

With technology and med-
ications making HIV
infection a treatable,

chronic disease, state Medicaid pro-
grams are being pressed to provide
early and aggressive coverage for
HIV-positive patients.

“There is no question we could do
a better job of preventing the progres-
sion of HIV disease by providing
treatment to uninsured people who
don’t have access to Medicaid,” says
Robert Greenwald, director of public
policy and legal affairs for the AIDS
Action Committee of Massachusetts
in Boston.

The oldest and largest AIDS ser-
vice organization in New England,
AIDS Action Committee of
Massachusetts, has successfully lob-
bied the Massachusetts legislature to
expand Medicaid access to people
with HIV. A Massachusetts bill
passed last fall makes the state among
the first to expand Medicaid coverage
specifically for HIV patients.

“The program will expand
Medicaid coverage for people who
have HIV but are not sick enough to
be labeled disabled,” says Joe Carleo,
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associate director for public policy with AIDS Action
Committee of Massachusetts. “These are people in the
early stages of HIV infection who have not become sick
yet and are in need of access to treatment that will pre-
vent them from getting sick.”

Under the state’s old program, Medicaid would cover
people with HIV, who had incomes of up to 133% of
the federal poverty level, only when they became ill
enough to be diagnosed as having AIDS.

HIV patients stay sick without Medicaid 
“It’s a Catch-22 in the way the system works tradi-

tionally,” Mr. Carleo says. “You didn’t have access to
health care until you became sick, while with the suc-
cess of new HIV treatments it makes more sense to
keep people healthy.”

Massachusetts will fund the program with $10 mil-
lion in tobacco settlement money during its first year,
Mr. Carleo says. About 2,000 people are expected to be
enrolled once it is under way.

Eventually the program should become budget neu-
tral because by funding early treatment, the state may
prevent many of the costs associated with AIDS, such as
hospitalization, skilled nursing care, hospice care, and
other treatment, Mr. Greenwald says.

Maine and neighboring states have watched
Massachusetts’ new bill with interest and could soon
be following in its footsteps, Mr. Greenwald says. “I
think they’ll look at our model because the bottom
line is people are increasingly recognizing that we have
a stated standard of care for HIV disease, published by
the federal government, and their own Medicaid pro-
grams don’t address giving people access to that stan-
dard,” he says.

Various states are seeking federal waivers or expan-
sions of their current Medicaid waivers for the purpose
of providing coverage to people with HIV, says Arnold
Doyle, MSW, director of HIV treatment programs for
the National Alliance of State and Territorial AIDS
Directors in Washington, DC.

States including Tennessee, Oregon, Florida, and
New York already have Medicaid programs that entitle
low income, HIV-positive people to receive health cov-
erage for clinical care. (See story on what some state
Medicaid programs offer, p. 3.)

Conventional Medicaid coverage insures only people

This issue of State Health Watch brings you
news from these states:

indemnity coverage and foretells a more purchaser 
mindset for government-funded plans . . . . . . . . . Cover

Medicaid
Minnesota seeks waiver approval from HCFA for five-
county Medicaid purchasing project

State hopes that specifics will encourage HCFA to
approve first conventional county-based purchasing 
project under 1997 law. . . . . . . . . . . . . . . . . . . . . . . . 7

Brokering Medicaid is still a long way off for most
counties

Protecting local providers financially while containing
health care costs is a tough balancing act, says Center for
Health Care Strategies study . . . . . . . . . . . . . . . . . . . . 8

Disproportionate share hospitals
Future DSH payment cuts seem likely, but feds won’t
take back funds, says acting HCFA director

HCFA appears ready to tighten up on disproportion-
ate share payments; urban and teaching hospitals ready
to react . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9

CHIP
Ambitious Maryland officials lay out blueprint for
employer-based coverage under CHIP

Florida’s plan rejected; minimum employer contribu-
tion too low for HCFA’s liking . . . . . . . . . . . . . . . . . 10

Continued from page 1 HIV coverage
Continued from page 1

See HIV coverage on page 4

Arizona . . . . . . . . . . . . . .p. 4

Arkansas  . . . . . . . . . . . .p. 11

California . . . . .pp.  4, 5, 12

Colorado  . . . . . . . . . . . .p. 4

District of  
Columbia  . . . . . . . . . . . .p. 11

Florida . . . . . .pp. 2, 3, 5, 10

Georgia  . . . . . . . . . . . . . .p. 1

Illinois  . . . . . . . . . . . . . . .p. 11

Iowa  . . . . . . . . . . . . . . . . .p. 11

Maine  . . . . . . . . . . . . . . .p. 2

Maryland . . . . . . . . . . . .p. 10

Massachusetts  . .pp. 1, 3, 10

Minnesota  . . . . . . . . . . .p. 7

Mississippi  . . . . . .pp. 4, 10

Missouri  . . . . . . . . . . . . .p. 4

Nebraska  . . . . . . . . . . . .p. 11

New Jersey . . . . . . .pp. 4, 8

New Mexico  . . . . . . . . .p. 4

New York  . . . . . .pp. 2, 3, 9

North Carolina  . . . . . . .p. 4

Oregon  . . . . . . . .pp. 2, 3, 4

Pennsylvania  . . . . . . . .p. 9

Tennessee  . . . . .pp. 2, 3, 11

Texas . . . . . . . . . . . . . . . .p. 4

Wisconsin  . . . . . . .pp. 10, 11



January 2000 State Health Watch 3

About 20 states either have or are in the process of
implementing Section 1115 Medicaid waivers that
expand Medicaid coverage for people with AIDS.

