WHAT IS MEDICAID?

Medicaid is a public health insurance program that fills important gaps in our system today — gaps in coverage, long-term
care, and financing for the safety-net delivery system. Under health reform, Medicaid’s role in health coverage and
financing will increase substantially. A significant expansion of Medicaid, which will extend health coverage to millions
more low-income people, is the foundation of the national coverage system established by the new law. The federal
government will finance the lion’s share of the cost of the new coverage. States will continue to shape their own programs,
but Medicaid eligibility will be simplified to support coordination between Medicaid and subsidized coverage offered in the
new insurance exchanges.

What is Medicaid?

Medicaid is the nation’s publicly financed health and long-term care coverage program for low-income
people. Enacted in 1965 under Title XIX of the Social Security Act, Medicaid is an entitlement program that was
initially established to provide medical assistance to individuals and families receiving cash assistance, or
“welfare.” Over the years, Congress has incrementally expanded Medicaid eligibility to reach more Americans
living below or near poverty, regardless of their welfare eligibility. Today, Medicaid covers a broad low-income
population, including parents and children in both working and jobless families, individuals with diverse
physical and mental conditions and disabilities, and seniors. Medicaid’s beneficiaries include many of the
poorest and sickest people in the nation.

What is Medicaid’s role in the U.S. health care system?

Medicaid fills large gaps in our health insurance system. Medicaid provides health coverage for millions of
low-income children and families who lack access to the private health insurance system that covers most
Americans. The program also provides coverage for millions of people with chronic ilinesses or disabilities who
are excluded from private insurance or for whom such insurance, which is designed for a generally healthy
population, is inadequate. Finally, Medicaid provides extra help for millions of low-income Medicare enrollees
known as “dual eligibles,” assisting them with Medicare premiums and cost-sharing and covering key services,
especially long-term care, that Medicare limits or excludes. Medicaid is the nation’s largest source of coverage
for long-term care, covering more than two-thirds of all nursing home residents. (Figure 2)
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By design, Medicaid expands to cover more people during economic downturns. Because
eligibility for Medicaid is tied to having low income, and enrollment cannot be limited or
waiting lists kept, the program operates as a safety-net. During economic recessions like the
current one, when job loss causes workers and their families to lose health coverage and
income, more people become eligible for Medicaid and the program expands to cover many
of them, offsetting losses of private health insurance and mitigating increases in the number
of uninsured.

It is estimated that for every one percentage point increase in the unemployment rate,
Medicaid enrollment grows by 1 million." Medicaid enrollment growth has been accelerating
in each six-month period since the recession began in December 2007. The largest six-month
Medicaid enrollment increase on record occurred from December 2008 to June 2009, when
2.1 million additional individuals obtained Medicaid coverage. Between June 2008 and June
2009, enrollment rose by nearly 3.3 million, or 7.5%.

Medicaid is the main source of long-term care coverage and financing in the U.S. Over 10
million Americans, including about 6 million elderly and 4 million children and working-age
adults, need long-term services and supports.> Medicaid covers about 7 of every 10 nursing
home residents and finances over 40% of nursing home spending and long-term care spending
overall.? More than half of all Medicaid long-term care spending is for institutional care, but a
growing share —41% in 2006, up from 30% in 2000 and 13% in 1990 — is attributable to home
and community-based services.”

Medicaid funding supports the safety-net institutions that provide health care to low-income and
uninsured people (Figure 3). Medicaid provides 33% of public hospitals’ net revenues. Medicaid
payments provide an even larger share of health centers’ total operating revenues (37%) and is
their largest source of third-party payment.’

Figure 3

Medicaid Financing of Safety-Net Providers

Public Hospital Net Revenues by Health Center Revenues
Payer, 2008 by Payer, 2008
Self-Pa "
v Other etf-pay 0the3r ;ubllc

3%

Private 7%

7%

Medicare

21% Medicare

6%

Medicaid

37%
Medicaid

33%

Federal Grants

C ial
ommercia 20%

26%

State/Local/
Other
20%

State/Local
Subsidies
13%

Total = $40 billion Total = $10.1 billion

SOURCE : Data for public hospitals from America’s Public Hospitals and Health Systems, 2008, National Association of Public Hospitals and
Health Systems, February 2010. Health center data from 2008 Uniform Data System (UDS), Health Resources and Services Administration.
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How is Medicaid structured?

Medicaid is financed jointly by the federal government and the states. The federal
government matches state spending on Medicaid. States are entitled to these federal
matching dollars and there is no cap on funding. This financing model supports the federal
entitlement to coverage and allows federal funds to flow to states based on actual need.
Through the matching arrangement, the federal government and the states share the cost of
the program.

The states administer Medicaid within broad federal guidelines and state programs vary
widely. State agencies administer Medicaid subject to oversight by the Centers for Medicare
and Medicaid Services (CMS) in the U.S. Department of Health and Human Services (HHS).
State participation in Medicaid is voluntary but all states participate. Federal law outlines basic
minimum requirements that all state Medicaid programs must meet. However, states have
broad authority to define eligibility, benefits, provider payment, delivery systems, and other
aspects of their programs. As a result, Medicaid operates as more than 50 distinct programs —
one in each state, the District of Columbia, and each of the Territories. Due to wide
programmatic variation and demographic differences across the country, the proportion of
the population covered by Medicaid varies from state to state, ranging from 8% in New
Hampshire and Nevada to 22% in the District of Columbia (Figure 4).

Figure 4
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SOURCE: Urban Institute and Kaiser Commission on Medicaid and the Uninsured analysis of the March 2008 and 2009 ASEC Supplements to
the CPS. Two-year pooled estimates for states and the US (2007-2008).
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States can seek federal waivers to operate their Medicaid programs outside of federal
guidelines. Section 1115 of the Social Security Act gives the HHS Secretary authority to waive
statutory and regulatory provisions of health and welfare programs, including Medicaid, for
demonstration purposes. States can apply for Section 1115 waivers to operate their Medicaid
programs outside regular federal rules. Some states have used waivers to expand Medicaid
eligibility and to adopt new models of coverage and health care delivery for the low-income
population.

Medicaid’s structure enables the program to adapt and evolve. The combination of the
federal entitlement to Medicaid for all individuals who qualify, broad state flexibility in
program design, and guaranteed federal matching funds has enabled Medicaid to respond to
economic and demographic changes, and to address emergent needs — for example, by
expanding during economic downturns and providing a coverage safety-net for many affected
by the HIV/AIDS pandemic. In addition, as a major source of health care financing, Medicaid
has leveraged improvements in health care, including new approaches to care coordination
and management, as well as wider adoption of community-based alternatives to institutional
long-term care.
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WHO IS COVERED BY MEDICAID?

By design, Medicaid covers low-income and high-need populations. Medicaid plays an especially large role
in covering children and pregnant women. It also covers millions of low-income Medicare beneficiaries and
individuals with disabilities and chronic conditions. Currently, nearly all low-income children can qualify for
Medicaid or the Children’s Health Insurance Program. But Medicaid eligibility for low-income parents is far
more limited and varies widely by state, and federal law categorically excludes adults without dependent
children. Under health reform, “who is covered” will change dramatically. The new law simplifies and
broadens Medicaid eligibility for the under-65 population by eliminating categorical criteria and
establishing a national income eligibility floor at 133% of the poverty level. These reforms of Medicaid
eligibility fit Medicaid into the national health coverage framework structured by the new law,
establishing the program as the coverage pathway for low-income people.

