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M edicaid Expenditures as a Percent of

State Budgets

* Nationally, Medicaid general fund spending
as a percentage of state general fund
expenditures N estimated at 14.7% for

2001 (National Association of State Budget Officers (NASBO) State Expenditure

Report, various years.*

o Alaska’s Medicaid General fund expenditure
In FY01 was 10.8% of the total state general

fund budget.

Compiled by the Kaiser Commission on Medicaid and the Uninsured, October, 2001.



* Alaska Medicald Ranked:

A 20thin Nation for spending per enrollee during
FY98.

A 46t in Nation for state fund spending during FY98

Source: Kaiser Family Foundation State Health Facts 1995 - 1998
Statistics are based on federal fiscal year data.
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U.S. State FY 2000 Spending

The combined U.S. States total M edicaid expenditures as a percentof the combined

U.S. states total spending was 19.5%

Alaska's Medicaid expenditures as a percent of total state spending was 9.3%

A laska's ranked 47thin the nation when comparing M edicaid expenditures as a

percentof total expenditures

State spending for M edicaid as compared to total state spending outside of Alaska

ranges from New York at 34.5% to Kansas at 7.2%

As apercent of total state expenditures, M edicaid expenditures have increased from

10.8 % in 1988 to 19.5 % in 2000

Source: National Association of State Budget Officers, 2000 Expenditure Report, Summer 2001.
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Personal Health Care Expenditures (PHCE)
as a Percent of Gross State Product (GSP)

=*> The rate at which PHCE as a
percent of GSP has changed since
1980 in Alaska was only slightly
faster than that of the N ation

2> |n 1980 Alaska's PHCE percentage
of GSP was 4.7% less than the
Nation's

=> By 1997 the difference had
decreased to 3.2%

=*> Factors contributing to the reduced
difference in Alaska’s PHCE/GSP
2> Alaska’s younger median age
2> Growing rate of our 654-
population
2> Health care delivery infrastructure

Improvements mean more & better
health care services are provided
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Personal Health Care Expenditures (PHCE)
as a Percent of Gross State Product (GSP)

The rate at which PHCE as a
percentof GSP has changed since
1980 in Alaska was only slightly
faster than that of the N ation

2> |n 1980 Alaska's PHCE percentage
of GSP was 4.7% less than the
Nation's

=> By 1997 the difference had
decreased to 3.2%

Factors contributing to the reduced
difference in Alaska’s PHCE/GSP
2> Alaska’s younger median age
%> Growing rate of our 65+

population
=> Health care delivery infrastructure o w0 s e o s 0w 10 on s e s e 1
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health care services are provided



Indian Health Service
(IHS) Deferrals

Olmstead
ProShare
SCHIP
FMAP



Indian Health Services Deferrals

e Cost Containment Directive in 1998

o Referral Services $5.1 Million

e |HS Transportation $1.8 Million



Olm stead

® A mericans with D isabilities (A D A)

A ct Decision

-States are obligated to provide services the
appropriate, most integrated setting to

persons with disabilities

-“Walvers are Alaska’s primary tool In
addressing Olmstead



SFY 2000

Alaska’s ProShare

$39,418,300

SFY 2001

SFY 2002

t —t Total ProShare
Payment

—A~-Additional
Funds
Available to
Pay Claims

SFY 2003



Title X X1 Allotment History

H Allotments The FFY 98 Redistribution was received in FYO01

O Redistribution

-8,987,100

FFY 98 FFY 99 FFY 00 FFY 01

 Allotted amount is reimbursed at a higher federal match
 Alaska has not received it’s fair per capita share of federal funds
o It is expected that redistribution will make Alaska whole



70.00%

60.00%

50 .00 % o AK FM AP

Calculation
40.00% H

20 .00 % A djusted
10.00%
]
0.00%
Est.

1996 1997 1998 1999 2000 2001 2002 2003
AK FMAP Calculation 44.35% 46.86% 49.90% 52.26% 54.13% 56.04% 53.01% 54.00%

AK FMAP Adjusted 50.00% 50.00% 59.80% 59.80% 59.80% 60.13% 57.38% 58.27%



Status and Im pact of the FM A P Rate Reduction

. Problem
Federal statistical change increased Alaska per capita income above

N ational average —resultis lower FM AP

- FFYO1 FM AP rate adjustmentto 60.13% mitigates decrease

- FFY 02 Rate set at 57.38%
- FFYO03 Rate calculation at 58.27%
- Each 1% drop in FM AP can mean as much as $8 million in general fund
dollars
. Potential for Solution

- Work toward possible reduction cap of 1%

- Congressional economic stimulus package
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Medicaid, ajoint federal-state program, provides health and long-term care coverage for
over 40 million Americans. Medicaid is often the only source of health coverage
available for low-income children, a critical support for people with disabilities in the
community and the sole source of financial assistance for nursing home care. Federal
Medicaid payments are projected to be $130 billion in fiscal year 2001, while state
spending is estimated to be about $94 billion. Medicaid is the largest source of federal
funds to the states accounting for 44 percent of all federal grants-in-aid in 1999.