Some permit those who meet income requirements but are
not considered disabled by AIDS or other diseases to receive
Medicaid coverage. Massachusetts is the first state to request
a waiver solely for the inclusion of people with HIV. State-
specific strategies vary widely:

Florida
Florida has a Medicaid demonstration project that pays

for comprehensive health services for an estimated 12,500
Medicaid AIDS and HIV patients. The state’s project also
includes a new disease management program that will track
the continuity of care for about 7,500 Medicaid HIV/AIDS
patients.

Originally the state had proposed including only AIDS
patients in the project, but ultimately decided to cover eligi-
ble people who have symptomatic HIV disease, says Fred
Goldstein, president of Specialty Disease Management
Services of Jacksonville, FL. Mr. Goldstein is in charge of
implementing the disease management program. (See story
about Florida’s new HIV disease management program, 
p. 5.) 

Massachusetts 
Massachusetts’ Medicaid expansion, approved by the state

legislature in November 1999, will provide complete health
care coverage for all HIV-positive people with incomes at or
below 200% of the federal poverty level, about $16,000 per
year for a single individual and $32,000 per year for a family
of four. Coverage will include primary care services, diagnos-
tic services, prescription drug coverage, mental health care,
and substance abuse treatment.

An estimated 2,000 people will have immediate access to
the new expanded program, says Joe Carleo, associate direc-
tor for public policy with AIDS Action Committee of
Massachusetts in Boston.

New York
New York’s Medicaid program is expansive and people

infected with HIV, who qualify for the medically needy pro-
gram, have been receiving AIDS services since 1986, says Ira
Feldman, MPS, deputy director for health care for AIDS
Institute of the New York State Department of Health in
Albany.

New York’s program covers up to 185% of poverty level
for HIV-infected patients, equal to $15,448 annual income
for an HIV-infected patient or $20,802 per year for a
household of two. An estimated 50,000 to 70,000 HIV-
infected people receive Medicaid coverage, Mr Feldman
says.

“We have a full litany of services,” he adds. “We have an

extremely generous Medicaid package in the state.”
The package includes an infrastructure of providers, out-

patient services, and even adherence programs are funded
through the state’s Medicaid program.

Oregon
The Oregon Health Plan (OHP), implemented in 1994,

expands Medicaid coverage to all Oregonians living in house-
holds below 100% of the federal poverty level, including
people who are infected with HIV.

“Oregon Health Plan is a truly innovative approach, one
that has accomplished its goal of increasing access to health
care,” says Mark Loveless, MD, director of the
HIV/STD/TB programs of the Oregon Health Division in
Portland.

Unfortunately, the program also has been threatened by
financial problems, Mr. Loveless says. “Because it’s been so
successful and because people have accessed it and benefited
from its services, it currently is struggling financially.”

Elected state officials are aware of how well the program
has worked in keeping people healthy, and HIV statistics are
the most telling data offering proof, he says.

“The outcomes that we’ve seen in Oregon have been a
dramatic decrease in death rates and a dramatic decrease in
AIDS cases since the program began,” Mr. Loveless says.

OHP’s strategy of allocating resources by disease and
medical condition benefits works to the advantage of those
with HIV infection, Mr. Loveless says, because HIV treat-
ment is a relatively high priority on the list.

“Originally HIV was placed on the list very low because
it was viewed as an incurable disease with only palliative
care,” Mr. Loveless says. “And we advocated strongly that
antiretroviral therapy, which was in its infancy at the time,
was likely to improve and change the natural history of the
disease.”

HIV disease is listed at 172 on the priority list, which cur-
rently is funded through the mid-500s.

Tennessee
TennCare, Tennessee’s Section 1115 waiver program, gen-

erally provides coverage to anyone who is uninsured and has
an income of 300% or less of the federal poverty level. 

The state has medical care managers in each of 18 “centers
for excellence” across the state. (See “TennCare launches vol-
untary managed care program for HIV, AIDS patients with
Centers of Excellence,” State Health Watch, May 1998).
The managers serve as a point of entry for TennCare
enrollees and help HIV patients receive medical services,
antiretroviral drugs, and other health services.

About 2,400 HIV-infected people have been enrolled
under TennCare. Funding problems have been a drawback,
however, and recent proposed revisions by Gov. Don
Sunquist may restrict access for the newly diagnosed.  ■

What are various states offering in HIV coverage from Medicaid?
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whose HIV infection has progressed to
AIDS, defined by two opportunistic
infections and a low CD4 cell count.
Some states have expanded this cover-
age to any uninsured and low-income
person who has HIV by relying on
Section 1115 Medicaid waivers.

Federal legislation sponsored in
1999 by Sen. Robert Torricelli (D-NJ)
and Rep. Nancy Pelosi (D-CA) that
would have allowed states to expand
their Medicaid coverage to all low
income HIV-positive people has stalled
in Congress.

More help needed from ADAP
The federal AIDS Drug Assistance

Program (ADAP) has been successful
in providing antiretroviral treatments
to many low income people with HIV,
but access varies from state to state.
ADAP money primarily covers drugs,
and any clinical care for the uninsured
is left to Medicaid or charitable institu-
tions. Some health care providers have
been trying to fill gaps in Medicaid
coverage by scraping together federal
and private funding sources.

For example, in California, the
AIDS Healthcare Foundation of Los
Angeles provides comprehensive
health care to uninsured HIV-
infected people through the use of
government grants and private funds,
says Ged Kenslea, community rela-
tions director for the nonprofit, com-
munity-based provider with six
clinics, a hospice program, and skilled
nursing care.