What is Medicaid’s coverage role?

Medicaid covers 45% of all poor Americans — those with income below the federal poverty
level (FPL), which was $22,025 for a family of four in 2008*(Figure 5). Medicaid also covers
more than one-quarter of near-poor Americans, those between 100% and 200% FPL. Most of
the low-income individuals Medicaid covers are in working families but lack access to job-
based health insurance or cannot afford the premiums. Most cannot obtain individual (non-
group) health insurance either, because they cannot afford it or because they are excluded
based on their health status or conditions. Overall, Medicaid beneficiaries are much poorer
and in markedly worse health than low-income people with private insurance.

Figure 5
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SOURCE: Kaiser Commission on Medicaid and the Uninsured and Urban Institute analysis of 2009 ASEC Supplement to the CPS.

*

$22,025 for a family of four is the 2008 poverty threshold published by the U.S. Census Bureau. Depending on the
context, this Primer also sometimes uses the poverty guidelines issued by the U.S. Department of Health and Human
Services.
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Who can qualify for Medicaid?

Under current law, to qualify for Medicaid, a person must meet financial criteria and also
belong to one of the groups that are “categorically” eligible for the program. Federal law
requires states to cover certain “mandatory” groups in order to receive any federal matching
funds. The mandatory groups are pregnant women and children under age 6 with family
income below 133% FPL; children age 6 to 18 below 100% FPL; parents below states’ July 1996
welfare eligibility levels (often below 50% FPL); and most elderly and persons with disabilities
who receive Supplemental Security Income (SSI), a program for which income eligibility
equates to 75% FPL for an individual. States have broad flexibility to determine their own
methods for counting income and they may also impose an asset test. Nearly all state
Medicaid programs have eliminated the asset test for children, but about half require an asset
test for parents; almost every state applies an asset test in determining Medicaid eligibility for
the elderly and people with disabilities.

Under the new health reform law, nearly everyone under age 65 — regardless of category —
with income below a national “floor” will be eligible for Medicaid, making Medicaid the
coverage pathway for many more low-income Americans. Historically, non-elderly adults
without dependent children, no matter how poor they are, have been categorically excluded
from Medicaid by federal law unless they are disabled or pregnant. States have been able to
receive federal Medicaid funds to cover these adults only if they obtained a federal waiver;
alternatively, states could use state-only dollars. The new health reform law ends the
categorical exclusion of these adults as of 2014, expanding Medicaid eligibility nationally to
reach adults under age 65 (both parents and those without dependent children) up to 133%
FPL; an enhanced federal match rate applies for adults newly eligible for Medicaid as a result.
Health reform did not change Medicaid eligibility for the elderly and people with disabilities.

States have the option to cover or phase-in coverage of the new eligibility group beginning
April 1, 2010, rather than waiting until 2014. States (including those that have been covering
childless adults in Medicaid with state-only dollars) can receive federal Medicaid matching
funds for people in the new eligibility group. States’ regular federal match rate applies for this
group until 2014, when the enhanced federal match rate takes effect.

Medicaid eligibility is limited to American citizens and certain lawfully residing immigrants.
Only American citizens and specific categories of lawfully residing immigrants can qualify for
Medicaid. The Personal Responsibility and Work Opportunity Reconciliation Act, enacted in
1996, barred most lawfully residing immigrants from Medicaid during their first five years in
the U.S., except for emergency treatment.® Some states have used state-only funds to cover
these legal immigrants during the five-year ban. Recently, Congress gave states the option to
receive federal Medicaid matching funds for lawfully residing immigrant children and pregnant
women during their first five years in the U.S.” At this writing, 18 states including the District
of Columbia had adopted the option to cover immigrant children, pregnant women, or both,
without the five-year wait. The health reform law does not change any of the rules regarding
immigrants’ eligibility for Medicaid.
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Documentation of citizenship and identity is required. Since July 1, 2006, most U.S. citizens
applying for Medicaid coverage for the first time must, under federal law, document their
citizenship and identity by submitting a passport or a combination of a birth certificate and an
identity document.? (Previously, many states accepted applicants’ self-declaration of
citizenship under penalty of perjury.) Nearly all elderly individuals and people with disabilities
are exempt from the citizenship documentation requirement, as are newborns whose
deliveries were paid for by Medicaid. As of January 1, 2010, states have the option to satisfy
the documentation requirement by conducting a data match with the Social Security
Administration’s database, using social security numbers, to verify U.S. citizenship. AlImost half
the states are now using or testing this data-match option.

States have broad discretion to expand Medicaid eligibility beyond federal minimum
standards to cover additional “optional” groups. Optional eligibility groups include, among
others: pregnant women, children, and parents with income exceeding the mandatory
thresholds; elderly and disabled individuals up to 100% FPL; working disabled individuals up to
250% FPL; persons residing in nursing facilities with income below 300% of the SSI standard;
individuals who would be eligible if institutionalized, but who are receiving care under home
and community-based services waivers; and the “medically needy,” individuals who cannot
meet the financial criteria but have high health expenses relative to their income, and who
belong to one of the categorically eligible groups. Between Medicaid expansions for children
and coverage under the Children’s Health Insurance Program (CHIP), most states cover all
children below 200% FPL. States have also expanded Medicaid to adult optional groups, but
much less extensively, and Medicaid adult eligibility above federal minimum levels varies
widely from state to state. (Figure 6)

Figure 6
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SOURCE: Based on a national survey conducted by the Center on Budget and Policy Priorities for Kaiser Commission on Medicaid and the
Uninsured, 2009.
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Individuals who qualify for Medicaid have a federal entitlement to coverage. Medicaid is an
entitlement program. That means that any person who meets his or her state’s Medicaid
eligibility criteria has a federal right to Medicaid coverage in that state; the state cannot limit
enrollment in the program or establish a waiting list. The guarantee of coverage and the
obligation of states and the federal government to finance it distinguish Medicaid from the
Children’s Health Insurance Program (CHIP) and other block grant programs, which can limit
enrollment.

Who is covered currently?

Over 46 million low-income children and parents, the majority of them in working families, rely
on Medicaid. Medicaid is the largest source of health insurance for American children. In 2007,
about 29 million children — over one-quarter of all children and more than half of low-income
children — were enrolled in the program at some point during the year.? CHIP builds on Medicaid,
covering more than 7 million children in families whose incomes are too high to qualify for
Medicaid.'® Medicaid covers close to 15 million low-income, non-elderly adults, primarily parents
in working families. Most children and families covered by Medicaid would be uninsured without
it as they lack access to private insurance.

Medicaid covers 8.8 million non-elderly people with disabilities, including 4 million children.
Medicaid provides health and long-term care coverage for people with diverse physical and
mental disabilities and chronic ilinesses. Often, these individuals cannot obtain coverage in the
private market or the coverage available to them falls short of their health care needs. Medicaid
enables people with disabilities to gain access to a fuller range of the services they need, helping
to maximize their independence and, in the case of some disabled adults, supporting their
participation in the workforce. Medicaid covers a large majority of all poor children with
disabilities.

