
Retention of children in
Medicaid and SCHIP is con-
sidered a problem when oth-

erwise eligible recipients lose
cove rage
after an
i n i t i a l
period of
enrollment, often due to complicated
renewal procedures. 

Efforts to reduce the number of
low-income uninsured children and
families have focused on expanding
eligibility for public insurance pro-
grams and finding ways to facilitate
enrollment in those programs.
Another key factor that contributes

to reducing the number of unin-
sured is the retention of eligible
beneficiaries once they are enrolled.

Retention has become an increas-
ing priority in recent years, and the
Center on Budget and Policy
Priorities’ Pat Redmond says in a
2005 report that a number of states
are pursuing effective and cost-effi-
cient strategies to ensure appropriate
retention.

“Our research shows that families
who don’t renew often don’t have
information on what they need to
do or lack the proper forms,” Ms.

Changes to Medicaid included
in the budget reconciliation
bill include the most radical

alterations to the program in its 40-
year history.

While this isn’t the first time
Congress has scaled back Medicaid
spending, it is the first time in at least
30 years the changes were directed at
beneficiaries rather than at states or
providers. The bill was narrowly
adopted, 216-214, in the House of
Representatives in February and
signed by the president. 

“This is the first time in 40 years
— that is since the program was
enacted — that we actually have
policy coming out of Congress that

reduces Medicaid’s commitment to
the poorest children,” says George
Washington University Department
of Health Policy chairwoman Sara
Rosenbaum, who helped write
many earlier Medicaid reform bills.
She notes that changes allowing
states to redesign their benefit pack-
ages “go to the heart of what it
means to be insured. They are all
about allowing states to fundamen-
tally change the meaning of cover-
age for around 50 million people.”

To comply with an April 2005
budget resolution, both the House
and Senate passed budget reconcilia-
tion bills making changes to
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Medicaid last November. A confer-
ence report reconciling differences
between the two versions was voted
on late in December but technical
modifications to the Senate bill
required the House to vote on the
revised bill, which it did in February.

Some lawyers and Congressional
Democrats claim the bill signed by
the president is not actually law
because of an inadvertent mistake
by a Senate clerk. Because of that
mistake, according to Democrats
who contacted House Speaker
Dennis Hastert, the House and
Senate passed different versions of
the budget reconciliation bill. The
president signed the Senate version,
although the House had never
actually voted on it. And before the
bill went to the president for his
signature, it reportedly was
changed again from the version
narrowly approved by the House
vote. The Democrats say the error
was known several days before the
final vote and assume it was not
fixed through a legitimate manner
because that would have involved
another vote that might not have
approved the bill. There were no
indications at press time whether
any court challenges might be
brought over implementation of
the bill’s provisions because of this
mistake.

Provisions in the budget bill are
expected to reduce federal Medicaid
spending by $4.3 billion and
Medicare spending by $5 billion
over the next five years, according to
the Congressional Budget Office.
While the actual cost savings are
closer to those in the Senate version
of the bill, many of the policy
changes came from the House bill,
according to an analysis by the
Kaiser Commission on Medicaid

and the Uninsured. 
The Senate version pulled more

than 80% of its savings from pro-
posals related to prescription drug
payment policies, while most of the
Medicaid savings in the House
package came from reduced benefit
packages and increased cost-sharing
amounts, areas in which states have
sought additional flexibility.

Here are some of the key areas in
which changes will be made, accord-
ing to the Kaiser analysis:

• Prescription drug payments.
Previously, states typically reim-
bursed pharmacies for Medicaid
drugs at a discount off average
wholesale price plus a dispensing
fee. Payments for most drugs were
subject to federal upper limits that
typically were set at 150% of the
lowest published price for equivalent
drugs. The bill changed the way
pharmacists are paid from average
wholesale price to average manufac-
turer price. And it set the federal
upper limit at 250% of average
manufacturer price for multiple-
source drugs. Kaiser said studies
have shown that average manufac-
turer price is significantly lower than
average wholesale price and the
change will decrease Medicaid rev-
enues to pharmacists by reducing
payments for drug ingredient costs. 

While the drug pricing changes
reduce federal and state costs for
Medicaid prescription drugs without
shifting costs to beneficiaries, other
bill provisions allow states to impose
higher copayments for nonpreferred
drugs and allow pharmacists to deny
access to drugs if beneficiaries cannot
pay the copayments.

The Coalition for Meaningful
Medicaid Reform, representing more
than 55,000 community pharmacies
and 150,000 pharmacists, challenged
the cuts. National Community
Pharmacists Association CEO Bruce
Roberts said the administration
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looked at pharmacy as an easy target
and noted the cost associated with
dispensing medications “represents
only a small fraction of overall
Medicaid costs and holds the greatest
potential for reducing the enormous
economic and human cost of med-
ication-related problems, and yet it is
this component that is being tar-
geted.” And American Pharmacists
Association executive vice president
John Gans cautioned that if it
becomes financially impossible for
pharmacists to serve Medicaid
patients, it won’t matter if the benefi-
ciaries have a drug benefit. “A benefit
is moot if patients can’t go to their
local pharmacist to get their prescrip-
tion medications and work with their
pharmacist to make the best use of
those medications,” he said.