Attention has focused on recent Medicaid spending growth. Although the growth in
Medicaid spending has been substantially below the levels experienced a decade ago, it
has stood out because it comes on the heels of historically low spending increases and
revenues are beginning to decline is some states. The purpose of this study is to provide
current information on Medicaid spending, identify the factors that states report are
contributing to spending increases and describe the actions states are taking to limit
spending growth. A survey of state Medicaid directors was conducted during May and
June 2001 to examine details of each states’ budget for the years 2000, 2001, and 2002.

This study finds that Medicaid expenditures are growing due to a number of factors,
including medical inflation facing the health system generally, increased costs due to
prescription drugs, “catch up” increases in provider payment rates, expansion of
community-based long-term care, increased enrollment, and state efforts to refinance
current state spending with more federal dollars. To meet Medicaid spending obligations
in state FY 2001, 37 states provided supplemental funding beyond original legislative
appropriations, typically drawing from a Medicaid trust or reserve fund or transfer of
funds from other programs. The picture for FY 2002 looks bleaker because state
revenues are declining and many states have been dipping into their year-end balances to
address budget shortfalls. Twenty states are starting off FY 2002 anticipating that they
have underfunded Medicaid. As cf Summer 2001, states were not planning to cut back
on eligibility or services, but were particularly concerned about the growth in pharmacy
costs for elderly and disabled beneficiaries. However, the economic picture in many
states is rapidly deteriorating and state Medicaid programs are headed toward a difficult
period that could be exacerbated by an economic downturn.



Medicaid’s Role in the States

Medicaid is ajoint federal and state program that is administered by the states within
federal guidelines. Each Medicaid program is different reflecting state priorities in
coverage and be.efits. Within the federal structure, states enroll beneficiaries using their
own eligibility criteria, decide which services are covered, and set payment rates for
providers. States also decide other key policies, such as which eligibility groups receive
care within a managed care system, how the state will use Medicaid to finance a range of
other medical services such as those provided through the mental health or public health
systems, and special payments to hospitals that serve a disproportionate share of indigent

patients.

State Medicaid programs currently provide health coverage to over 40 million Americans
annually, or more than 12% of the U.S. population.1Medicaid provides health coverage
for over 20% of all children in the U.S. Medicaid pays for the births of over one-third of
all U.S. children. Almost three-fourths of all Medicaid beneficiaries are low-income
children and their parents. Among the remaining one-fourth, about 10% are elderly, and
about 15% are persons with disabilities. Medicaid is the single largest payer for long-
term care, accounting for half of all nursing home spending and nearly 40% of home and
community-based spending. While children and their parents comprise the majority of
Medicaid beneficiaries, elderly and disabled beneficiaries account for 70% of Medicaid
spending on benefits reflecting their greater health and long-term care needs.

Medicaid Provides Substantial Federal Funds to the States

The federal and state governments share in the financing of Medicaid expenditures. In
fiscal year 2000, Medicaid spending totaled about $207 billion. This amount includes all
State, local and Federal funds. Altogether, Medicaid helped to finance 73% of all State
health spending. The federal share is determined annually based on a formula (known as
the Federal Medical Assistance Percentage or FMAP) that adjusts for per capita personal
income. The federal share currently ranges from 50 to 77% and averages 57%. Because
of the matching formula, state spending on Medicaid brings increased federal dollars to
the state. At a 50% matching rate, a state draws down one federal dollar for each state
dollar it spends. At a 70% matching rate, a state draws down $2.33 in federal funds for
every $1 it spends. Medicaid’s matching formula provides an important vehicle for
states to leverage federal dollars to increase funding for health and long-term care
services.