Medicaid is a key source of coverage for pregnant women. Most states have expanded coverage
of pregnant women beyond the federal minimum income eligibility level of 133% FPL. Sixteen
states cover pregnant women up to 185% FPL and another 24 states provide eligibility at higher
income levels. Medicaid improves access to prenatal care and neonatal intensive care for low-
income pregnant women and their babies, helping to improve maternal health and reduce infant
mortality, low-weight births, and avoidable birth defects. Medicaid funds approximately four of
every ten births in the U.S. and is the largest source of public funding for family planning.**

Medicaid provides assistance for more than 8 million low-income Medicare beneficiaries. The
federal Medicare program provides health insurance 47 million Americans, including 39 million
seniors and 8 million non-elderly individuals with permanent disabilities. About 1 in 6 Medicare
beneficiaries, based on their low income, are also covered by Medicaid and are known as “dual
eligibles.” Dual eligibles are much poorer and in worse health compared with other Medicare
enrollees. Medicaid assists dual eligibles with Medicare premiums and cost-sharing and covers
important services that Medicare limits or does not cover, especially long-term care. In 2005, dual
eligibles accounted for 18% of Medicaid enrollees but 46% of all Medicaid spending for services.
Until a prescription drug benefit was added to Medicare in 2006, Medicaid covered prescription
drugs for dual eligibles and paid nearly 40% of their total health care costs.
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Medicaid is viewed favorably both by the general public and by those with experience in the
program. A large majority of Americans view Medicaid as a very important program and
would be willing to enroll in the program if they needed health care and qualified. Over half of
adults have received Medicaid benefits themselves or have a friend or family member who
has benefited from Medicaid.* Findings from surveys and focus group studies show a high
degree of satisfaction with Medicaid among families with program experience.” They value
both the breadth of Medicaid’s benefits and the affordability of the coverage.

Who is left out of Medicaid?

Not all low-income Americans can currently qualify for Medicaid. Although Medicaid covers
millions of poor and near-poor Americans, income and categorical restrictions currently
exclude millions of low-income people — mostly adults. Due to these restrictions, which the
new health reform law redresses, low-income adults today are much more likely than low-
income children to be uninsured, as outlined more fully below.

Parents. While all poor children are eligible for Medicaid, many of their parents are not
because most states have much stricter income eligibility for parents than for children. As of
December 2009, 34 states set income eligibility for working parents at a level below 100% FPL,
and half of those states set their levels below 50% FPL. In 29 states, a parent in a family of
three working full-time at the state’s minimum wage could not qualify for Medicaid.'* Because
their eligibility for Medicaid is so much more limited than children’s, parents who are below or
near the poverty level are more than twice as likely to be uninsured as children in the same
income stratum (Figure 7). Health reform extends Medicaid eligibility, nationally, to nearly
everyone under age 65 with income up to 133% FPL, closing the coverage gap that many low-
income parents currently face.

Figure 7

Health Insurance Coverage of
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Adults without dependent children. Until health reform was enacted, federal law categorically
excluded most adults without dependent children from Medicaid. States were precluded from
receiving federal Medicaid matching funds for such adults — no matter how poor — unless they
were pregnant or severely disabled. About half the states have federal waivers and/or use state-
only funds to provide some kind of coverage to childless adults. Only five of these states provide
Medicaid or Medicaid-like benefits; most provide more limited benefits or cover childless adults
through workplace coverage under certain conditions." In 2008, over 40% of low-income adults
without children were uninsured, and these adults accounted for more than one-third of the 46
million non-elderly Americans who lacked insurance.™ The national Medicaid expansion under
health reform does away with the exclusion of childless adults and covers those with income up to
133%FPL. As mentioned previously, states have the option to implement this expansion
immediately, rather than waiting until 2014 when the expansion is required.

Immigrants. In most states, lawfully residing immigrants are ineligible for Medicaid for their first
five years in the U.S. While states can opt to cover legal immigrant pregnant women and
children without a wait, most have not, and other legal immigrants remain barred from
Medicaid for their first five years here. Federal law prohibits undocumented immigrants from
enrolling in Medicaid. Medicaid payments may be made for undocumented immigrants only for
emergency services and only if they would otherwise qualify for Medicaid. These rules do not
change under health reform.

State-to-state variation in eligibility leads to marked inequities in low-income adults’ access to
Medicaid coverage. Because of state variation in Medicaid income eligibility levels and other
state policy choices, adults at a given income level — even below the poverty level — may be
eligible for Medicaid in one state but ineligible in another. In 2009, eligibility thresholds for
working parents ranged from 17% FPL in Arkansas to 215% FPL in Minnesota (Figure 8). Twenty-
five states including the District of Columbia had federal waivers or used state-only funds to
provide Medicaid coverage to childless adults.’’ Due to federal minimum standards, Medicaid
income eligibility levels for pregnant women and children are somewhat uniform, but other low-
income adults” access to Medicaid coverage varies widely across the states.

Figure 8
Medicaid Eligibility for Working Parents
by Income, December 2009
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Note: The federal poverty line (FPL) for a family of three in 2009 was $18,310 per year.
SOURCE: Based on a national survey conducted by Kaiser Commission on Medicaid and the Uninsured with the Center on Budget and
Policy Priorities, 2009.
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Can Medicaid cover more of the uninsured?

Many people who are eligible for Medicaid are not enrolled. Participation in Medicaid is
high compared with other voluntary programs. Yet many who could gain coverage under
the program are not enrolled. Over 70% of uninsured children are potentially eligible for
Medicaid or CHIP but not enrolled. Some low-income families are not aware of the
programs or do not believe their children qualify. In addition, although important
improvements have been made over the last decade, mostly for children, burdensome
enrollment and renewal requirements still pose major obstacles to participation.
Responding to evidence that citizenship documentation requirements have imposed a
further burden on U.S. citizens who are eligible for Medicaid and impeded their
participation, Congress enacted changes to ease the impact.™®

States that meet performance goals related to enrolling Medicaid-eligible children can
qualify for federal bonus payments. The Children’s Health Insurance Program Reauthorization
Act (CHIPRA), enacted in February 2009, provided for federal performance bonuses to be paid
to states that both implement an array of policies to encourage enrollment and retention of
children in Medicaid and CHIP and achieve child enrollment in Medicaid that exceeds targets
specified in the law. The more children a state enrolls above the target, the larger the federal
bonus payment to the state. The intent of the bonuses is to promote and reward increased
enrollment of children who are eligible for Medicaid but uninsured. In December 2009, HHS
awarded nine states $72.6 million in performance bonuses.

“Churning” in Medicaid interrupts coverage and care and contributes to the number of
Americans without insurance. Documentation and other administrative requirements cause
many eligible children and families to lose their Medicaid coverage at renewal time. This
“churning” — people cycling on and off the program — disrupts coverage and care and leads to
uninsured spells. Many states, when fiscally strong, have stepped up their Medicaid outreach,
simplified enrollment and renewal, and taken other actions to promote participation.
However, when faced with difficult budget pressures, states have often reduced their efforts
or even reinstated barriers that dampen participation in an attempt to control costs.