• Premiums and cost-sharing.
Past law provided cost-sharing pro-
tections that reflected the limited
incomes and significant health care
needs of Medicaid beneficiaries,
Kaiser said. States could not charge
most beneficiaries premiums or
enrollment fees. Nominal cost-shar-
ing requirements could be imposed
on certain populations for most ser-
vices, including prescription drugs.
Children and pregnant women
could not be charged cost-sharing,
and there could be no cost-sharing
for services such as emergency
department visits, family planning,
and hospice care. Under the new
budget, states may charge unlimited
premiums to beneficiaries with fam-
ily incomes over 150% of the fed-
eral poverty level and also may
charge copayments up to 20% of
the cost of medical services.
Copayment limits are set at 10% of
the cost of the services for beneficia-
ries with incomes between 100%
and 150% of the federal poverty
level. Beneficiaries below the
poverty line lost protections from
premiums or cost-sharing for ser-
vices provided, a change Kaiser said

seems inconsistent given the protec-
tions afforded those at higher
income levels. 

States are prohibited from impos-
ing premiums and cost-sharing for
services and preferred drugs on cer-
tain groups, including mandatory
children and pregnant women.
Certain services also are exempt from
cost-sharing. Higher copayments will
be allowed for nonemergency services
in emergency departments and
increased cost-sharing for nonpre-
scription drugs. No beneficiary
groups are exempt from cost-sharing
for nonpreferred prescription drugs.

Total cost-sharing and premium
amounts cannot exceed 5% of a
family’s income over a three-month
period. The bill also made copay-
ments and premiums “enforceable,”
meaning providers or pharmacists
can deny services or access to drugs
to beneficiaries who cannot pay the
cost-sharing amount at the point of
service or terminate coverage for
failure to pay premiums for 60 days.

The Kaiser Commission cited “a
large body of research, as well as
recent experience with Medicaid
1115 waivers” that found premiums
and cost-sharing can create barriers
to obtaining or maintaining cover-
age, increase the number of unin-
sured, reduce use of essential services,
and increase financial strains on fam-
ilies who already devote a significant
share of their incomes to out-of-
pocket medical expenses.

Benefit changes. The law had
required states to provide certain
mandatory services. In addition,
states could receive matching funds
for the costs of covering people and
services not mandated by federal
statute. Some critical services such
as prescription drugs were classified
as “optional.” Some 60% of all
Medicaid expenditures went for
optional services. States also had
flexibility to determine the amount,
duration, and scope of the services

provided under the program.
The bill allows states to replace

the existing Medicaid benefits pack-
age for children and certain other
groups with “benchmark” coverage
that includes the standard Blue
Cross Blue Shield Plan offered
under the Federal Employees Health
Benefits Plan, health coverage for
state employees, or the coverage
offered by the largest commercial
HMO in a state. Benchmark cover-
age also will include any coverage
proposed by a state that the Centers
for Medicaid and Medicare Services
determines provides “appropriate”
coverage for affected populations. 

Kaiser says even more compre-
hensive benchmark plans often don’t
cover key Medicaid services such as
family planning and many rehabili-
tative services. While the bill requires
wraparound coverage for Early and
Periodic Screening, Diagnostic, and
Treatment (ESPDT) services, Kaiser
says it is unclear if the wraparound
will provide children the same access
to a broad range of screening and
treatment services. Providing limited
benefits could result in unmet health
care needs and make it more difficult
for beneficiaries to access care as they
are likely to have difficulty paying
for uncovered services, the commis-
sion says.

• Asset transfer changes. Until
now, individuals applying for
Medicaid long-term care services
have been required to divest all but
a minimum level of assets ($2,000)
before becoming eligible. Countable
assets included savings accounts and
investments, but excluded the
home, one car, life insurance with a
face value of less than $1,500, and
certain other items. Special rules
allowed a community spouse of a
nursing home resident to keep a
portion of the couple’s income and
assets to prevent impoverishment;
applicants who transferred assets for
amounts below fair-market value
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within three years of applying for
Medicaid nursing home care were
subject to an eligibility delay.

Spending restrictions in the new
bill are largely attributable to increas-
ing penalties on individuals who
transfer assets for less than fair-mar-
ket value to qualify for nursing home
care by moving the start of the
penalty period from the date of the
asset transfer to the date of the
Medicaid application and by increas-
ing the look-back period for assess-
ing transfers from three to five years.
The bill makes individuals with
more than $500,000 in home equity
ineligible for Medicaid nursing
home benefits, and gives states an
option to raise the threshold to
$750,000. It also counts as assets
some previously exempt items such
as certain annuities, promissory
notes, and mortgages.

The Congressional Budget Office
estimated 120,000 or 15% of new
Medicaid nursing home residents
would face an eligibility delay of
about three months due to the
stricter penalty and look-back provi-
sions. Kaiser said most elderly living
in the community who are at high
risk for nursing home use don’t have
sufficient assets, excluding home
equity, to finance a nursing home
stay of one year or more. Private
insurance and Medicare generally
don’t cover nursing home care, leav-
ing many eligible elderly to turn to
Medicaid as the only alternative to
help finance care.

AARP policy director John
Rother said Congress “went after
people who had already spent down
whatever savings they had to qualify
for Medicaid, and they’re disallowing
some of those people from getting
any assistance whatsoever because
they’ve given money to a grandchild
or given money to charity.”

• Other proposed changes 
to reduce spending. The budget
reconciliation bill included a

documentation procedure (see State
Health Watch, March 2006, cover
story) requiring most new appli-
cants and current beneficiaries to
document their citizenship. Kaiser
said research consistently has shown
that increased documentation
requirements are a barrier to
Medicaid enrollment.

There is a provision in the budget
bill to tighten the definition of what
qualified as Medicaid targeted case
management, specifying that foster
care-related activities can’t qualify,
and there are other provisions to
restrict provider taxes on managed
care organizations.