From a State fiscal perspective, Medicaid is a large program relative to the overall State
budget. Federal Medicaid spending represents, on average, 15% of state general fund
expenditures in FY 2000 and about 20% of all State spending, including general fund,
and Federal funds (Figure 1).2Medicaid is the largest share of total federal grants to

1Data are for the most recent year for which HCFA data are available, Federal fiscal year 1998, and reflect
the number of persons enrolled for one or more months during the fiscal year. Cited in: Christie Provost
and Paul Hughes, "Medicaid: 35 Years of Service,” Health Care Financing Review, Fall 2000 / Volume 22,
Number 1 141-174.

2National Association of State Budget Officers / Reforming States Group, 1998-1999 Stare Health Care
Expenditure Report, Milbank Memorial Fund, 2001.



states, comprising 44% of $222 billion in total federal grants in 1999 up from 26% in
1987 (Figure 2).r

Figure 2: Medicaid as a Share of Total
Federal Grants to States, 1987 and
1999

Figure 1: Medicaid Spending as a
Percentage of State General Fund
Expenditures, FY 2000
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M edicaid expenditure growth can have an important impact on the overall fiscal
condition of a State. If the growth in Medicaid general fund expenditures exceeds the
growth in State revenues, less money may be available for other State programs. As
shown in Table 1, the share of State budgets allocated to Medicaid increased during the
early 1990s, but has actually remained fairly stable since 1995. However, as state
revenue growth declines and Medicaid expenditures increase, this picture could change.

Table 1
M edicaid as a Share of State General Fund and Total
1987-2001
State Fiscal Year Medicaid General Fund Medicaid Total Spending as
Spending as % of State % of Total State
General Fund Expenditures Expenditures, all Fund
Sources
1987 8.1% 10.2%
1989 9.0% 11.3%
1991 10.5% 14.2%
1993 13.3% 18.8%
1995 14.4% 19.8%
1997 14.6% 20.0%
1999 14.4% 19.5%
2001 14.7% 19.6%

Source: NASBO, State Expenditure Report, various years.

Recent Medicaid Spending Growth Reflects Program Priorities, Health Care

Inflation, and State Financing Strategics

The current rise in Medicaid expenditures follows a period of unprecedented low growth
in the Medicaid program due primarily to enrollment declines and restrictions on
disproportionate share hospital payments. The period from 1995 to 1998 was
characterized by a robust economy, rapidly dropping welfare rolls and a decline in the
number of people enrolled in Medicaid. In addition, low health care inflation, state limits

3 National Association of State Budget Officers, 1999 State Expenditure Report, 2000.



on provider payments, and increased use of managed care resulted contributed to the slow
growth in spending.4 Between 1995 and 1997, the average annual growth rate in
Medicaid expenditures averaged 3.2%, the lowest rates in the history of the program
(Figure 3).5

Figure 3: Average Annual Growth Rates of
Total Medicaid Expenditures, 1990-2000
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However, beginning in 1997, Medicaid expenditures began to grow again, averaging
5.2% from 1997 to 1998 and 5.5% from 1998 to 1999, with signs that spending was
likely headed upward.67 Expenditures per enrollee increased by 6.8% between 1997 and
1998, with the growth greatest for the disabled (7.4%) and elderly (5.5% ) and lowest for
the adults and children (3.7%) (Figure 4).

Figure 4: Growth of Expenditures per
Enrollee by Eligibility Group, 1997-
1998
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Since 1998, a number of factors have come together to generate higher rates of growth in
Medicaid spending (Figure 5). Among the significant factors are:

4 Brucn and Holahan, 2001. Also see: U.S. General Accounting Office, “Memcaid: Sustainability of Low
Spending Growth is Uncertain,” GAO Report No. HEHS-97-128 (Washington, DC: GAO, June 27, 1997).
5Brian Brucn and John Holahan, Medicaid Spending Growth Remained Modest in 1998, But Likely Headed
Upward, Kaiser Commission on Medicaid and the Uninsured, February 2001.

6 Brian Brucn and John Holahan, Medicaid Spending Growth Remained Modest in 1998, But Likely Headed
Upward, Kaiser Commission on Medicaid and the Uninsured, February 200i. Publication 2230.

7 National Association of State Budget Officers / The Reforming States Group, 1998-1999 State Health
Expenditure Report, Milbank Memorial Fund, 2001.