“We provide medical care to under
5,000 people in Southern California,
regardless of their insurance status,”
Mr. Kenslea says. 

AIDS Healthcare Foundation has
spent several years lobbying
California legislators to pass a bill that
would expand the state’s Medicaid
program, Medi-Cal, to cover asymp-
tomatic HIV-positive people. The bill

died in committee in September, but
may be resurrected this year, Mr.
Kenslea says.

Although ADAP funding covers
most of the medically indigent indi-
viduals who need HIV antiretroviral
drugs, such people still need adequate
clinical care to help them adhere to
their medication regimens and to pre-
vent opportunistic infections, Mr.
Kenslea says.

He points to the AIDS Healthcare
Foundation’s program, Success
Through Antiretroviral Treatment

(START), as an example. The pro-
gram provides training for people
who have just started HIV antiretro-
viral therapy. Targeting people who
are at risk for not complying with
their drug regimen, the program pro-
vides them with beepers, pill boxes,
psychosocial support, and other inter-
ventions that encourage them to stay
on track. 

The $2 million program, funded
with a federal grant, is necessary to
prevent the spread of drug-resistant
virus, Mr. Kenslea says.  ■

Impact of name-based HIV reporting 
is ‘exaggerated,’ suggests new study

The controversy over name-based surveillance for HIV patients “is
kind of a tempest in a teapot,” says the lead author of a recent analy-
sis in the Annals of Internal Medicine.

The supposed impact of name-based surveillance for HIV — both good
and bad — is “exaggerated,” said Dennis Osmond, PhD, and six other
researchers in the November issue of the journal.

The study of services at eight state health departments analyzed the
impact of name-based reporting on the use of HIV-related services and
partner notification. Four of the five study sites with name-based HIV sur-
veillance also offered anonymous testing, allowing researchers to examine
the effects of each approach side by side.

Whether a state had name-based reporting didn’t seem to have much
impact on when a person first sought care after a positive HIV test. In states
with name-based surveillance, 66% sought care after two months and 81%
after one year. For those without name-based surveillance, the proportions
were only slightly higher, 67% and 86%, respectively.

Nor did name-based reporting seem to have much of an impact on the
average number of partners identified. In the five states with name-based
reporting of HIV, the average number of partners reported by those with an
anonymous test (3.85) was “almost identical” to the comparable average for
those with a confidential test (3.8), defined as those identified personally
plus those identified through the public health system.

“My take on it is that people are willing to give the names of people they
would notify anyway,” Mr. Osmond tells State Health Watch.

The study analyzed health department data in five states with name-
based reporting (Arizona, Colorado, Mississippi, Missouri, North Carolina)
and three that did not (Texas, Oregon, and New Mexico). New Mexico has
since passed a name-based surveillance law.

Mr. Osmond is associate professor in the University of California, San
Francisco, Department of Epidemiology and Biostatistics and UCSF Center for
AIDS Prevention Studies (CAPS). Contact him at (415) 476-3804. ■

HIV coverage
Continued from page 2



Florida has launched a novel
statewide disease manage-
ment program in order to

provide patients with a better con-
tinuum of care and make the state’s
Medicaid funding for HIV/AIDS
more cost-effective.

The program, funded with about
$9 million from the state, will track
health care services for about 7,500
Floridians who have HIV and who
qualify for the state’s Medicaid 
program. 

The program, Positive Healthcare/
Florida, was created by the AIDS
Healthcare Foundation of Los
Angeles, which has a contract with
the state’s Agency for Health Care
Administration.

AIDS Healthcare Foundation is a
nonprofit, community-based
provider of AIDS care in California,
and the organization has the first and
largest Medicaid capitation demon-
stration project for AIDS. The foun-
dation has established a managed
care type of health services model for
Florida.

HIV-infected enrollees receive
health care coverage from the state’s
Medicaid program. The program’s
goal is to keep HIV patients healthier
with fewer hospital admissions or
emergency room visits.

“We’re applying a level of scrutiny
and different interventions to HIV
care under Medicaid, and we’re infus-
ing them into the model to make
them more streamlined for people
with AIDS,” says Peter Reis, director
of business development at AIDS
Healthcare Foundation.

Education important
The program also entails holding

educational forums for providers to
bring them up to date on the latest
medical advances in HIV treatment.

The educational component is
especially important because 40% of
the HIV patients in Florida are
receiving their primary care from
providers who have fewer than 20
HIV patients, Mr. Reis says. “We
have our own HIV protocols that
are indexed, and we make those
available to providers. A lot of physi-
cians don’t have the time or experi-
ence to navigate dense treatment
guidelines.”

The program ultimately will pro-
vide Florida officials with outcomes
data, showing how well patients have
done maintaining their disease and
how much money it has cost the state
to pay for their health care services,
says Fred Goldstein, president of
Specialty Disease Management
Services in Jacksonville, FL. 

Mr. Goldstein is in charge of
implementing the program. Here’s
how the program works:

• Enrolling clients. All Florida
Medicaid-eligible HIV-infected
patients are enrolled unless they
choose not to be involved. The pro-
gram has an opt-out model in which
people receive a letter from the state
telling them they’re eligible for
Positive Healthcare/Florida, Mr.
Goldstein says.

To protect clients’ privacy, the let-
ters do not refer specifically to HIV
or AIDS. Instead the letters mention
all of the disease management pro-
grams the state has. People have 30
days in which to choose not to be in

the program. They can disenroll by
calling a state district office.