• Medicaid spending provisions.
The bill appropriated $2 billion for
the Secretary of Health and Human
Services to pay states that provided
care to affected Hurricane Katrina
individuals or evacuees under a
Section 1115 waiver to pay for the
nonfederal share of medical care for
Medicaid and SCHIP through June
30, 2006. Through Jan. 31, 2006,
the funds also cover other health care
services approved under 1115 waivers
(uncompensated care pools), reason-
able administrative costs and other
purposes approved by the secretary. 

Legislation was included to allow
states an option to permit parents
with disabled children to “buy-in”
to Medicaid for their children if
they have family income below
300% of poverty.

There is $64 million in five-year
funding to establish Health
Opportunity Accounts in 10 states.
Kaiser says these Medicaid demon-
strations are a fundamental policy
change, even though their funding
is not substantial. States would set
up accounts for individuals to pay
for medical services. However, after
money in the account is exhausted,
beneficiaries could face additional
cost-sharing requirements to meet a
deductible before they get access to
full Medicaid benefits.

There is additional spending for
home- and community-based ser-
vices for the elderly and disabled by
allowing states to offer such services
as an optional benefit instead of
requiring a waiver. Unlike other
optional services, however, states
would be allowed to cap the number
of people eligible for the services.

The bill included additional
spending for “money-follows-the-
person” demonstrations, changes to
the Alaska federal match, increased
disproportionate share payments for
the District of Columbia, increased
funding for the territories, and
funding to expand the long-term
care partnership program to encour-
age purchase of private long-term
care insurance.

Republicans who helped write the
budget reconciliation bill said those
who are objecting are overreacting,
especially on changes that affect cov-
erage for children. Senate Finance
Committee chairman Charles
Grassley (R-IA), who led the Senate
negotiations on the measure, said
the bill does what the nation’s gover-
nors asked Congress to do.
“Governors, including my own gov-
ernor, said, ‘You give us more flexi-
bility, we can save the states money,
we can save the federal government
money, and we can serve even more
people,’” Grassley said.

Not all governors like the plan
But New Mexico Democratic

Gov. Bill Richardson said the bill’s
changes aren’t what he had in mind. 

“These are cuts that are actually
going to hurt kids in working fami-
lies, people that pay their bills and
deserve health care,” he said.

Families USA executive director
Ron Pollack said the cuts “will
cause tremendous hardship for mil-
lions of low-income seniors, chil-
dren, and people with disabilities.
Those depending on Medicaid as
their health care safety net will see a



significant increase in their out-of-
pocket expenses and, in exchange,
will receive even fewer benefits. To
make matters worse, many of them
will completely lose all access 
to Medicaid for their health care
services.

“What makes this particular rec-
onciliation package so insidious is
that the House and Senate leader-
ship are saying it needs to be done in
the name of fiscal discipline and
deficit reduction. However, Congress
is poised to enact a massive tax cut
bill that primarily favors the wealthy
and ultimately dwarfs the size of this

spending cut package. So instead of
reducing the size of the deficit, the
net result of the budget and tax bills
will be to add tens of billions of dol-
lars to our already massive deficit.

“To make matters worse, the
scope of this budget bill is very dif-
ferent from what the Senate origi-
nally approved last year. The original
Senate bill would have improved the
cost-effectiveness of the Medicare
and Medicaid programs through the
elimination of big windfalls to the
drug and insurance industries.
Unfortunately, through closed-door
deals in the conference committee,

these laudable proposals were
dropped, and Medicaid beneficiaries
were instead targeted as the ones to
absorb these massive cuts. It is wrong
to balance another round of massive
tax cuts for the rich on the backs 
of our most vulnerable citizens, espe-
cially when the resulting cuts 
will make needed health care
unavailable.”

(Download the Kaiser Commission
on Medicaid and the Uninsured
analysis at www.kff.org/medicaid/
reconciliation.cfm. Contact Ms.
Rosenbaum at (202) 296-6922, and
Mr. Pollack at (202) 628-3030.) ■
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Redmond tells State Health Watch.
Families typically must complete

a renewal form and attach proof of
their income in order to keep their
children enrolled in coverage, she
says. And in some states additional
steps are also required.

“In response to difficult fiscal con-
ditions and pressure to curtail enroll-
ment in publicly funded health
coverage programs, a number of
states have recently changed their
renewal procedures,” she says, “mak-
ing it more difficult for families to
renew their coverage. Five states took
such steps in 2004, by eliminating a
guarantee of full-year coverage and
making families renew their chil-
dren’s eligibility more frequently or
by requiring families to attend a face-
to-face interview at a government
office when their child’s coverage is
up for renewal. When states increase
the procedural barriers to renewing
coverage, the likelihood increases that
eligible children will lose coverage.”

Ms. Redmond says managed care
organizations (MCOs) have incen-
tives to avoid “churning” — the situ-
ation that occurs when individuals
lose coverage and regain it again after
a short period of time, often because

of unnecessary burdens in the eligi-
bility renewal process. Interrupted
periods of eligibility make it difficult
for health plans to manage members’
care and deliver preventive services.
Also, when enrollees continually
enter and exit plans, it is difficult to
maintain the membership stability
that is essential to financial viability.
Reducing churning also has an
advantage for state agencies, Ms.
Redmond says, since they incur
unnecessary administrative expenses
when eligible children lose coverage
and reapply soon after and must be
re-enrolled in the program.

“What MCOs bring to the
table,” she tells SHW, “is engage-
ment in the issue, a relatively easy
way of communicating with
enrollees, and an understanding of
state requirements.”

Streamlining activities supported
In conversations with managed

care plan staff, Ms. Redmond learned
that all of them support efforts by
states to simplify and streamline the
procedures families must follow
when renewing coverage. 

“From every point of view —
family, managed care, the state — a
paper-heavy process is a ridiculous
process,” a representative of a
regional consortium of plans told her.