Figure 5: Converging Trends Are Causing
Medicaid Expenditure Growth

* Increasing inflation In health care market
- Pressure to Increase provider payments
- Higher costs tor brand and generic prescription drugs

« Changing health care utilization
- Reliance on home- and community-based services
- Greater use o prescription drugs, new technology
« Expanding enrollment
- Eligibility expansions
- Growth ol the disabled r.op_ulation In Medicaid
* Use of upper payment limit (UPL) arrangements

Health care price inflation in the general health care market place began to
increase in 1999. At the same time annual increases in private health

insurance premiums increased substantially. Medicaid must operate in the
same health care market place as other health care purchasers. The forces that
placed pressure on the private health insurance rates also placed pressure on
Medicaid to increase provider payment rates, particularly in States that had
not increased rates in several years.8

An additional factor, however, was the substantial increase in spending for
prescription drugs. Medicaid programs spent $11.7 billion for prescription
drugs in 1998, a 14.8% increase over 1997 spending levels (Figure 6). Again,
rising drug costs arc not limited to the Medicaid program. However, because
Medicaid covers a population in poorer health than the population in general,
the program is particularly vulnerable to rising drug costs.

Figure 6: Average Annual Growth of
Medicaid Spending for Selected Services,

1997-1998
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m  There was a net decrease in the number of managed care organizations serving
the Medicaid market. Those that exited the Medicaid market often cited
lowMedicaid payment rates. Managed care organizations continuing to
participate in Medicaid were able to secure significant increases in payment

rates.9

8 Christopher Hogan, Paul B. Ginsburg, and Jon R. Gabel, ‘Tracking Health Care Costs: Inflation Returns,”
Health Affairs, Vol. 19, Number 6 (November/December 2000),



m  Medicaid enrollment began to increase in 1999, reversing a three-year
downward trend. U.S. Medicaid enrollment decreased in 1996, 1997 and
1998, for a total three-year decrease of 3.1% .10 Over the twelve months from
December 1998 to December 1999 Medicaid enrollment increased by 3.9%."
The State Children’s Health Insurance Program (SCHIP) was enacted in 1997
and implemented by the States beginning in 1998. For the first time ever,
States organized efforts to find and enroll low-income uninsured children in
their SCHIP programs. These outreach efforts for SCHIP had a case-finding
effect for Medicaid.12 In many states, increasing the enrollment of low-
income children became a policy priority. In addition, enrollment of the
disabled who have considerably higher per capita costs also grew.

" An additional factor leading to greater Medicaid expenditure growth is the
increase in “upper payment level” or UPL financing programs. In these
programs, states pay rates that are higher than regular Medicaid
reimbursements to publicly-owned facilities who return some of the extra
payments to the state. The states get federal matching funds based on the
higher payments, so they collect additional federal money without a net
contribution ofstate funds. The result is an “expenditure illusion” in the sense
that expenditures for Medicaid services appear to be higher than they really
are. The number of states using UPL arrangements grew rapidly in 2000,
although the federal government has now limited the amount of federal money

that states can obtain through this mechanism.

The expected increase in Medicaid expenditures has materialized. States have reported
Medicaid expenditure growth rates of 8.9% for state FY 2000 and 9.8% for state FY
2001. Rising health care costs are an important factor behind expenditure growth rates in
Medicaid. As a large third party payer, Medicaid is very much affected by changes in the
health care market in general. Health care costs and premiums are increasing for private
and public payers, although Medicaid growth rates are lower than those in the private

sector (Figure 7). Figure 7: Projected Average Annual
Growth Rate In Medicaid, Medicare,
and Private Health Insurance, 2000-

2005
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For example, in Michigan, Medicaid rates for HMOs were reduced through a bid process in 1997. In
FY2001 HMO rates increased over 11%. See the Michigan text box later in this document. Also see: Susan
Felt-Lisk. 2000.

10 Bruen and Holahan, 2001.

1 Eileen Ellis, Vernon Smith and David Rousseau, "Medicaid Enrollment in 50 States: June 1997 to
December 1999, Kaiser Commission on Medicaid and the Uninsured, October 2000. Publication 2210.