One of the program’s earliest chal-
lenges was locating the clients. In the
first month, the state sent out 850 let-
ters and enrolled 723 clients. 

Few people opted out of the pro-
gram, but many could not be
enrolled because the letters were
returned with no forwarding
addresses, Mr. Goldstein explains.

• Making initial assessments. The
program, when fully implemented
later this year, will have about 70 reg-
istered nurses and 10 support
employees.

Nurses meet with each client to
introduce the program and cover a
detailed, six-page clinical assessment
tool that helps them determine the
status of the client, assess how well
the client understands HIV disease,
and identify specific client needs.
They also ask patients the names of
their treating physicians, which they
later match with state information
on patients’ listed primary care
physicians. They identify the client’s
case manager and AIDS service
organization.

One of the biggest obstacles the
program has faced so far involves set-
ting up that initial consultation with
clients, says Judy White, RN, BS,
director of health operations for
Specialty Disease Management
Services. Patients sometimes didn’t
have telephones and were difficult to
reach.

• Assigning risk. Using the
patient’s CD4-cell count data, nurses
assign patients to a risk category of
low (CD4 cell count of 500 or more),
medium (CD4 cell count between
200 to 500), or high (CD4 cell count
of less than 200). 

Those in the low category are con-
tacted once a month; clients in the
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Florida program offers disease management for HIV
Medicaid clients are automatically enrolled and allowed to opt out

One of the biggest 

problems is contacting

clients. Many of them

don’t have telephones.
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medium-risk category are contacted
at least twice a month, and people in
the high-risk category are contacted
at least weekly, Ms. White says.

• Reviewing medical records.
The staff use patient release forms
to obtain clients’ medical records to
see what type of care has been pro-
vided. 

They pull out information on
patients’ CD4 cell counts and types
of antiretroviral medications pre-
scribed, and determine whether
patients were receiving prophylaxis
drugs for certain opportunistic
infections.

The staff chart this information to
identify trends among the entire
group of clinicians serving the
Medicaid HIV patients and to give
individual physicians a look at how
they are doing when compared to
national and state norms, Mr.
Goldstein says.

• Meeting with physicians.
Physician education is a priority of
the program. Nurses meet with
physicians or their staff to explain
how the program works and what
educational services are available.
They show doctors how their HIV
treatment compares with state and
national treatment guidelines and
statistics.

• Cutting costs. Nurses will stay in
close contact with clinicians to dis-
cuss outcomes and more efficient
ways to provide care, Mr. Reis says.

For example, some physicians
may be unaware of how often their
HIV patients are admitted to the
hospital. If they aren’t contacted
while the patient is admitted, then
they can’t supervise the inpatient
stay to make sure the hospital is
motivated to discharge the patient in
a reasonable amount of time, Mr.
Reis explains.

“We’re interested from a patient
care perspective to take a look at
some of these issues and communi-
cate information to physicians in an
ongoing dialogue,” he adds.  ■

cuts that are coming.”
For many hospitals, the new plan

is something of a Hobson’s choice;
150% of Medicaid is almost a guar-
antee they will suffer new financial
shortfalls but being frozen out of
future state business is untenable. The
State Health Benefit Plan and the
university system plan, which joined
forces to contract with hospitals,
cover 555,000 and 90,000 employees
respectively.

State officials hardly had a choice
themselves. The cuts are expected to
generate about $18 million in sav-
ings, but the department still expects
to ask the legislature to covers $200
million deficit in the plans for the
current fiscal year. In another cost-
cutting effort, the state is developing a
preferred provider organization
(PPO) option for the 2000-01 fiscal
year. Hospitals that don’t participate
in the direct contracting initiative
now won’t be allowed to be part of
any PPO panel offered to state
employees.

Hospitals sitting on the contracting

sidelines also are precluded from
billing the state or university plans
electronically and are subject to a
reduced usual and customary fee
schedule for state health plan business.
As if that weren’t a big enough stick,
their lack of participation will be
“noted” in Certificate of Need reviews.

Georgia reimburses for Medicaid
services, the model for hospital pay-
ment in the state employee plan, on a
diagnosis-related group (DRG) basis
similar to that used by Medicare.
While the program’s payment cate-
gories are based on a CHAMPUS
grouper, actual reimbursement rates
are a function of Medicaid costs
rather than the Medicare DRG fee
schedule.

“Actuarial analysis has confirmed
that our reimbursement rates to hos-
pitals are significantly above the rates
that are available to any large
employer in Georgia. This is not a
defensible position for the largest pur-
chaser of health care in the state,”
DCH director Russ Toal said in a let-
ter to hospital CEOs.

There’s no current attempt to
restructure payment for care provided
to Georgia’s 1.2 million Medicaid
enrollees, says state spokeswoman
Joyce Goldberg, but adds that the
state is interested in “coordination”
and “integration” among its health
plans. 

Speaking from the bully pulpit,
Mr. Toal told hospital CEOs in his
Nov. 12 letter to expect “integrated
management, consolidation of
administrative functions, adoption of
sound business practices, and pur-
chasing maximization” as part of the
state’s effort to put its health pro-
grams on a sound financial footing.
This could suggest that more than
the state plans will be overhauled
under Governor Roy Barnes.

Contact the Georgia Department of
Community Health at (404) 656-
6359. ■

Georgia cuts costs
Continued from page 1

“Our reimbursement rates

to hospitals are significantly

above the rates that are

available to any large

employer in Georgia. This is

not a defensible position for

the largest purchaser of

health care in the state.”