“A renewal process that is rigorous to
an extreme undermines the principles
of managed care that we are trying to
put in place. Even individualized
assistance can’t compensate for a bur-
densome renewal process.”

Ms. Redmond says in her inter-
views with managed care plan staff
on retention strategies, she often
heard first about the need for pol-
icy-makers to understand that diffi-
cult renewal procedures impede
continuity of care. For example,
they said, as a result of complicated
paperwork requirements, eligible
children may miss out on immu-
nizations they should be receiving
at specified points in their lives.
Some plan representatives also told
her of having to conduct outreach
to members and then provide new
physical examinations for people
with chronic conditions. In such
cases, they said, care was inter-
rupted and the plan had to start all
over again with the patient, an
expense that could have been
avoided had the person remained
enrolled.

Promoting renewal
Some MCOs began promoting

renewal with their members shortly
after the states in which they were
located shortened the renewal period

Fiscal Fitness
(Continued from cover)
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from 12 months to six, or imposed
other barriers. By working directly
with their members or conducting
publicity campaigns, MCOs can
address the problem directly. When
Texas shortened its SCHIP renewal
period from 12 months to six
months, Amerigroup Corp., with
operations in Austin, Houston,
Dallas, and Fort Worth, opened a
public awareness campaign using
billboards with a photo of a happy
mother and toddler and the message,
“Your Medicaid renewal notice is
coming. It may look different and
longer, but it’s not hard.” The mes-
sage was reinforced in posters and
fliers distributed throughout the
communities and radio ads carried a
“don’t lose it” message about health
coverage. 

Amerigroup also wrote for state
approval a script used in outbound
phone calls to members whose cov-
erage was due to expire in two
months. Staff checked to see that
members had received the appropri-
ate forms and answered questions
about the process.

Coalitions help retention efforts
MDwise, a managed care organi-

zation operating in the central
Indiana, found from a telephone sur-
vey that half their members were
unaware of steps they needed to take
to retain coverage. The plan part-
nered with statewide and local
Covering Kids and Families coali-
tions funded by the Robert Wood
Johnson Foundation to increase par-
ticipation by eligible children in
Medicaid and SCHIP. MDwise used
grant funding and in-kind donation
of office space to support three out-
reach workers to be stationed at
MDwise and a coalition office. Local
coalition members referred families
who had lost eligibility to the out-
reach workers, who helped them nav-
igate the process to become
re-enrolled.

Ms. Redmond identified four
common obstacles to managed care
plans undertaking more aggressive
one-on-one outreach activities:
obtaining members’ renewal dates,
establishing effective processes for
working with local eligibility offices,
addressing concerns about the mar-
keting implications of providing
direct assistance to members, and
determining whether there is suffi-
cient return on investment for the
activities.

She says there are steps states
should consider to involve MCOs in
efforts to improve retention of eligi-
ble children in Medicaid and
SCHIP:

• Collaborate with MCOs to
create guidelines on appropriate
and effective retention strategies.
States should clarify how any state
safeguards to protect beneficiaries’
free choice of plans might affect
renewal activities that managed care
plans want to undertake and should
explicitly describe the activities
plans are free to conduct to encour-
age members to renew. Contracts
with MCOs should require the
plans to implement basic renewal
activities such as communicating
with members about the need to
renew and the renewal process and
encourage plans to pursue and track
the success of more intensive
renewal strategies. States should
give plans information on members’

renewal dates well in advance so the
plans can take steps to assist their
members.

• Assist MCOs to develop rela-
tionships with local Medicaid/
SCHIP eligibility offices to facili-
tate processing member renewal
forms. States should encourage
local eligibility offices to collabo-
rate with MCOs working to
improve renewal rates and should
consider providing MCOs with a
liaison to eligibility offices so prob-
lems can be resolved.

For their part, she says, MCOs
should consider;

• Promoting the importance of
renewal and providing one-on-one
assistance to their members.

• Tracking the cost and effec-
tiveness of renewal activities.
MCOs should document the
impact of brief enrollment periods
on members’ health, focusing par-
ticularly on breaks in enrollment of
members who later re-enroll. To the
extent possible, MCOs should ana-
lyze which retention activities sig-
nificantly improve renewal rates
among members and should
develop methods of measuring the
return on investment for renewal
activities.

• Sharing best practices with
trade groups, states, and commu-
nity organizations. MCOs can
build support for their efforts by
sharing successes and developing

BINDERS AVAILABLE

STATE HEALTH WATCH has sturdy plastic binders available if you would like to
store back issues of the newsletters. To request a binder, please 
e-mail ahc.binders@thomson.com. Please be sure to include
the name of the newsletter, the subscriber number and your full
address. 

If you need copies of past issues or prefer on-line, searchable
access to past issues, you may get that at www.ahcpub.com/online.html.

If you have questions or a problem, please call a customer service representative at
(800) 688-2421.



April 2006 State Health Watch 7

with the consequences of what she
calls the nation’s gap-ridden
approach to health care financing.
She points out that in 2004, only
47% of Louisiana’s nonelderly resi-
dents and 48% of Mississippi resi-
dents had employer-sponsored
benefits, and the nonelderly insured
population in each state stood at
21% and 20%, respectively. Only in
Alabama did the proportion of the
population with employer coverage
exceed the national average, but pri-
vately insured residents were con-
centrated in the state’s industrial
regions and not in the coastal towns. 

“Experts now estimate that dis-
placed workers left without health
insurance in Katrina’s wake repre-
sent one of the largest groups ever to
lose coverage in a single event in the
nation’s history,” Ms. Rosenbaum
declares.