For health reform to achieve its coverage goals, effective Medicaid outreach and easy
enrollment and renewal procedures will be needed. The potential of health reform to cover
millions of low-income, uninsured individuals and families is contingent on improving
participation in Medicaid. Particular efforts will be needed to reach childless adults, who are
new to Medicaid, to introduce the program to them and motivate them to participate.
Research shows that easy procedures for enrolling in and renewing Medicaid coverage are
also necessary to convert eligibility to participation.
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WHAT SERVICES DOES MEDICAID COVER?

Medicaid covers a broad array of health and long-term care services, including many services not typically
covered by private insurance. Cost-sharing is tightly restricted to minimize financial barriers to access for
the low-income people Medicaid serves. The benefit package for children is comprehensive. Federal law
gives states more latitude in defining the benefit package for adults. Under health reform, individuals
newly eligible for Medicaid generally will receive “benchmark” or “benchmark-equivalent” benefits, which
must include at least the “essential health benefits” required of coverage in the new exchanges. The health
reform law offers financial incentives to states to increase access to preventive care in Medicaid and to
provide “health home” services to better coordinate care for people with chronic conditions. The law also
increases states’ opportunities to expand access to home and community-based long-term services and
gives states financial incentives to further shift their Medicaid long-term services to non-institutional
settings. A new Medicaid and CHIP Payment and Access Commission (MACPAC) is charged with assessing
a broad set of access issues.

What does the Medicaid benefit package include?

Because Medicaid enrollees have diverse and often extensive needs, Medicaid benefits include
a broad range of health and long-term care services. Medicaid covers parents and children,
pregnant women, people with physical and mental disabilities and chronic diseases of all kinds,
and seniors. To address the wide-ranging health needs of its diverse enrollees and their limited
ability to afford care out-of-pocket, Medicaid benefits include the health services typically
covered by private insurance, but also many additional services, such as dental and vision care,
transportation and translation services, and long-term care services and supports. Some covered
benefits, such as services provided by federally qualified health centers, reflect the special role
that certain institutions and other providers play in furnishing care to the low-income
population. States use numerous tools to manage utilization, such as prior authorization and
case management.

State Medicaid programs must cover “mandatory services” specified in federal law in order
to receive any federal matching funds. Most Medicaid beneficiaries are entitled to receive
the mandatory services listed below. Medicaid services are covered subject to medical
necessity, as determined by the state Medicaid program or a managed care plan that is under
contract to the state.

e Physicians’ services

e Hospital services (inpatient and outpatient)

e Laboratory and x-ray services

e Early and periodic screening, diagnostic, and treatment (EPSDT) services for
individuals under 21

e Federally-qualified health center and rural health clinic services

e Family planning services and supplies

e Pediatric and family nurse practitioner services

e Nurse midwife services

e Nursing facility services for individuals 21 and older

¢ Home health care for persons eligible for nursing facility services

e Transportation services
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States are also permitted to cover many important services that federal law designates as
“optional.” Many of these optional services are particularly vital for persons with chronic
conditions or disabilities and the elderly. Prescription drugs (which all states cover), personal
care services, and rehabilitation services are just three examples. The inclusion of many of
these services in state Medicaid programs despite their “optional” designation in federal
statute is evidence that, as a practical matter, they are often considered essential.
Nonetheless, when states are under severe budget strains, such as in the current economic
recession, “optional” benefits like dental services for adults are particularly vulnerable to cuts.
Close to one-third of Medicaid spending is estimated to be attributable to optional services.*

Commonly offered optional services include:

e Prescription drugs e Intermediate care facility for individuals
e Clinic services with mental retardation (ICF/MR)
e Care furnished by other licensed services
practitioners e Home- and community-based services
e Dental services and dentures (by waiver)
e Prosthetic devices, eyeglasses, and e Inpatient psychiatric services for
durable medical equipment individuals under age 21
e Rehabilitation and other therapies e Respiratory care services for ventilator-
e Case management dependent individuals
e Nursing facility services for e Personal care services
individuals under age 21 e Hospice services

How are Medicaid benefits different from typical private health benefits?

The pediatric Medicaid benefit, known as Early and Periodic Screening, Diagnostic, and
Treatment (EPSDT), encompasses a comprehensive array of health services for children.
EPSDT is a mandatory benefit that entitles Medicaid enrollees under age 21 to all services
authorized by federal Medicaid law, including services considered optional for other
populations and often not covered by private insurance. In addition to screening, preventive,
and early intervention services, EPSDT covers diagnostic services and treatment necessary to
correct or ameliorate children’s acute and chronic physical and mental health conditions.
Services that are particularly important for children with disabilities, such as physical therapy,
personal care services, and durable medical equipment, which are often limited or excluded
under private insurance, are covered as needed under EPSDT.

The concept of medical necessity in EPSDT is expansive, consistent with an emphasis in
Medicaid on promoting children’s healthy development and maximizing their health and
function. Further, the limits that states may impose on services for adults cannot be applied to
children. In principle at least, EPSDT represents a uniform and comprehensive federal benefit
package for low-income children.

MEDICAID: A PRIMER



In addition to acute health services, Medicaid covers a wide range of long-term services and
supports that Medicare and most private insurance exclude or narrowly limit. Medicaid long-
term care services include comprehensive services provided in nursing homes and
intermediate care facilities for the mentally retarded (ICF-MR), as well as a wide range of
services and supports needed by people, young and old, to live independently in the
community — home health care, personal care, medical equipment, rehabilitative therapy,
adult day care, case management, respite for caregivers, and other services. Because
Medicare and private insurers provide little coverage of long-term care, Medicaid is by far the
largest source of assistance for these costly services. Driven partly by the Supreme Court’s
Olmstead decision concerning the civil rights of people with disabilities in public programs,
both federal and state Medicaid policy have increasingly supported home and community-
based alternatives to institutional long-term care.

Health care reform creates new opportunities and incentives for states to balance their
Medicaid long-term care delivery systems by expanding access to home and community-based
services. The new law expands states’ current Medicaid options to provide home and
community-based benefits, both enlarging the scope of services covered and broadening
financial and functional eligibility criteria to expand access to these benefits. The law also
provides increased financial incentives for states that further shift their Medicaid long-term
services to non-institutional settings.

Separate from Medicaid, the health reform law establishes a national, voluntary insurance
program for purchasing community living assistance services and supports (CLASS). The
program will be financed through payroll deductions; all working-age adults will be enrolled
automatically unless they opt out. Subject to a five-year vesting period, CLASS will provide
cash benefits to individuals with functional limitations for non-medical services and supports
necessary to maintain community residence.

The broad array of services Medicaid covers is particularly important for the care of low-
income people with chronic illnesses and disabilities, who include pre-term babies,
individuals with mental illness, people living with HIV/AIDS, and many with Alzheimer’s
disease. Another distinctive purpose of Medicaid’s is to provide access to care for people with
disabilities and complex conditions, who often have extensive needs for both acute care and
long-term services. Medicaid’s coverage of services needed especially by such individuals,
such as case management, dental care, mental and behavioral health services, rehabilitation
services, personal care, and nursing facility and home health care, is a defining aspect of the
program. Millions of Americans with diverse disabilities and needs depend on Medicaid.
Medicaid is the single largest public payer of mental health care in our system.” It is also the
nation’s largest source of coverage for people with HIV, covering about 40% of those
estimated to be receiving care for disease.”
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How do states define their Medicaid benefit packages?