Russ Toal
Director 
Department of 
Community Health 
Atlanta
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Five counties in north-central
Minnesota are seeking federal
approval as the state’s first con-

ventional county-based contracting
initiative. Observers worry, though,
that the counties’ plan will be hard
pressed to stay financially viable, and
question the plan’s decision to dele-
gate many key administrative duties.

In a Section 1115 waiver modifica-
tion request, state officials are asking
the Health Care Financing
Administration (HCFA) to not only
approve the five-county project, but
to bless the concept of county-based
Medicaid purchasing in general.

To get the ball rolling
County-based Medicaid purchas-

ing has been tested elsewhere in
Minnesota and was made possible
generally by a 1997 law (see
Minnesota Statutes, section
256B.692). The counties’ plan is one
of five accepted by the Minnesota
Department of Health in April in
response to its request for county-
based purchasing proposals. The
move reflects a growing desire by local
governments to have more control
over the Medicaid programs that
insure their constituents. (See
“Devolution: It’s not just for states
anymore — Counties seek role as
Medicaid contractors,” State Health
Watch, May 1999, p. 1.)

HCFA has been leery of giving the
nod to Minnesota’s county-based
purchasing ideas without seeing spe-
cific projects. State officials maintain
that the particulars of county-based
purchasing will vary from place to
place, and say they hope the first
prospective project, known as
Essential Health Plan, will at least get
the ball rolling. 

“They seemed to be the furthest
along,” says Jane Vanderwall, a waiver

specialist with the Department of
Human Services.

Under the scenario proposed to
HCFA, Minnesota will pay Essential
Health Plan a capitated per-member-
per-month amount roughly equiva-
lent to 95% of comparable
fee-for-service expenditures, as it
would any managed care organiza-
tion. The counties, in their role as an
MCO, will assume all financial risk
for enrollees’ care and contract or buy
plan services as needed. 

Early in the application process,
HCFA said counties would have to
compete and be regulated as any
other managed care organization.
(See “Minnesota counties . . . have to
compete like MCOs,” SHW, July
1999, p. 1.)

Essential Health Plan has con-
tracted with The Araz Group, a
Bloomington, MN-based third-party
administrator, to perform provider
services and network management,
medical management, claims man-
agement, beneficiary services, quality
assurance, and data analysis and
reporting. A full-time administrator
came on board in July. 

To build its physician network, the
plan proposes to contract with any

willing physician on a fee-for-service
basis. In addition to helping build a
comprehensive network, the strategy
is intended to ensure consumer
choice and help allay HCFA’s fears
about giving the counties what
amounts to an exclusive franchise to
broker Medicaid services in the
region. 

Capitation? Maybe later
Initial reimbursement is set at

110% of the Medicaid rate with a
10% withhold. Dentists, who have
been hard to attract to the Medicaid
program, will be paid “slightly higher
than Medicaid, but still lower than
commercial rates,” says executive
director Michael Woodyard.

The plan hopes to wring the
money for the increased reimburse-
ment from strategies such as concur-
rent and retrospective review, case
management, and joint purchasing.
With no Medicaid managed care at
all now in the five project counties
— Cass, Crow Wing, Morrison,
Todd, and Wadena — plan organiz-
ers hope the introduction of such
managed care features will be enough
to keep the plan solvent and the
providers satisfied.

“We know we have to make up the
increased savings and the administra-
tive overhead. We think we can do
that,” Mr. Woodyard says.

Plan organizers considered capita-
tion arrangements that put physi-
cians at financial risk, such as those
in a successful county-purchasing
project in neighboring Itasca County,
but rejected that approach. “We don’t
feel we have the data and analysis at
this point to do capitation,” he says,
“and I don’t know if we would build
as much trust and good will that
way.” 

Still, the lack of tighter utilization

Minnesota seeks waiver approval from HCFA 
for five-county Medicaid purchasing project

“It’s hard to see what they

would be accomplishing,

possibly other than prevent-

ing other managed care

companies from coming in.”

James Verdier, JD
Senior Fellow
Mathematica Policy Research
Washington, DC



controls and financial risk-sharing
leaves one researcher dubious about
the long-term feasibility of Essential
Health Plan’s approach. “They’re not
doing anything to manage care, as far
as one can tell,” says James Verdier,
JD, a senior fellow at Washington,
DC-based Mathematic Policy
Research. 

(See related story, below,
“Brokering Medicaid is still a long
way off for most counties.”)

Mr. Verdier, Indiana’s Medicaid
director from 1991 to 1997, also
notes that Essential Health Plan
seems to have passed along to a
third-party administrator the hard-
won control of local Medicaid dol-
lars. “It’s hard to see what they
would be accomplishing, possibly
other than preventing other man-
aged care companies from coming
in,” he says.

Mr. Verdier says he’s also worried
that managed care may not bring sig-
nificant cost savings among the initial
population to be served by Essential
Health Plan. 

While the plan will start off with
mandatory enrollment of the tradi-
tional groups served by Medicaid —

women and children — bigger cost
savings accrue when elderly and dis-
abled Medicaid enrollees are rolled
into managed care, he says.

Essential Health Plan hopes to
encompass such enrollees in the
future, Mr. Woodyard adds. The
region has between 13,000 and
16,000 Medicaid enrollees on any
given month, of which about 20%
are elderly, disabled, or otherwise
exempt from mandatory Medicaid
managed care. Annual Medicaid
revenues to Essential Health Plan
are estimated at $40 million, he
says.