But early assessments of displaced
survivors suggested the group faces
an even greater situation. A mid-
September poll of survivors shel-
tered in Houston found 60% with
annual family incomes of less than
$20,000, fully half without any
form of health insurance, and 40%
with diabetes, hypertension, or
physical disabilities. Many of the
people had relied on Charity
Hospital in New Orleans for their
care and it was expected that depen-
dence would be transferred to hospi-
tals in the Houston area or wherever
the evacuees eventually settle.

Ms. Rosenbaum says that while
Medicaid is the most important pro-
gram for addressing deficiencies in
the voluntary, employer-sponsored
system, it excludes most poor adults
because of its historic ties to cash
welfare assistance. Louisiana’s
Medicaid program data from
October showed that more than
50% of all applicants were turned
away, not because they weren’t poor,
but because they did not fall within
one of Medicaid’s traditional adult

partnerships with groups such as
community organizations that
might be able to expand their activi-
ties’ reach.

Ms. Redmond cautions that the
budget reconciliation approved by
President Bush in February con-
tained provisions such as the need to
document citizenship (see State
Health Watch, March 2006, cover
story) that can make the renewal

process even more difficult. “There
has been a tremendous concern that
if the process becomes more diffi-
cult, the need for assistance will
grow and plans won’t be able to
compensate for what is happening,”
she says.

[Contact Ms. Redmond at (215)
563-5848, ext. 40, or e-mail her at
predmond@cpbb.org.] ■

If there were a silver lining in the
black cloud of Hurricane Katrina,
it could have been that lessons

learned from that event would be
understood and used to make
improvements in the ability of our
national health system to respond to
natural or man-made disasters.

But now, several months after the
hurricane, experts are increasingly
pessimistic that we will see even
modest improvements in the health
system.

“Hurricane Katrina exposed a
health care system incapable of
withstanding the long-term impact
of a major disaster,” says George
Washington University Department
of Health Policy chairwoman Sara
Rosenbaum. “Through destruction
and permanent displacement,
Katrina illuminated the fundamen-
tal weaknesses inherent in the
national approach to health care
financing, as well as the extent to
which these weaknesses can threaten
recovery. Yet, almost from the
moment that health care emerged as
a major issue, a battle rapidly
ensued over the appropriate scope of
the response.”

Writing in the Jan. 25 Journal of
the American Medical Association,
Ms. Rosenbaum says Katrina did
not merely lay waste to a geographic
region; it also “exposed every public

policy failure essential to commu-
nity and population health.”

The consequences of Katrina’s
fury for low-income populations
have been particularly severe, Ms.
Rosenbaum says. In the affected
states, an estimated 106 federally
funded community health centers
with 166 service sites were
destroyed, damaged, or over-
whelmed by patient surges, with
surrounding states experiencing up
to 100,000-person patient surges.
New Orleans’ Charity Hospital, a
principal source of health care and
the only Level 1 trauma center for
the entire Gulf Coast region, was
left devastated and dysfunctional,
furloughing nearly 2,600 employees
as of November.

“To rebuild the region means
rebuilding health care services,” she
says, “since accessible and affordable
health care is essential to basic pop-
ulation health and safety. However,
the rebuilding task faces particularly
great challenges; even if capital can
be found, the population is so per-
vasively uninsured that its ability to
sustain reclaimed facilities is open to
question.”

Many lack employer coverage
Looking back, Ms. Rosenbaum

notes that for decades people living
on the Gulf Coast have had to deal

Katrina lessons going unheeded



categories. Those who were eligible
faced enrollment hurdles.

Coverage lost across state lines
Because Medicaid is state-based,

interstate movement meant the
effective loss of coverage. Relocated
people must either attempt to navi-
gate the health care system with out-
of-state Medicaid cards or re-enroll
in another state. Either alternative
can be very difficult, Ms.
Rosenbaum says, as illustrated by
decades of efforts to make Medicaid
more accessible to impoverished
migrant farm worker families.
Despite Medicaid’s strengths, she
says, it lacks Medicare’s nationwide,
uniform coverage potential and
interstate portability.

While the picture in September
was one of devastated state
economies and community health
infrastructures, long-term jobless-
ness, deepening poverty and disloca-
tion, and a lasting disconnect from
health insurance, federal emergency
legislation envisions short-term
emergencies and a health care sys-
tem that, even if seriously affected in
the short run, remains relatively sta-
ble and capable of recovery through
quick, time-limited infusions of
funds, Ms, Rosenbaum explains.
But federal emergency health policy
is not structured to address a disaster
of such magnitude that a total pop-
ulation is displaced and an entire
health care system leveled. In that
type of situation, Ms. Rosenbaum
argues, aid must be long term and
structured to replace or act as health
insurance.

“The need for a health insurance
replacement program for an entire
population, over a longer time
period, should hardly have been a
surprise to policy-makers,” she
declared. “Indeed, the nation had
only recently lived through just such
an event and had responded with
just this type of structural assistance.

In the aftermath of the 2001 World
Trade Center attacks, New York
established a Disaster Relief
Medicaid program for all low-
income residents. In the four
months following Sept. 11, the pro-
gram reached almost 350,000 peo-
ple using a highly simplified
single-page application, oral attesta-
tion of need rather than extensive
verification, and on-the-spot eligi-
bility determinations and enroll-
ment. The program was temporary,
and at the end many persons
reverted to their previous uninsured
status. But the program was consid-
ered highly successful, especially for
the estimated half of all beneficiaries
who had health problems at the
time of enrollment.”

Philosophical debate exists
While federal policy-makers

looked again to Medicaid in the
wake of the Katrina disaster, Ms.
Rosenbaum said the pathway to
assistance was bitterly contentious,
reflecting a deep philosophical
divide. 