In general, states must provide the same Medicaid benefit package to all categorically
eligible individuals in their state. Generally, federal Medicaid law requires states to cover the
same benefits for all categorically eligible individuals (whether mandatory or optional)
statewide, and the services must be comparable, regardless of individuals’ diagnoses or
conditions. States have flexibility to define the amount, duration, and scope of the Medicaid
services they cover, but federal law requires that coverage of each mandatory and optional
service be “sufficient in amount, duration, and scope to reasonably achieve its purpose.”

States can offer more limited “benchmark” benefits to some groups. In the Deficit Reduction
Act of 2005, Congress changed the law to permit states to provide some groups with more
limited benefits modeled on specified “benchmark” plans, and to offer different benefits to
different enrollees.? States providing benchmark or benchmark-equivalent coverage must
provide EPSDT “wraparound” coverage for children. Most groups are exempt from benchmark
coverage, including mandatory pregnant women and parents, individuals with severe
disabilities, individuals who are medically frail or have special needs, dual eligibles, people with
long-term care needs, and specified other groups. Few states have used the new authority. Four
states have provided different tiers of benefit packages for different groups, two of them
limiting or granting access to certain benefits based on enrollees’ health behaviors.” Four other
states have used the authority to enhance Medicaid coverage for specified populations.

Medicaid benefits vary considerably across the states. Medicaid benefit packages vary widely
from state to state. States cover different optional services. They also define amount,
duration, and scope differently. Except with regard to children, states can place limits on
covered services — for example, by capping the number of physician visits or prescription
drugs that are allowed. Finally, while federal law includes a “medically necessary” standard to
ensure appropriate use of Medicaid services, states define and apply the medical necessity
standard somewhat differently.

States can impose premiums and cost-sharing in Medicaid subject to some federal
limitations. In 2005, Congress loosened longstanding rules that sharply restricted states’ use
of premiums and cost-sharing in Medicaid. Premiums remain prohibited for most children and
adults below 150% FPL. However, for most children and adults with income above 150% FPL,
premiums as well as cost-sharing up to 20% of the cost of the service are now permitted.

For most services, cost-sharing is largely prohibited for mandatory children and it is limited to
nominal levels for adults below 100% FPL. For other children and adults up to 150% FPL, cost-
sharing is limited to 10% of the cost of the service. Total cost-sharing and premiums cannot
exceed 5% of family income for any family, and cost-sharing for preventive care is prohibited
for children at all income levels. Finally, the 2005 rules also give states the option to terminate
Medicaid coverage if premiums are not paid and, except for mandatory children and adults
under 100%FPL, to grant health care providers the right to deny care if Medicaid patients do
not pay their cost-sharing charges.”

" Recent federal regulations further delineate the scope of state flexibility regarding benchmark packages. To comply
with these rules, one of the states that restricted benefits (WV) has discontinued doing so; other states may also have
to reexamine their benchmark policies in light of the new rules.
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Under health reform, adults newly eligible for Medicaid will receive a benchmark benefit package, or broader
benefits if a state elects. Beginning January 1, 2014, newly-eligible Medicaid adults, unless they belong to one of
the exempt groups mentioned above, will receive benchmark or benchmark-equivalent coverage. The reform
law establishes a new minimum standard for benchmark benefits, requiring that they include at least the
“essential health benefits” required of health plans in the new insurance exchanges. These benchmark benefits
may be more limited than states’ current Medicaid benefits, but states retain the flexibility to provide more
comprehensive or full Medicaid benefits to new eligibles.

How do Medicaid enrollees receive services?

Although Medicaid is publicly financed, the program purchases health services primarily in the private sector.
Medicaid is a publicly financed health coverage program, but it is not a government-run care delivery system. On
the contrary, the Medicaid program generally procures services for its beneficiaries in the private health care
market. States pay health care providers for services furnished to their Medicaid beneficiaries. Medicaid
programs purchase services on a fee-for-service basis, or by paying premiums to managed care plans under
contracts, or by using a combination of both approaches.

Managed care is the most common health care delivery system in Medicaid. In 2008, about 70% of Medicaid
enrollees received some or all of their services through managed care arrangements (Figure 9). The two main
models of managed care in Medicaid are managed care organizations (MCO) and primary care case
management (PCCM). MCOs are paid on a capitation basis and assume the financial risk for comprehensive
Medicaid services or a defined set of services (e.g., ambulatory care, dental services). In PCCM, the primary care
provider receives a small fee per person per month to provide basic care and coordinate specialist care and
other needed services, which are usually paid fee-for-service.

Healthy children and families make up the lion’s share of Medicaid managed care enrollees, but many states are
now enrolling more complex populations, including children and adults with disabilities and chronic illnesses and
dual eligibles, in managed care arrangements. Several states are applying managed care principles to long-term
care; new initiatives include projects that integrate acute and long-term care within MCO delivery systems.>*

Figure 9

Medicaid Managed Care Penetration Rates
by State, 2008

O o0-50% (5 states)

[] 51-70% (20 statesincluding DC)
[ 71-80% (9 states)

[l 81-100% (17 states)

U.S. Average = 70%

Note: Unduplicated count. Includes managed care enrollees receiving comprehensive and limited benefits.
SOURCE: Medicaid Managed Care Enrollmentas of December 31, 2008. Centers for Medicare and Medicaid Services.
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States are using a variety of approaches to balance their long-term care delivery systems in favor of
community settings. As the demand for long-term services in the community is growing, efforts to make
Medicaid benefits more flexible and allow consumer involvement in determining and managing services are
expanding across the states. Many states allow some form of consumer direction of personal assistance services,
giving the Medicaid beneficiary more control over hiring, scheduling, and paying personal care attendants.
Under health reform, states have increased opportunities to expand access to home and community-based
services, and the law extends an existing demonstration program that provides states with enhanced federal
matching funds for each Medicaid beneficiary they transition from an institution to the community.

States have built delivery systems designed to serve the Medicaid population. Whether they use managed
care, fee-for-service, or a combination of strategies, many states have developed strong care delivery networks
that rely heavily on community health centers and other safety-net providers located in the communities where
low-income people reside. These providers are often uniquely prepared and competent to address diverse low-
income populations’ needs for services and supports.

New models of care are emerging in Medicaid. Many states are building into their PCCM programs features to
enhance the coordination and management of care for enrollees with chronic ilinesses and disabilities. Some
disease and care management programs are targeted to people with specific conditions, and others target
individuals with multiple conditions. A number of states are structuring payment strategies and incentives to
support the “patient-centered medical home” model for Medicaid beneficiaries. This model emphasizes
continuous and comprehensive care, care teams directed by a personal physician, and care for all stages of life. It
also seeks to enhance access through expanded hours and other improvements. Information technology and
quality improvement activities promote quality and safety.

How is access to care in Medicaid?