Minnesota’s statutory definition of
a county-based Medicaid purchasing
entity mirrors that of a health mainte-
nance organization or the state’s incar-
nation of a provider-sponsored
network. Essential Health Plan has
met all the requirements except for
final certification of its network, says
Mr. Woodyard. “We’re about 90%
there.”

Final actuarial analyses on the
financial feasibility of Essential Health
Plan were due from Milliman &
Robertson at the end of December.
The plan hopes to begin offering ser-
vices in March. 

The counties in the Essential
Health Plan do have the advantage of
a long history of cooperative ventures,
notes Mr. Verdier, and may be able to
accomplish many of their goals even
without formal county-based
Medicaid purchasing. “You can’t tell
on paper whether something like that
is going to work or not. That’s all
going to turn on personalities and
budgets.”

Contact Mr. Woodyard at (218)
894-1732 and Mr. Verdier at (202)
484-9220. ■
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Trying to wrest control of Medicaid dollars from
the states may not help county governments
protect local providers from managed care, says a

senior fellow at Mathematica Policy Research in
Washington, DC.

But sharing Medicaid duties with states — maybe in
ways other than purchasing — still allows counties to
enhance the local system without bucking federal rules
and statutes, says James Verdier, JD, in a study he
recently completed for the Center for Health Care
Strategies in Princeton, NJ.

Purchasing and conflict-of-interest regulations
imposed by the Health Care Financing Administration
are likely to impede counties’ efforts to take on
Medicaid purchasing duties, says Mr. Verdier. At issue
are federal purchasing regulations that encourage 

competition and look askance at any arrangement 
giving counties an exclusive franchise to broker
Medicaid managed care. In addition, counties who
want to both purchase and administer Medicaid ser-
vices could run afoul of federal conflict of interest regu-
lations, he suggests.

The variety of county involvement in Medicaid is
staggering. In about three-fourths of the states, coun-
ties funded Medicaid services or provided them
directly, usually through the local health departments
or mental health centers. In almost half the states,
counties performed Medicaid purchasing or adminis-
trative tasks, most commonly eligibility determination,
according to Mr. Verdier’s 1998 survey of state
Medicaid directors.

Contact Mr. Verdier at (202) 484-9220. ■

Brokering Medicaid is still a long way off for most counties

“We don’t feel we have the

data and analysis at this

point to do capitation, and 

I don’t know if we would

build as much trust and

good will that way.”

Michael Woodyard
Executive Director
Essential Health Plan
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Hospitals that have sweetened
their Medicare dispropor-
tionate share payments by

counting some contested days as
Medicaid in the calculation will get to
keep the money, according to a recent
letter from the Health Care Financing
Administration (HCFA).

That’s at least through the cost
reporting periods beginning on or
before Dec. 31, 1999. Beyond that
date, it appears that HCFA will
tighten the definition of what’s con-
sidered Medicaid, effectively ratchet-
ing back disproportionate share
hospital (DSH) payments to hospitals
with substantial low-income caseloads
other than Medicaid.

“We will quickly clarify our
Medicare DSH policy in guidance
both to our fiscal intermediaries and
to hospitals,” says an Oct. 15 letter
from acting director Michael Hash to
Senate Finance Committee Chairman
William Roth (R-DE). “We will also
provide clarification of our policy to
state Medicaid agencies to ensure that
data they submit for use in making
DSH determinations comport with
our DSH formula.”

The formula HCFA seems prepared
to implement is spelled out in an
administration briefing paper prepared
for its DSH negotiations with New
York hospital officials. In it, HCFA
rejected Greater New York Hospital
Association’s argument for including
Medicaid days used under New York
state’s so-called “Home Relief” project,
a Section 1115 waiver program. 

There is a “clear distinction”
between traditional Medicaid groups
“enshrined” in the state Medicaid
plan and populations covered by
Medicaid under Section 1115
waivers, says the HCFA report, with
the latter not intended to be included

in the disproportionate share calcula-
tion. Coverage to optional Medicaid
State Plan groups is considered part of
traditional Medicaid because it can be
implemented or discontinued at a
state’s discretion with no federal
waiver needed, says HCFA.

In a tacit acknowledgement that
some Section 1115 waiver projects
have been around long enough to
seem like part of the traditional
Medicaid program, HCFA says the
time-limited nature of waiver projects
helps to set them apart “however
much such projects may be extended
or prolonged in practice.”

A billion-dollar sigh of relief
The impact in New York state is as

much as $160 million annually, or a
total of $1 billion in the six historical
cost-reporting years that could be
affected, says Jeannie Cross, vice presi-
dent for communications at the
Hospital Association of New York
State. Assurances that HCFA would
not try to recoup payments already
made under an expanded definition of
Medicaid gave the hospital association
“a billion dollar sigh of relief,” she says.

DSH payments, part of a hospi-
tal’s Medicare DRG payment, are
indexed to a facility’s provision of
care to Medicaid patients as well as
Medicare patients eligible for
Supplemental Security Income.
Urban hospitals are particularly
dependent upon DSH payments,
and in the forefront of fighting to
expand the definition of Medicaid
days in the DSH calculation.

“Clearly, we would argue the defini-
tion should be as expansive as possible
and not go into these gradations of low
income,” says Lynne Fagnani, vice
president for finance and reimburse-
ment at the National Association of

Public Hospitals and Health Systems
in Washington, DC. “If you take a
longer view, the purpose of dispropor-
tionate share is to recoup the cost of
low-income patients. These are all low-
income patients,” she says.