“The central issue,” she said,
“rapidly became whether, at least in a
time of disaster with massive public
health implications, the nation
should do what it otherwise does
not, namely provide health insurance
to all affected low-income persons.”

Sen. Chuck Grassley (R-IA)
introduced the Emergency Health
Care Relief Act of 2005, modeled
on the New York City effort, but it
drew immediate opposition from
the Bush administration, which
instead came up with a plan that
limited aid to five months, retained
Medicaid’s exclusion of more than
half of all poor adults (relying
instead on establishing an uncom-
pensated care fund for use by desig-
nated states, which would be under
no obligation to pay any specific
physician or other health care
provider), eliminated national

coverage portability, and assumed
continued financial contributions
from affected states.

The budget reconciliation bill
that was adopted and signed by the
president followed the administra-
tion’s approach (see related story
on cover page), although with
additional funding. As a result, Ms.
Rosenbaum says, the agreement left
uninsured persons without recourse
to individual coverage and depen-
dent on the willingness of health
care institutions and health profes-
sionals to furnish uncompensated
care for which they may or may not
ever be paid. She also tells State
Health Watch she is not sure suffi-
cient funding was included in the
measure.

“A unified national approach to
coverage for low-income persons
during emergencies is hardly a
sweeping reform of the U.S. health
care system,” Ms. Rosenbaum says,
“but it would appear to be an
important addition to the national
policy armament in times of crisis.
Even as the crisis of Katrina is trans-
formed into a slow and painful
recovery, the nation already is, at
least rhetorically, in preparation
mode for an influenza pandemic.
The time for overcoming the ideo-
logical divide over public entitle-
ments for the low-income
population in the name of public
health preparedness would seem to
be at hand.”

Health system is ‘fragile’
“The lessons from Katrina should

extend well beyond disasters.
Katrina clarified the fact that, at its
core, the U.S. system of health care
finance is as fragile as the homes
swept away by the hurricane. …
The notion that the world’s most
powerful nation would continue to
lurch from disaster to disaster, jury-
rigging inadequate and temporary
solutions, is simply untenable. Is it
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really necessary to wait for the next
disaster to strike before taking the
modest step of establishing a fall-
back public health insurance system
in times of national crisis?”

Ms. Rosenbaum tells SHW her
analysis has struck a responsive
chord with Trust for America’s
Health, which has been warning the
nation is unprepared for a flu pan-
demic and urged the paper be

rewritten to focus on an avian flu
outbreak.

She expressed disappointment
over the approach taken by the
administration in the budget recon-
ciliation bill for Medicaid, saying
widespread disasters pose a problem
for the whole community. 

“In Louisiana, there’s no critical
mass to rebuild the entire system,”
she says. “Without financing, it’s

hard to rebuild the system, even for
those still there who are insured.
The problem is not just those in
Louisiana who don’t have health
care. There are no hospitals, no doc-
tors, no nurses. Even the affluent are
having trouble finding health care
on the Gulf Coast.”

(Ms. Rosenbaum can be contacted
at (202) 296-6922.) ■
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Asked about approaches to pay-
ing for the country’s long-term
care needs, 61% of health care

opinion leaders surveyed by the
Commonwealth Fund said govern-
ment and individuals should share
responsibility for financing long-term
care about equally. That was the most
endorsed approach among leaders
from all sectors — academic/research
institutions, health care delivery, busi-
ness/insurance/other health industry,
and government/labor/consumer
advocacy. 

Some 250 opinion leaders partici-
pated in this Commonwealth Fund
Health Care Opinion Leaders
Survey. Potential respondents were
identified through a two-step
process involving 1) a nomination
survey with a core group of experts
in multiple fields to nominate addi-
tional leaders within and outside
their areas of expertise; and 2) a
review of published lists and directo-
ries of recognized health experts.

Nearly half the panelists (47%)
said adult children should take on
some of the long-term care financial
responsibility for their parents, while
41% believe that government
should cover all or most long-term
care expenses. Only one in three
panelists agreed that employers
should be expected to contribute
even in part to their employees’ and
retirees’ long-term care costs. The
least popular approach among the

panelists was to hold individuals
most responsible for their own long-
term care costs, with only 26% of
opinion leaders agreeing with that as
a solution. (Panelists from the busi-
ness/insurance/other health industry
sector were more in favor of this
approach than those in the other
sectors.)

The Commonwealth Fund report
said leaders favored two strategies
when presented with a range of
options to address the growing cost
of long-term care services — adding
a long-term care insurance benefit to
Medicare, financed by a premium
(80%), and providing tax incentives
for individuals to purchase long-
term care insurance (75%). Fewer
respondents, but still a majority,
favored transferring responsibility
for Medicaid long-term care from
states to the federal government
(68%), letting individuals establish
tax-favored medical savings accounts
to purchase long-term care insur-
ance (63%), and tighten rules and
state enforcement of Medicaid asset
transfer restrictions (61%).

Less popular among the panelists
was an option of giving frail elderly
and disabled Medicaid beneficiaries
vouchers to purchase their own
long-term care services. As the only
proposed policy option in this cate-
gory not gaining majority support
(40%), it was the least favorite
among respondents in all sectors.

Support of the other strategies var-
ied by sector.

Range of strategies backed
Most panelists said they sup-

ported a range of strategies designed
to assure and improve quality of care
in home health care, nursing homes,
and assisted living arrangements,
but showed no overwhelming
enthusiasm for any of them, the
report said. About two-thirds of the
leaders rated as effective in improv-
ing high-quality care strategies such
as increased availability of consumer
report cards on nursing home and
home health care (66%); payment
incentives for quality such as pay-
for-performance (66%); and more
effective use of state enforcement
remedies and sanctions against low
quality providers (65%). Most pan-
elists also supported increased pay-
ment rates to providers of long-term
care services (59%) and establish-
ment of staffing requirements for
nursing homes (57%). As usually
was the case in this survey, no clear
favorite strategy emerged. But less
than half of the leaders though that
providing technical assistance to
improve quality through the
Medicare Quality Improvement
Organization program would be an
effective way to ensure and improve
quality of care.