Medicaid increases access to care and limits out-of-pocket burdens for low-income people. Children and adults
enrolled in Medicaid have much better access to care than the uninsured, and pregnant women covered by
Medicaid obtain more timely and adequate prenatal care than their low-income, uninsured counterparts.” 2
On key measures of access to preventive and primary care, Medicaid enrollees fare as well as people with
private health insurance (Figure 10).”” *® *° In addition, Medicaid’s strict limits on cost-sharing help to ensure
that, for the low-income and high-need population the program serves, cost is not an obstacle to obtaining
care.*® Research shows that Medicaid beneficiaries are substantially less likely to face high financial burdens for
health care than low-income people with private insurance.**

Figure 10

Access to Care,
by Insurance Status

M Private O Medicaid O Uninsured

Percent Reporting:
98%97%

849, 87% "
0 83% 0 0
80%, 75%, 80% 74%
66%
60%
46%
39%
Usual Source Check up in Pap Test in Usual Source Able to See Specialist if
of Care Past 2 Years Past 3 Years of Care Needed
Low-Income Low-Income Women Low-Income
Adults Children

Note: Data are not adjusted for health needs and other covariates.
SOURCE: Data on low-income adults and women from Kaiser Commission on Medicaid and the Uninsured analysis of 2007 MEPS. Data on
low-income children from Kaiser Family Foundation 2007 Survey of Children’s Health Coverage.
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System-wide problems with access to care are amplified in Medicaid. Shortages and
inadequacies in the distribution of certain providers and specialists have contributed to access
problems in the private and public sectors alike, but low provider payment and participation
rates compound these problems in Medicaid (Figure 11). Gaps in access to specialist and
dental care in Medicaid are a major concern. In provider surveys and other research, low
provider payment and administrative burden consistently emerge as leading barriers to
provider acceptance of Medicaid.*® Also, providers often do not locate in low-income
neighborhoods, creating time, distance, and cost barriers to access for people living in these
communities.

Figure 11

Medicaid-To-Medicare Provider Fee Ratios
for All Services

O <70% (11 states including DC)
O 70-84% (7 states)
[ 85-99% (21 states)
B 100%+ (11 states)

U.S. Average = 72% of Medicare fees

Note: Tennessee does not have a fee-for-service component in its Medicaid program
SOURCE: Zuckerman, Williams, and Stockley, “Trends in Medicaid Physician Fees, 2003-2008,” Health Affairs, April 28,2009.

Provider participation and systems of care affect access. A number of states have achieved
gains in provider participation in Medicaid following increases in provider payment and
increased provider outreach and support.*®> MCOs have the potential to structure and deliver a
network of providers to Medicaid beneficiaries who, on their own in a fee-for-service
environment, might have difficulty identifying providers willing to serve them. At the same
time, access in managed care arrangements depends on provider networks that are adequate
to meet the needs of Medicaid enrollees and mechanisms that connect enrollees with timely
and appropriate care.

To help boost access to primary care in Medicaid, the health reform law requires states to pay
the Medicare payment rate for primary care services furnished by primary care physicians in
2013 and 2014 and provides full federal funding for this increase. The law also funded the
recently-established Medicaid and CHIP Payment and Access Commission (MACPAC), which is
charged with monitoring access in the two programs, identifying gaps, and making
recommendations concerning payment and access issues.

THE KAISER COMMISSION ON MEDICAID AND THE UNINSURED



How does Medicaid monitor and promote quality?

States use a variety of data and payment strategies to improve quality in Medicaid.
Increasingly, states are using standardized data to benchmark and improve the quality of care
provided by managed care programs and other medical providers. Most states require MCOs
serving Medicaid enrollees to provide data on specified utilization and performance measures
(from the Healthcare Effectiveness Data and Information Set (HEDIS)), and most also use the
patient satisfaction surveys (Consumer Assessment of Healthcare Providers and Systems
(CAHPS)) in MCOs as a quality gauge; a smaller number of states do so in PCCM and fee-for-
service. More and more states are publicly reporting the quality data they collect, both to help
beneficiaries choose plans based on quality considerations and to drive improvements in
provider performance. A growing number of states require or reward MCOs that are
accredited by a recognized standard-setting organization. Finally, pay-for-performance (P4P)
systems in most states financially reward high performance by MCOs and/or physicians,
hospitals, nursing homes, and other providers.**

States are using health information technology (HIT) in a variety of ways to improve
quality and safety in Medicaid. Medicaid programs in most states are participating in
electronic prescribing and electronic health record (EHR) or electronic medical record
(EMR) initiatives to promote better coordination of care. Some states are using Medicaid
claims data to design evidence-based recommendations for care; some are facilitating
data-sharing among agencies and providers that care for children.** HHS is developing a
core set of children’s healthcare quality measures for children enrolled in Medicaid or
CHIP that will be useful in state efforts to evaluate the “meaningful use” of HIT, a
criterion for qualifying for new HIT payment incentives to providers (described below).

Substantial new federal investments are likely to foster increased HIT initiatives in Medicaid.
ARRA provided $21.6 billion in Medicaid funding to encourage physicians, hospitals, and other
health care providers to adopt and “meaningfully use” certified EHRs. Illustrations of
meaningful use include use for electronic prescribing, electronic exchange of health
information to improve quality of care, and reporting on clinical quality measures. Full federal
funding is initially available for Medicaid incentive payments to eligible providers to help
offset the costs of purchasing, implementing, operating, maintaining, and using the
technology, training, and other costs. Generally, to qualify for incentive payments, providers
must serve a minimum level of Medicaid and other low-income patients. ARRA also provides
90% federal funding for states to administer the EHR incentives, including actions to
encourage adoption of EHR and track meaningful use. The HIT investments are estimated to
generate $12 billion in savings attributable to improved quality, care coordination, and
reductions in medical errors and duplicative care. Complementing the funds for HIT incentive
payments are two competitive grant programs for states, one to enable states to make loans
to providers for technology purchasing and training, and another for states to facilitate and
expand electronic exchange of health information among organizations.*®

MEDICAID: A PRIMER



HOW MUCH DOES MEDICAID COST?

In 2008, Medicaid spending totaled about 5339 billion. Spending is distributed across a broad array of
health and long-term care services. Medicaid spending is high because of the extensive health needs of
many of its beneficiaries. The top 5% percent of spenders in Medicaid account for nearly 60% of total
spending. Also, close to half of Medicaid spending is attributable to low-income Medicare beneficiaries
who also qualify for Medicaid. Total Medicaid spending will rise under health reform as millions of people
become eligible for the program. The Congressional Budget Office projects that the expansion will cost
states $20 billion over the next decade, an increase of 1.25 percent over what they would otherwise have
spent; the federal government will finance 96% of the cost of the coverage expansion over the ten years.

What does Medicaid cost currently?

In 2008, total federal and state Medicaid spending on services was nearly $339 billion (Figure
12). Over 60% of spending was attributable to acute care, including payments to managed care

plans. More than a third (34%) of spending went toward long-term care. Medicaid
administrative costs were 5% (not shown).