At issue in Pennsylvania is the inclu-
sion of state-funded “general assistance”
days that brings an estimated $60-$80
million annually to 73 hospitals in the
state, says Virginia Schierscher, director
of health care finance and policy for the
Hospital and Healthsystem Association
of Pennsylvania. In April,
Pennsylvania’s Rep. Phil English (R-
Erie) introduced legislation (HR 1529)
that would expand the definition of
Medicaid days in the DSH calculation
to include all days described in an
approved Medicaid State Plan.

Even short of legislative changes,
the precise formula used to calculate
Medicare disproportionate share pay-
ments is often litigated and occasion-
ally revised. In February 1997, for
example, HCFA bowed to the deci-
sion of four U.S. Courts of Appeals to
recognize otherwise eligible Medicaid
days in the calculation even if the
state chose not to pay for such days.
Up to that point, the disproportion-
ate share formula did not include
days that would have been eligible for
reimbursement but for state-specific
coverage limitations.  ■

Future DSH payment cuts seem likely, but feds
won’t take back funds, says acting HCFA director

Correction

Outdated figures supplied by the
New York City Department of

Health in the December 1999 State
Health Watch underrepresented the cur-
rent enrollment of the city’s mandatory
Medicaid rollout. Between the begin-
ning of the program at the start of
August through the end of November,
the program had enrolled approxi-
mately 47,000 people. ■
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“Complex, but achievable”
is how gung-ho
Maryland health officials

describe the idea of subsidizing pri-
vate-sector coverage in its Children’s
Health Insurance Program (CHIP). 

A 36-page report presented to leg-
islators Dec. 3 lays out how to cover
as many as 12,000 Maryland resi-
dents between 200% and 235% of
the federal poverty level. If Maryland
is successful, it will join
Massachusetts, Mississippi, and
Wisconsin in the select but growing
circle of states with CHIP employer-
sponsored insurance.

If not, it will join states such as
Florida, whose plan for employer-
sponsored insurance the Health Care
Financing Administration (HCFA)
rejected in early November. The
sticking point is Florida’s insistence
on dropping below the fed’s 60%
minimum employer contribution,
HCFA administrator Nancy-Ann
DeParle said in a Nov. 5 letter to
Florida Medicaid director Gary
Crayton.

Maryland has two advantages in
the effort to add employer-sponsored
insurance to its CHIP plan. It’s not
shy about learning from the successes
and stumbles of other states pursuing
employer-sponsored insurance. In
addition, state Medicaid director
Debbie Chang recently came to
Maryland from a job as co-chair of
HCFA’s steering committee on CHIP
implementation.

“I think that employer-sponsored
coverage is a viable alternative; it’s a
great way to reach children,” she told
participants at the annual meeting of
the National Association of State
Medicaid Directors in October.

The report on Maryland’s so-called
“private option” plan borrows heavily

from the successes of other states and
suggests a few new measures itself for
tackling the trickier issues in
employer-sponsored CHIP coverage: 

1. Crowd out.
In an effort to discourage employ-

ers from substituting CHIP dollars
for their own contributions toward
dependent coverage, HCFA in
February 1998 said that subsidies
would be allowed only if businesses
anted up at least 60%, the median
premium contribution nationwide.
Maryland will try to show, as
Mississippi and Massachusetts have
done successfully, that its statewide
contribution is 50% and should be
the CHIP threshold.

2. Cost sharing.
HCFA bans cost sharing for pre-

ventive services and caps it at 5% of
annual income, strategies which are
uncommon among private employ-
ers. To handle the preventive service
cost sharing, the report recommends
the purchase of an insurance rider. A
conventional private-sector approach
for handling such cost sharing, having
the employee front the costs and seek
a refund later, is unacceptable to
HCFA, says Ms. Chang.

One size fits all
Finding a way to handle the 5%

cap appeared to be more complex.
The specific cap for a given family is
based on income and family size, and
could even vary throughout the year
if a family’s income fluctuates. To
avoid what would be an administra-
tive nightmare, Maryland’s health
officials have replicated California’s
“flat approach” to CHIP cost sharing.
The report recommends the cap on
costs be set at the lowest possible
amount, the $442 that would be paid
by a family of two making 200% of

the federal poverty level. For group
plans, the costs consist exclusively of
premiums and will be relatively easy
to track. For those covered in the
individual market, the costs will con-
sist of premiums and other expenses,
and the report notes that implemen-
tation will take some degree of
“administrative oversight.”

3. Benefit design.
Maryland is proposing a new

approach to cover the residents who
are otherwise eligible for the program,
but who are unable to enroll through
employer-based coverage. Of the
6,900 residents expected to enroll in
the private-option program, only
about 2,000 are expected to do so
through employer-sponsored insur-
ance; the remaining 4,900 likely will
be covered by a new private sector
plan or a Medicaid-look-alike plan.

Maryland legislators are keen on
using the private-sector model as
much as possible in CHIP, and the
report proposes that the state use a
“request for information” to gauge
whether insurers have any interest in
offering a product that meets the
complex requirements of the pro-
gram. Where there are gaps in geo-
graphic coverage or shortfalls in
capacity, state officials propose a
Medicaid look-alike product, proba-
bly offered through HealthChoice,
the Maryland Medicaid managed
care plan.

“The decision to allow two alterna-
tive default health plans . . .  has not
been considered by other states,”
notes the report. “Staff discussions
with HCFA staff indicated that this
approach will likely be carefully scru-
tinized by federal officials and may
ultimately not be approved.”

Florida’s problem was convincing
HCFA to accept an employer 

Ambitious Maryland officials lay out blueprint 
for employer-based coverage under CHIP
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contribution of lower than 60%. In
August, Florida abandoned its pro-
posed 20% minimum contribution
for a strategy that distinguished
between large and small employers,
and between employers who already
provided dependent coverage and
those who did not. 