There was substantial consensus
among panelists regardless of sector,

Shared responsibility is best for financing long-term care



but respondents from the
business/insurance/other health
industry sector were more likely
than leaders from academia and
health care delivery to endorse
increased availability of consumer
report cards. They also were more
likely than those in academia and
government/labor/consumer advo-
cacy to consider payment incentives
an effective way to improve quality
of care.

A commentary on the responses
from American Health Care
Association executive vice president
John Derr noted that while previous
generations of elders were placed in
facilities when they could no longer
care for themselves, today only those
who need high-level care around the
clock and don’t have family mem-
bers to care for them are likely to be
placed in skilled nursing facilities.

“It’s essential to build a health sys-
tem that provides older adults with
high-quality care at the right place
and time depending on their needs,”
Mr. Derr said. “The spectrum of care
settings could include independent
care, home care, day care, assisted liv-
ing, skilled nursing facilities, hospi-
tals, or hospices. New information
technologies such as electronic health
records and telemedicine can help
compensate for a shrinking health
care work force relative to the patient
population. Such tools also can help
patients communicate with their
providers and manage their own
conditions.”

Reform incident-based care
According to Mr. Derr, changes

in financing health care for a grow-
ing population of elders should
begin with reforming our incident-
based system of care. “Health care
today is reactive,” he said. “If we get
sick, we make an appointment to
see a physician; if we become seri-
ously ill or injured, we go to an
emergency department of clinic.

Patients need to take greater respon-
sibility for their own care. Under a
patient-driven system, providers
would support patients in their pre-
ventive and health maintenance
efforts through a dynamic system of
wellness care….Only when individ-
uals take responsibility for their own
care will the U.S. health system
become financially viable and be
able to provide care at the right
place and time for elderly patients.”

Mr. Derr said barriers to achiev-
ing such a patient-driven elder care
system include a lack of financial
incentives to make needed capital
investments, outdated state and fed-
eral regulations, surveyor state oper-
ations manuals that mandate paper
clinical records and other cumber-
some requirements, continuous
threats of Medicare and Medicaid
reimbursement cuts, and short-term
fixes that don’t take into account
long-term objectives. 

To build a viable elder health care
system, from Mr. Derr’s perspective
representing an association that
advocates for more than 10,000
nonprofit and for-profit assisted liv-
ing, nursing facility, developmen-
tally disabled, and subacute care
providers, requires six steps:

1. To provide five years of stable
reimbursement for elder care so pro-
fessionals, legislators, and regulators
can work together to focus on finan-
cial and intellectual strategies.

2. To turn the system for evaluat-
ing nursing homes from one based
on penalties to one based on partner-
ship, building on the positive results
from work done by the Centers for
Medicare & Medicaid Services’ qual-
ity improvement organizations.

3. To provide financial incen-
tives to upgrade elder care facilities
and invest in health information
technology.

4. To establish financial models
for reimbursement based on evi-
dence-based clinical research.

5. To provide government and
private financial programs that
enable consumers to obtain the care
they expect, and possibly deserve,
based on individual responsibility
for their own wellness.

6. To curb unnecessary lawsuits,
which siphon funds from direct
care.

In another survey commentary,
former U.S. Sen. David
Durenberger, chair of the National
Institute of Health Policy and
senior health policy fellow at the
University of St. Thomas in
Minneapolis, says there is a prob-
lem in that the nation’s long-term
care system bears little resemblance
to the broader health care sector
and health professionals who work
in long-term care are viewed differ-
ently than their colleagues in acute
and chronic care.

Americans in denial over aging
“What’s more,” he said, “most

Americans are in denial about the
reality that they might live long
enough to require some form of
long-term care that will make them
dependent on people outside of
their immediate family. But as we
age and become frail, almost all of
us will find ourselves in this situa-
tion, likewise if we sustain serious
physical disability or mental impair-
ment earlier in life.”

Mr. Durenberger cautioned that
every other developed nation has
turned its attention to the problem
of its aging population, and each
one has found an answer in reform
of its social or private insurance sys-
tems. And that’s because they realize
the need for long-term care is truly
an insurable event, in which a
minority of the population, with lit-
tle ability to predict on an individ-
ual basis, generates very high costs.

He said a number of factors keep
the United States from following the
lead of the other developed countries,
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including the fact that we are a
young country, so the problem isn’t
as immediate for us as for other
nations. Also, we the notion that
there are no problems we can’t afford,
so why bother. There are no national
leaders continually raising long-term
care policy to the level of a public pri-
ority. And most Americans mistak-
enly think Medicare covers their
long-term care needs, or else simply
don’t want to think about the prob-
lem at all.

From Mr. Durenberger’s perspec-
tive, solutions to the problem are
not that difficult and are not too
political to pursue. Financing
reform, he said, would take long-
term care out of Medicaid and into
a combination of private/social
insurance coverage. 

“Financing reform should com-
bine the existing Supplemental
Security Disability Income program
with a new Medicare catastrophic
benefit and a 14- to 18-month pri-
vate insurance benefit,” he said.
“This last benefit could be paid for

with premiums funded by a combi-
nation of purchaser premiums and
tax-subsidized transfers from equity
buildup in other tax-subsidized sav-
ings and investment plans.