L2 CHIP Program Enrollment: December 1998 to December 7999, The Kaiser Commission on Medicaid
and ihe Uninsured, July 2000. Publication 112195



In many States, the higher growth rates for Medicaid expenditures occurred at a time
when the original Medicaid appropriations were based on lower rates of growth. At the
time they were made, the lower rates of growth were easily justified on the experience
over the 1995-1999 period, and a confidence that managed care would now control
Medicaid expenditures. In September 2000, Medicaid budget shortfalls were reported in
seven States.13In December 2000, the National Conference of State Legislatures polled
all the States and found that Medicaid expenditures were occurring at a pace that would
exceed appropriations for State fiscal year 2001 in 23 States.14 As State legislatures
convened early in 2001, anumber of States reported slower revenue growth and higher
expenditure levei, than had been anticipated when their 2001 budgets were adopted. In
some cases, the increasing rate of expenditure in Medicaid budgets was seen as a
contributing factor to overall State budget problems because of the size of the Medicaid
budget shortfalls,15 although budget shortfalls were occurring in other programs as well,

including corrections and K-12 education.16

State Medicaid Appropriations and Budgeting Procedures

By law, the Medicaid program, like any other state program, can only spend funds that
are appropriated. Legislative appropriations at the start of the state fiscal year do not
always match realized expenditure levels. Budget forecasting is subject to uncertainty
and the actual budget need can fall within a wide range. In determining the state budget,
policymakers weigh the consequences of over-budgeting versus under-budgeting
Medicaid. An over-allocation of funds for Medicaid could mean fewer funds available
for other programs. On the other hand, an under-allocation of funds toward Medicaid
that becomes apparent later in the fiscal year could result in the need for additional
appropriations, particularly if it is too late in the year to make policy changes that would
reduce expenditure levels for that year. Because Medicaid is an entitlement program, the
state is required to pay for covered services that are provide to persons who are enrolled.

In some cases, policymakers recognize the possibility that the initial appropriation for
Medicaid may not be the final appropriation because of the difficulty of forecasting the
exact amount needed for the budget year. The legislature and the executive branch will
track Medicaid expenditures through the year, update their forecasts as data become
available for actual monthly expenditures, and then near the end of the year when the
actual need is more certain determine if a supplemental appropriation is necessary. In
other cases, the legislature makes an appropriation based on the best forecast of need,
expects that amount to be sufficient for the year, but actual expenditures exceed
expectations. This creates an unexpected need to align expenditures with the authorized

funding level.

13 Charles Ornstein, ""New Cost Problems Plague Medicaid-Rising enrollment, drug costs among causes as
Texas, other States face budget overruns.” Dallas Mamins News, September 23, 2000. 1A.

14 National Conference of State Legislatures, Slate viscal 0> lookfor 2001, December 2000. The 23 States
included: AZ, CO, CT, DE, FL, GA, ID, IL, IN, KY, ME, MD, MA, MO, MT, NM, NC, OH, OK, TX, VT,
VA, WA.

15 Pamela Belluck, “Free Spending in Flush Times Coming Back to Haunt States,” New York Times,
March 19, 2001, A14.

10 As of February 2001,31 States expected to make supplemental appropriations for fiscal year 2001 for
various State programs, such as corrections or K-12 education. National Conference of State Legislatures,

State Fiscal Outlook for 2001, February Update, as updated March 8,2001.



A Medicaid budget shortfall is said to occur when Medicaid spending for the State’s
fiscal year exceeds the amount the legislature authorized in the Medicaid appropriation
for that year. The entitlement nature of Medicaid makes it more difficult to interpret a
budget shortfall. Policy makers know that ultimately the full obligations of Medicaid will
be paid, even if they were not fully authorized in the original appropriation. In a given
budget situation, a legislature might even intentionally underfund Medicaid, expecting to
return later in the fiscal year to resolve an anticipated budget shortfall when the actual

budget requirements for the year are more certain.

A more difficult situation occurs when a budget shortfall is entirely unanticipated. This
would occur when actual expenditures exceed expectations even when policy makers
were confident that the amount would be sufficient for the year because the legislature
made its original appropriation for Medicaid based on what were regarded as reasonable
assumptions about the future. This creates an unexpected need to adjust expenditures or
the authorized funding level, or both. When the budget shortfall is identified well into the
fiscal year, as often occurs, there is insufficient time to adjust the pace of spending. The
only alternative may be to find a source of funds to cover the Medicaid obligations.

W hen expenditures exceed appropriations, policymakers can reduce expenditures,
increase the budget, or (in some states) shift the costs to a future year. Reducing
expenditures typically involves reductions to covered benefits, provider payment levels,
or eligibility levels for beneficiaries. Implementation of any of these strategies takes time
and may be politically infeasible during the course of a fiscal year. Similarly, shifting
costs to a future year may not be an option. Most states use an accrual accounting
method for Medicaid where the financial obligation is booked in the year in which the
service was rendered, not year in which the payment occurs. However, in states that use
a cash accounting method for Medicaid, provider payments may be deferred to the next
fiscal year, when additional funds would be available. In states with a biennial budget, it
may be possible to spend funds in the first year of the biennium that were otherwise

intended for the second year.