Figure 12

Medicaid Expenditures by Service, 2008

DSH Payments

5.2% Inpatient
Home Health and 14.0%
Personal Care

14.1%

Physician/ Lab/ X-ray 3.7%
Mental Health
1.4%

N

14.7%

Outpatient/Clinic

8.3%

Long-Term ICF/MR 6.8% Acute
Care 3.7% ’ Care
33.9% Drugs 60.9%
. 4.5%
Nursing
Facilities
Other Acute

Payments to Medicare

Payments to MCOs
3.5%

20.2%

Total = $338.8 billion

NOTE: Total may not add to 100% due to rounding. Excludes administrative spending, adjustments and payments to the territories.
SOURCE: Urban Institute estimates based on data from CMS (Form 64), prepared for the Kaiser Commission on Medicaid and the Uninsured.

Medicaid makes special payments to hospitals that serve a disproportionate share of low-

income and uninsured patients. About 5% of Medicaid spending is attributable to

supplemental payments to hospitals that serve a disproportionate share of low-income and
uninsured patients, known as “DSH.” DSH payments help to support the safety-net hospitals

that provide substantial uncompensated care.
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What drives Medicaid spending?

Children and their parents make up the majority of Medicaid enrollees, but most Medicaid
spending is attributable to the elderly and people with disabilities. Children, parents, and
pregnant women make up three-quarters of the Medicaid population but account for only
about a third (32%) of Medicaid spending. The elderly and disabled make up one-quarter of
the Medicaid population but account for roughly two-thirds of spending. (Figure 13)

Figure 13

Medicaid Enrollees and Expenditures
by Enroliment Group, 2007

Elderly 10%
Disabled 15%

Elderly
25%

Adults
25% Disabled

42%

Children
49%

Adults 12%

Children 20%

Enrollees Expenditures on benefits

Total = 58 million Total = $300 billion

SOURCE: Kaiser Commission on Medicaid and the Uninsured and Urban Institute estimates based on 2007 MSIS and CMS64 data.

Medicaid spending per enrollee varies sharply by eligibility group. In 2007, the per capita
cost for children covered by Medicaid was about $2,100, compared to $2,500 per adult,
$14,500 per disabled enrollee and $12,500 per elderly enrollee (Figure 14). Higher per capita
expenditures for disabled and elderly beneficiaries reflect their intensive use of both acute
and long-term care services.

Figure 14
Medicaid Payments Per Enrollee
by Acute and Long-Term Care, 2007
$14,481
$12,499
B Long-Term Care
D Acute Care
$2,135 $2,541
Children Adults Disabled Elderly
SOURCE: Kaiser Commission on Medicaid and the Uninsured and Urban Institute estimates based on 2007 MSIS and CMS64 data.
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More than 45% of all Medicaid spending for medical services is attributable to dual eligibles.
In 2005, dual eligibles — low-income individuals who are enrolled in both Medicare and Medicaid
—made up 18% of the Medicaid population, but accounted for 46% of Medicaid spending. More
than half of Medicaid spending for dual eligibles is for long-term care services. Until 2006,
Medicaid provided prescription drug coverage for dual eligibles because Medicare did not
include a drug benefit. Beginning January 2006, Medicare covers prescription drugs under the
new Part D, but states make a monthly “clawback” payment to the federal government to help
finance the benefit. The payments roughly reflect what states would have spent if they
continued to pay for outpatient prescription drugs through Medicaid on behalf of their dual
eligibles. In 2006, state clawback payments totaled $6.6 billion.

Desirable coordination between Medicare and Medicaid benefits and integration of acute and
long-term care for dual eligibles has long been a policy goal. To support improved coordination
of care for dual eligibles, as well as better-coordinated payment, the health reform law
established a federal Coordinated Health Care Office within CMS.

The five percent of Medicaid beneficiaries with the highest costs account for over half of all
Medicaid spending. Medicaid spending is highly skewed; a very small group of high-cost enrollees
accounts for a large share of Medicaid spending. In 2004, the 1% of Medicaid enrollees with the
highest health and long-term care costs accounted for one-quarter of Medicaid spending, and the
highest-cost 5% of enrollees accounted for 57% of all program spending (Figure 15). This pattern, in
which the high costs of a small share of enrollees drive total spending, holds in each of Medicaid’s four
major eligibility groups.

Figure 15

5% of Medicaid Enrollees Accounted for
57% of Medicaid Spending in 2004

Enrollees Spending

Bottom 95%
of Spenders

Top 5% of
Spenders
Children 0.3%
Adults 0.2%
Disabled 2.3%

Elderly 2.2% N\

Total = 57.4 million Total = $265.4 billion

SOURCE: Kaiser Commission in Medicaid and the Uninsured and Urban Institute estimates based on 2004 MSIS.

Under health reform, a new Center for Medicare and Medicaid Innovation is established
within CMS. The Center is charged with testing, evaluating, and expanding innovative service
delivery and payment models in Medicare, Medicaid, and CHIP to foster patient-centered care
and improve quality while reducing spending.
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Along with the health needs of the Medicaid population, growth in Medicaid enrollment and
rising health care costs are major drivers of Medicaid costs. Between 2000 and 2007,
Medicaid enrollment increased from 31.8 million to 42.3 million, or at an average annual rate
of 4.2 percent.’” Between June 2008 and June 2009, in the midst of the current recession,
enrollment grew by 3.3 million, or 7.5%. Several factors fuel Medicaid enrollment. When state
economies are strong, states seeking to broaden coverage may expand Medicaid eligibility. In
economic recessions, job loss and resulting losses of job-based insurance and declining
income cause more people to qualify for Medicaid. Ongoing erosion in employer-sponsored
insurance contributes as well. Medicaid spending trends also reflect health care cost inflation,
a systemic problem that drives health spending across our entire system.

How effectively is Medicaid spending managed?

Medicaid is a low-cost program when the health needs of its beneficiaries are taken into
account. Medicaid spending is high primarily because of the high-need people Medicaid
serves. Medicaid enrollees overall are in significantly worse health than the low-income,
privately insured population. When health status differences are controlled to make the
Medicaid and low-income, privately insured populations more comparable, per capita
spending for both adults and children is lower in Medicaid than under private insurance.
Medicaid’s lower spending levels are due mostly to its lower provider payment rates;
differences in access to specialists and expensive technology for those in fair or poor health
may also be a factor.*

Medicaid spending per capita has not risen faster than private health spending per capita.
On a per capita basis, Medicaid acute care spending has been growing at the same rate as
private health spending and less than monthly premiums for private insurance (Figure 16).
From 2000 to 2008, the increase in acute care spending per Medicaid enrollee averaged 5%
per year, as did growth in per capita private health care spending. Over the same period,
monthly premiums for job-based coverage for an individual rose 8% per year on average.

Figure 16

Growth in Medicaid Acute Care Spending
vs. Private Health Spending, 2000-2008

Average Annual Growth 2000-2008:

8%

5% 5%
Medicaid Acute Per Capita Private Monthly Premiums
Care Spending Health Care Spending? For Employer-Sponsored
Per Enrollee! Insurance®

1 Kaiser Commission on Medicaid and the Uninsured and Urban Institute analysis of MSIS, CMS-64, and Kaiser Commission on Medicaid and
the Uninsured/Health Management Associates data, 2010. 2005-07 data adjusted for shift to Medicare of dual eligibles’ prescription drug
spending. 2 National Health Expenditure Accounts, 2010. 3 Kaiser/HRET Survey of Employer-Sponsored Health Benefits, 2000-2008. Data
reported are for single premiums. Family premium growth averaged 8.8% over the period.