Businesses without existing depen-
dent coverage would be required to
contribute at least 24% or 40%,
respectively, depending upon
whether they had fewer than 50 or
50 or more employees. Businesses
with existing dependent coverage
would be required to maintain their
share of the premium costs, with a
minimum contribution of 24% and
40% for small and large businesses,
respectively.

Florida: How low can you go?
Meager health care benefits among

Florida’s private sector employers jus-
tifies the tiered approach, according
to correspondence from Mr. Crayton
to HCFA in August. 

Although the average employer
contribution is 57%, that level puts
Florida last among 40 states in a rank-
ing of the percentage of premium
contributed by employers for their
employees enrolled in family cover-
age, he said. Furthermore, it doesn’t
recognize the fact that only about
39% of Florida’s small businesses offer
health insurance benefits, he told
HCFA.

Even when HCFA rebuffed the
idea and suggested an alternative,
Florida regulators and businesses
stood their ground. “While I appreci-
ate your willingness to work with us,
given the characteristics of Florida’s
business environment, we must con-
tinue to support the proposal we sub-
mitted,” Mr. Crayton wrote to
HCFA in October.

Contact Mr. Crayton at (850) 488-
9347 and Ms. Chang at (410) 767-
4664.  ■

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

Supreme Court justice blocks late-term abortion bans 
WASHINGTON, DC—Enforcement of Illinois and Wisconsin laws pro-

hibiting certain late-term abortions has been put on hold by Supreme Court
Justice John Paul Stevens. 

The justice’s action challenges a 7th U.S. Circuit Court of Appeals decision
upholding the laws, but is consistent with a September ruling from a separate
appeals court throwing out similar laws in Nebraska, Arkansas, and Iowa. The
conflicting results suggest that the Supreme Court will agree to step in to
resolve the issue.

—Associated Press/VoxCap, Nov. 30

DC Medicaid slow in making court-ordered DSH payments
WASHINGTON, DC—The DC government is struggling to pay more

than $30 million in overdue Medicaid payments it owes five district hospitals.
The so-called disproportionate share payments are due to the hospitals

under DC statute for serving a greater than average number of low-income
patients. In defending the District of Columbia in a suit brought by the hos-
pitals, Paul Offner, former District Medicaid chief now with Georgetown
University Medical Center, said the city did not make timely disproportion-
ate share payments because it would have been a financial hardship. An
enraged District Court Judge Stanley Sporkin called the District’s position
“contrary to common sense” and on Nov. 1 ordered the payments to be
made.

—Washington Business Journal, Nov. 8, 15

Tennessee governor proposes downsizing TennCare
NASHVILLE—Gov. Don Sundquist in late November unveiled the latest

in a series of strategies to rein in TennCare, the controversial health care pro-
gram that covers nearly a quarter of the Tennessee’s residents.

Major changes include temporarily closing enrollment to all but unin-
sured children and the Medicaid eligible, limiting TennCare benefits and
increasing premiums for many of the program’s participants. Some of the
changes that address the operations of managed care organizations and
behavioral health organizations likely will require federal approval of a
change to Tennessee’s Section 1115 waiver. Others, such as those that deal
with administrative efficiencies, will go into effect Jan. 1.

The 12-steps proposed by Mr. Sunquist are the following:
• Temporarily close TennCare enrollment to adults who are not eligible for

Medicaid. This category includes those who have higher incomes than are per-
mitted under traditional Medicaid guidelines and those whose health condi-
tions have made them “uninsurable.”

• Revise the TennCare benefits package, including limits on prescription
drugs and home health services for adults.

• Increase premiums for adults with family incomes at or above 200% of
poverty.

• Assume control of the pharmacy program.
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• Eliminate deductibles and implement a flat copay system for enrollees.
• Reverify current non-Medicaid members and strengthen program

integrity by further reducing fraud and abuse.
• Amend contracts with managed care organizations (MCOs) and behav-

ioral health organizations (BHOs) to eliminate advertising expenses and imple-
ment an administrative cap on MCOs.

• Standardize provider billing procedures and requirements for electronic filings 
• Prohibit MCOs and BHOs from waiving enrollee copayments and offer-

ing additional benefits other than cost-effective alternatives. 
• Improve due process and education procedures for enrollees. 
• Establish a “Pediatric Primary Care Provider Pool” to improve access to

preventive health screenings for children. 
• Make TennCare organizational improvements, including greater provider

input.
In November, state officials released $60 million in provider payments, part

of a $128 million boost approved by the legislature for the fiscal year ending
June 30, 2000. 

—Office of the Governor, Nov. 30; Nashville Tennessean, Nov. 12

HCFA approves expansion of California’s CHIP 
WASHINGTON, DC—The Health Care Financing Administration has
approved an expansion of California’s Children’s Health Insurance Program,
that state officials hope will cover an additional 132,000 children by 2001.

The amendment raises the eligible family income in Healthy Kids,
California’s separate CHIP initiative, from 200% to 250% of the federal
poverty level. The original plan, approved in 1998, established Healthy
Kids and expanded Medi-Cal, California’s Medicaid program. As 
of November 1999, the original plan had enrolled more than 230,000
children.

The amendment also expands retroactive coverage for medical services from
30 days to 90 days prior to enrollment in the Healthy Families Program and
permits applying Medi-Cal income deductions when determining the income
level of Healthy Families Program applicants.

—HCFA release, Nov. 23
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