If sufficient expenditure reductions or payment deferrals are not accomplished, it is
necessary to secure additional funding. Usually this is accomplished by a legislative
appropriation of supplemental funds (sometimes referred to as a “deficiency
appropriation”), drawing from a special Medicaid reserve or trust fund or transferring
funds to Medicaid from other programs. In some states, itis common practice for
Medicaid officials to return to the legislature part way through the fiscal year to report on
current expenditure trends and to request a supplemental appropriation of necessary
(Exhibit 1). In a few states, the legislature and the executive branch have created a
formal process to fund Medicaid. On prescribed dates, a special consensus meeting is
held to reach agreement among budget forecasters on the amount needed to fully fund the
program as it has been defined by law. The legislature then assures that the necessary

funding is available.



Exhibit 1

Budgeting Procedures: Comments of State Medicaid O fficials

“In our State, shortfalls are a standard procedure. (Legislature appropriated $38

million less than agency projected in 2000.)”

“Medicaid is the balancing act for the State budget. The legislature funds us to the

extent they are able.”
“We did not start off 2001 as a fully funded program.”

“In our State, the legislature appropriates on the basis of available funds. Almost all
the cuts have to be borne by education and Medicaid, because the rest of State

government is statutorily protected.”

“Most of our shortfall comes from deliberate underfunding. If you look at the
growth rate, Medicaid is budgeted to grow 5% to 6% per year, but it has been
growing every year 10% to 11%.”

“Yes, [we expect a shortfall], it is the general way things are done. We just expect it

every year. We budget Medicaid very tightly.”
“The budget practice is to use a revenue and caseload estimating conference.”

“Technically, we cannot have a shortfall because we use a “consensus process for
estimating Medicaid and TANF. However, actual expenditures are coming in above

the original consensus estimates.”

According to the National Conference of State Legislatures, the original legislative
appropriations for Medicaid for State Fiscal year 1999 reflected average annual increases
of 3.7% . However, the actual rate of growth in total Medicaid spending for 1999 turned
out to be 5.5% 17, after the necessary mid-year supplemental appropriations. For State
Fiscal year 2000, the average Medicaid budgeted increase was 4.2% .13 State budget
officers reported actual Medicaid spending growth in State Fiscal year 2000 of 8.9% .19
These percentage differences between the original legislative appropriation and realized
expenditure levels can be very large dollar amounts that are of major signiFicancc to State

budgets.

Methodology

This study is based on a survey of all Medicaid programs to examine current state

Medicaid expenditure trends, factors contributing to higher Medicaid spending, and steps
states are taking to deal with them for three specific years: last year (state FY 2000); the
current year (State FY 2001, that was closing as this study was conducted); and next year
(state FY 2002, for which budgets were being developed as this study was conducted).20

17NASBO / Reforming States Group, 2001.
18 “Medicaid Spending on the Rise Again,” State Budget & Tax News, National Conference of State

Legislatures, Volume 19, Number 24, December 15,2000.
19National Association of State Budget Officers, The Fiscal Survey of the States, June 2001. Table 9.
20 State fiscal years run from July 1 to June 30 for all States except four: Fiscal years begin on April 1in

NY, September 1in TX and October 1in AL and MI.



A five-page survey was designed and sent to all Medicaid directors in late April 2001.
The survey instrument is attached in Appendix A. Each Medicaid director was then
contacted to schedule a structured telephone discussion, using the survey instrument as a
discussion guide. The telephone interviews were conducted during the months of May
and June 2001. Medicaid agencies completed the surveys during May and June 2001. In
about two-thirds of the states, the survey was completed in the course of the scheduled
interview with the Medicaid director. In other states, the interview was conducted with a
person designated by the Medicaid director, usually the person responsible for the
Medicaid budget. In ten states, the Medicaid agency submitted the completed survey and
did not participate in a telephone interview to discuss the responses. Fifty states
completed the survey. Results were compiled in June and July 2001.

Conducting this survey provided insight into the variations among States in how
Medicaid is defined, budgeted and appropriated at the State level. The term “Medicaid
budget” was found to vary in its meaning among States. Some Medicaid officials were
able to provide information about all services financed with Medicaid funds. Others
would have found that very difficult or impossible, but they were able to provide
information about the portion for which they were responsible. Some had budget data for
vendor payments for medical services, while others included payments for services
provided through the public health or mental health systems. Because States budget
Medicaid differently the same definition could not be applied to all States. For this study,
the focus was on annual rates of change so it was sufficient to ensure that same definition
was used for all three survey years. Because the definitions varied from State to State, no
attempt was made to add the budget totals for all States. The definition used by Medicaid
officials for this survey may also not be the same definition used by the State budget

agency or legislative fiscal offices.