MEDICAID: A PRIMER



26

Program management tools at the federal and state level help to ensure proper payment
and improve Medicaid’s efficiency. In 2006, Congress established a federal Medicaid Integrity
Program (MIP) within CMS and provided substantial resources annually for audits,
identification of fraud and abuse and other overpayments, education regarding program
integrity and quality of care, and other purposes.®> Most operational program integrity
responsibilities rest with the states, but the MIP greatly enlarged the federal government’s
commitment to and CMS’ accountability for sound and efficient management of the Medicaid
program.

A separate mechanism for ensuring Medicaid (and CHIP) integrity is the Payment Error Rate
Measurement Program (PERM). Under this initiative, a random sample of claims (both fee-for-
service and managed care) and eligibility determinations are reviewed in a third of the states
each year to determine error rates. Errors include payments that should not have been made
or were made in the wrong amount, and also payments that were incorrectly denied. CMS
calculates state and national error rates and reports to HHS and the Office of Management
and Budget. States must submit a corrective plan to CMS and reimburse the federal
government for its share of any overpayments.
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HOW IS MEDICAID FINANCED?

Medicaid is financed through a federal-state partnership in which the federal government matches each
state’s spending based on a statutory formula. Under the normal formula, the federal government funds
about 57% of all Medicaid spending, but with a temporary increase in the federal match rate to provide
fiscal relief to states during the recession, the overall federal share is 66%. Under health care reform, the
federal-state partnership in financing Medicaid will continue. However, the federal government will
finance the full cost of the new coverage in the first three years of reform and the lion’s share in
subsequent years.

Who pays for Medicaid?

Medicaid is financed through a partnership between the federal government and the states.

The federal government matches state spending on Medicaid. The federal match rate is
known as the Federal Medical Assistance Percentage, or FMAP, and it varies based on state
per capita income relative to the national average. The FMAP is at least 50% in every state. It
is higher in relatively poor states, reaching 76% in the poorest state, Mississippi (Figure 17).
The federal match rate for most Medicaid administrative costs is 50%. Federal matching
dollars are guaranteed and flow to states based on need (as reflected by state spending),
rather than on the basis of a pre-set formula or projected need. Overall, the federal
government funds about 57% of Medicaid spending.

The American Recovery and Reinvestment Act (ARRA), enacted in February 2009 to boost the
ailing economy, provided for a temporary increase in the FMAP. This federal relief supports
the states in a period when they are facing rising Medicaid enrollment but are least able to
afford it. With the ARRA adjustment, the FMAP for fiscal year 2010 ranges from 56% to 85%.
The FMAP enhancement increases federal Medicaid spending by about $87 billion over the
period October 1, 2008 through December 31, 2010, and increases the federal share of total
Medicaid spending from 57% to 66%.*° The enhanced FMAP rates will expire at the end of
2010, unless extended by Congress.

Figure 17

Enhanced Federal Medical Assistance Percentages (FMAP),
FY 2010

D W 78%+ (12 states incluing DC)

Note: Enhanced FMAP as provided by American Recovery and Reinvestment Act . 72-77% (12 states)
of 2009 (ARRA). FMAPs are for 2" quarter of 2010. D 66 - 71.9% (10 states)
SOURCE: Kaiser Commission on Medicaid and the Uninsured calculations based on [ 65% (17 states)
FY2010 FMAPs published in Federal Register, Vol. 75, No. 83.
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Medicaid is a major source of federal revenue to the states. At the same time that Medicaid is a
major spending program, it is also the largest source of federal revenue to the states. Federal
Medicaid dollars are the single largest source of federal grant support to states, accounting for an
estimated 44% of all federal grants to states in 2008.*' Medicaid currently accounts for about 7%
of federal budget outlays.*

States commit substantial funds to Medicaid. On average, states spend about 16% of their
general funds on Medicaid, making it the second largest item in most states’ general fund
budgets, following spending for elementary and secondary education, which represented 35% of
state general fund spending in 2008.** Medicaid spending pressures are a perennial issue at the
state level. This is so because states have limited fiscal capacity to meet the many competing
demands they face and must balance their budgets. State budget pressures intensify during
economic downturns, when state revenues decline just as enrollment in Medicaid and other
assistance programs is growing.

Medicaid is a major engine in state economies. Economic research shows that state Medicaid
spending has a “multiplier effect” as the money injected into the state economy through the
program generates successive rounds of earning and purchasing by businesses and residents. This
economic activity supports jobs and yields additional income and state tax revenues. Compared
with other state spending, Medicaid spending is especially beneficial because it also triggers an
infusion of new federal dollars into the state economy, intensifying the multiplier effect.**

How well does Medicaid’s financing structure support the program?

Medicaid’s financing structure gives states flexibility to respond to changing and emerging
needs and supports state efforts to expand coverage to the uninsured. \When states spend
their dollars on Medicaid, federal matching dollars follow. The matching system increases
states’ capacity to respond to changes in needs, economic conditions, and demographics,
and to disasters and epidemics. Guaranteed federal matching payments provide an
incentive to states to invest in health care and discourage them from reducing coverage. At
the same time, states’ incentives to control their costs constrain state Medicaid spending,
and thus, federal Medicaid spending as well.

Federal matching rates are based on lagged data that may not reflect current economic
conditions. The FMAP formula that determines the federal share of Medicaid spending in
each state is based on the relationship between the state’s per capita income and the
national average. However, because the income data used in the FMAP formula are lagged,
a state’s match rate may reflect economic conditions that differ dramatically from current
conditions. For example, in an economic downturn, some states may actually receive a
reduced federal match because the data used in the FMAP calculation reflect a different set
of economic circumstances.
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The current financing system for Medicaid does not adequately account for the
“countercyclical” nature of the program. By design, during economic downturns such as the
current recession, when people lose their jobs and their health coverage and income decline,
Medicaid expands. However, economic downturns also cause state tax revenues to shrink,
reducing state capacity to afford increased enrollment just when it is most likely to occur. The
current FMAP formula, which uses lagged data and is based solely on per capita income, does
not provide an effective “countercyclical” adjustment to increase federal assistance to states
during economic downturns. The temporary increase in the FMAP provided by ARRA was a
legislative response to this problem. In effect, the FMAP increase is a countercyclical
adjustment that boosts the federal share of Medicaid costs temporarily, while states are
crunched between rising demands for Medicaid coverage and dwindling coffers due to the
recession. As a condition of receiving the enhanced federal match, states cannot reduce
Medicaid eligibility or use more restrictive rules for determining eligibility. Similar to relief
provided in 2003 during the last economic decline, the ARRA FMAP increase has been
instrumental in helping states to avoid additional and deeper reductions in their Medicaid
programs, address budget shortfalls, and preserve coverage.

Under health reform, the federal government will finance the vast majority of the costs of
new Medicaid coverage. The federal-state financing partnership that supports the current
Medicaid program will continue under health reform. However, the cost of the new Medicaid
coverage stemming from health reform will be fully financed by the federal government in the
first three years of reform (2014-2016); in subsequent years, the federal government will
continue to finance the lion’s share, phasing down to 90% in 2020 and thereafter. Overall,
federal funds will finance 96% of the cost of the Medicaid expansion over the first decade.
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