“But financial reform isn’t
enough. We must also establish
national standards on long-term
care quality and access that incorpo-
rate the expectation of all stakehold-
ers, including providers, regulators,
and, more important, consumers
and their families. Establishing qual-
ity and access standards will either
force the necessary system improve-
ments through direct policy changes
or create incentives for the system to
change under its own momentum.

“Finally, we must educate con-
sumers and their families about the
long-term care system, the range of
care alternatives, and the intricacies
and challenges of long-term care
financing. The future of long-term
care should permit those who need
care to live their lives under their
own control, to the degree possible.”

National Senior Citizens Law
Center executive director Edward
King told the Commonwealth Fund
pointed out that while no one is sat-
isfied with the long-term care status
quo, there has been major progress
over the last 15 years. But in
response to the approaching wave of
Baby Boomers and budgetary pres-
sures, both federal and state govern-
ments are beginning to scale back
their commitments to quality long-
term care by promoting cheaper
“flexible” options, he said.

Waiver flexibility
Mr. King said one generally

favorable option offering flexibility
is the Medicaid Home and
Community-Based Services waiver
that maintains Medicaid beneficia-
ries’ right to receive nursing home
care services, but gives them the
option to choose to receive an
equivalent level of care while living

in the community in an assisted-liv-
ing facility or at home.

“One major concern about these
waivers is the lack of meaningful
quality-of-care standards,” he said.
“As the Government Accountability
Office noted in a 2003 report, the
federal Medicaid program has little
information about — or control
over — the quality of care provided
with home and community-based
service waiver funding. Given that
waiver services are designed to sub-
stitute for nursing home care, and
that federal spending is significant
and growing, the absence of federal
standards is a troubling weakness.
Even more worrying, tightened state
budgets, coupled with a new recep-
tive federal administration, have
prompted some states, including
Florida, Vermont, Kentucky, Idaho,
South Carolina, and New
Hampshire, to propose broad
‘demonstration’ waivers of federal
Medicaid law….Demonstration
waivers can be used broadly to elim-
inate beneficiaries’ entitlements to
particular forms of care, including
nursing home care; increase cost-
sharing; or cap state or federal
expenditures for beneficiaries or for
particular kinds of services.”

Mr. King said analysis of long-
term care Medicaid waivers should
consider two important questions:
1) Does the waiver eliminate or
restrict a Medicaid beneficiary’s enti-
tlement to long-term care? and 2)
Does the waiver set meaningful
quality of care standards for long-
term care services?

Comprehensive change needed
He called for a rethinking of the

long-term care system in a compre-
hensive way rather than devising
waivers that may deny older
Americans their right to high-quality
long-term care. 

“Many nations have established
compulsory and universal public
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social insurance programs that pool
the risk among all members of the

public,” Mr. King wrote. “Our
nation, with its complex public/

private system, has not. Yet health
care in this country remains far more
costly than in industrialized nations
that rely more heavily on publicly
administered care, and there is no
evidence that our greater expendi-
tures produce uniformly better
health care results. Leaders concerned
about long-term care in this nation
must step forward, providing infor-
mation to the general public and cre-
ating awareness of the need for
positive changes that will prepare this
country to address the long-term care
needs of the Baby Boom generation
during the next 40 years.”

(The Commonwealth Fund report
and the commentaries on the report are
available on-line at www.cwmf. 
org.) ■
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Clip files / Local news from the states
Selected short items about state health care policy.

Governor wants to redirect
state tobacco funds

JACKSON, MS — Mississippi
Gov. Haley Barbour wants to use
money usually earmarked for an
anti-smoking group that has been
bankrolled by tobacco lawsuit win-
nings and route the money to areas
more indirectly related to smoking
cessation. At a news conference,
Barbour stopped short of saying he
wants to dissolve The Partnership
for a Healthy Mississippi. But his
“Healthy Kids” initiative proposed
taking the Partnership’s annual $20
million from the tobacco settlement
and farm it out to four areas:

• $5 million to expand the school
nurse program to all school districts.

• $5 million for an anti-smoking
education and ad campaign.

• $5 million to expand cancer
research, treatment and screening.

• $5 million to the Mississippi
Bureau of Narcotics to fight drugs.

— Jackson Clarion-Ledger,
2/17/06

Hospitals decry charity care
plan 

CHICAGO — Area hospitals
have gone on the offensive after a
controversial proposal requiring
them to provide more free or dis-
counted health care edged a step
closer to becoming state law. Six
Democrats on the House Health
Care Availability and Access
Committee approved the measure,
while the five minority Republicans
voted against it. 

“The legislation is flawed in so
many ways. It’s not just the man-
date; it’s several mandates that
would cripple the hospital indus-
try,” said Danny Chun , a
spokesman for the Illinois Hospital
Association, which represents more
than 200 facilities. The proposal
would require hospitals to put aside
8% of their annual operating costs
for charity care. Chun said that
represents $739 million from 
all Illinois hospitals. Attorney
General Lisa Madigan pushed for

the legislation, complaining that
private nonprofit, tax-exempt hos-
pitals were not living up to require-
ments of their tax-exempt status.

— Suburban Chicago Daily
Herald, 2/16/06

State defends Dirigo funding
AUGUSTA, ME — The pri-

mary funding source for Maine’s
subsidized health insurance plan,
DirigoChoice, is under fire, with
health insurance companies balk-
ing at being forced to pay into the
program without being allowed to
reimburse themselves by raising
the cost of their monthly premi-
ums. State officials and consumer
health experts have testified in
support of a bill that would pro-
hibit insurers from reimbursing
themselves for the so-called “sav-
ings offset payment” they are
required to pay in support of
DirigoChoice.  

— Bangor Daily News, 2/15/06
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