Survey Results
State Budget Appropriations for State Fiscal Year 2000 and 2001

W hen forecasting expenditure trends and developing budgets, state policymakers tend to
give greater weight to recent experience. The low spending growth rates of the late
1990’s may have resulted in initial appropriations that were below actual spending in
state FY 2000 and 2001. A number of states reported that they did not start off state FY
2000 or 2001 with Medicaid as a fully funded program and, therefore, the need to
appropriate additional money for Medicaid later in the year was not unexpected. In both
state FY 2000 and FY 2001, the original legislative appropriations for Medicaid were
below the actual rate of growth in total Medicaid appropriations and supplemental

appropriations were made (Table 2).



Table 2

States Reporting Medicaid Shortfalls: FY 2000 and FY 2001

gw%ﬁ tﬁ@reayﬁdi@ ig SFOTPA0IMedtisaid  Sate 2X3ktkANCigaidof
U tfa

State i qgc?it stortfallin SFY General Fund (m State General Fund
millions of dollars) Medicaid Budget

Alabama No 66.0 15651
Alaska Yes Mo 655
Arizona No 20.jL 4191
Arkansas No No -
California Yes No -
Colorado Yes 170 189
Connecticut No 716 6.39!
Delaware Yes 178 8%
Florida Yes 2600 709
Georgia Yes 713 589!
Hawaii No No -
[daho Yes 334 1979
[llinois Yes 2000 NA
Indiana Yes 733 729
lowa Yes 199 459!
Kansas Yes 136 559!
Kentucky No No —
Louisiana Yes 216: 25%
Maine Yes 9.0j 27%
Maryland Yes 1968 1829
Massachusetts Yes 1185 539
Michigan No No —
Minnesota No 120 07%
Mississippi No No —
Missouri No No —
Montana Yes 68 6.29!
Nebraska Yes 32 09%
Nevada No No -
New Hampshire No NA NA
New Jersey No No -
New Mexico Yes 388 162%
New York No No -
North Carolina Yes 1130 6.89!
North Dakota No 18 2491
Ohio Yes 2370 97%
Oklahoma Yes _ 97; 209!
Oregon* NA 120 199
Pennsylvania Yes 302 099!
Rhode Island Yes 200 539!
South Carolina Yes 20 059!
South Dakota Yes 24 25%
Tennessee No 24 019
Texas Yes 4000 1009!
Utah No No -
Vermont No 11 089!
Virginia Yes 462 339
Washington Yes 1700 1599
West Virginia No No —
Wisconsin Yes 177 17
Wyoming Yes 92 1189

Notes to Table 2: For SFY 2000 NA indicates State response was that specific information was not available because
this was the second year of biennium and. For SFY 2001 NA indicates no response to this question; States reported
original appropriations and final expenditures in both general funds and total amounts. These values were used to

calculate shortfall amounts.



Legislative Appropriations and Medicaid Expenditures

For state FY 2000, 20 out of 50 states reported that actual expenditures were in line with
original legislative appropriations. In the remaining 30 states, however, expenditures
exceeded original legislative allocations. Oftentimes, these shortfalls were anticipated
(Exhibit 2). Inevery case, states covered the additional expenditures through a
supplemental appropriation or by drawing from a special Medicaid reserve fund. In at
least two states (Kansas and Rhode Island), a formal consensus process assured adequate
funding for Medicaid. The amount established through this consensus process is

automatically authorized for Medicaid.

Exhibit 2

FY 2000: Comments of Medicaid and Budget Officials.

“In State FY 2000, pharmacy costs again increased far faster than any other
service type and was the single most significant factor influencing Medicaid

costs.”

“In FY 2000, we made budget adjustments, transfers from other programs, used
$60 million from the Medicaid Trust Fund and delayed the last check in 2000 into

2001.”

“The budget shortfall was partly expected. Enrollments increased, and the
appropriation was not what was requested. Certain cuts were not implemented. A
drug manufacturer lawsuit prevented some pharmacy cost containment
initiatives.”

“From 1992 to 2000 the budget was flat due to State revenue issues. In 2000

M ’dicaid had to borrow from other health programs for increased nursing home

« ates, the costs of pharmacy, and to improve community services.”

For state FY 2001, 13 out of 50 states reported that original legislative appropriations
were in line with actual expenditures. In the remaining 37 states, actual expenditures
exceeded original legislative appropriations. On average, expenditures that exceeded
original appropriations comprised 6.1% of the Medicaid general fund budget and ranged

from .1% to 19.7%.

State Medicaid officials reported the rates of growth in Medicaid general fund spending
and general fund spending for the entire state (Table 3). Based on information provided
by state Medicaid officials, Medicaid program expenditures, on average, increased faster
than overall state expenditures in state FY 2000 and 2001. In state FY 2000, Medicaid
general fund expenditures growth was 7.7%, compared to 5.6% for all state general fund
expenditures. In state FY 2001, Medicaid general fund expenditure growth was 9.9%

compared to 7.1% for overall general fund expenditures.



Table 3: Average Increases in Total Spending vs. Medicaid Spending, FY2000-2002
State Fiscal Year Number of States Average Increase in Average Increase in
Reporting Medicaid Spending Total State
(General Fund Dollars) Spending
(General Fund

Dollars)
2000 32 7.7% 5.6%
2001 34 9.9% 7.1%
2002 Proposed 29 11.1% 7.4%

Source: Health Management Associates State Survey May/June 2001

Medicaid grew faster than the overall State general fund budget in about two-thirds of the
States in Sta'e FY 2000 (67%) and in FY 2001 (68%). Medicaid general fund spending
was projected to grow faster than the overall State general fund budget in three-fourths of
the States in State FY 2002 (76%). Exhibits 3 and 4 describe the budget experience in

Illinois and Michigan.

Exhibit 3

Illinois Case Study: Budget Expansions and Cost Containment

“In State FY 2000, Illinois was forced to contend with a Medicaid program that was
expanding eligibility to aged and disabled populations, enrolling more children through
SCHIP, and yet still ensuring adequate reimbursement rates to hospitals, long term care
facilities, and physician providers. The FY 2001 Budget Agreement reached by the
Governor and legislature provided additional reimbursements to hospitals for tertiary
care, cost-of-living adjustments for long term care and non-institutional providers while
staying committed to AABD [Aged, Blind and Disabled] and children’s health
enrollment growth. Yet, while addressing new budget initiatives, Illinois had to deal
with ever-escalating pharmacy costs that in FY 2000 had grown by more than 22%. The
combination of increased caseloads, especially AABD caseloads, relatively modest
provider reimbursement increases, and large annual drug liability increases, drove the
FY 2001 budget beyond manageable levels.”

“In December 2000, Illinois enacted a number of cost containment measures necessary
to bring the Medicaid program back to more manageable levels. These measures
included reductions in prescription drug dispensing fees, changes in prescription drug
pricing, expanded drug prior approval and utilization review, delayed implementation

of the hospital tertiary care reimbursement initiative, and limitations of hospital
reimbursements to the lesser of charges or allowable payments. Combined with other
control measures, the estimated savings to the Medicaid program were projected to total
$100 million in FY 2001.” --Excerpted from written survey response.



Exhibit 4

Every Budget Year Is Different- A Michigan Example:

Medicaid budget situations change so quickly that a very different picture can
emerge from one year to the next. Michigan provides a good example, looking at the
three fiscal years 2000, 2001 and 2002.

In fiscal year 2000, Michigan increased payments to HM Os, physicians and hospitals
by an average of 4% . For physicians, this was the first rate increase since 1991. For
HM Os the increase was a significant change from the 1997-1999 period, because
Michigan had decreased HM O rates through com petitively bid prices and
curtailment of rate increases.

In fiscal year 2001, physician payments were increased by an average of 7% and
most hospital rates increased by 4%. HMO rate increases averaged more than 11%
as aresultofa “re-bid” of managed care rates. These were some of the largest
provider rate increases ever granted by Michigan Medicaid. They were justified by
the fact that most Michigan HM Os were losing money, higher pharmacy costs and
their need to cover higher rates paid to providers. W hile not every HM O bid was
accepted, the average accepted bid reflected an increase of 11.8%.

In fiscal year 2002 the Executive budget originally included 2% rate increases for
providers. During the legislative session, State revenue estimates declined and this
recommendation was revised to freeze provider rates at 2001 levels. The legislature

adopted the provider rate freeze.

Each of these years — the reductions in the 1997 - 1999 period, the 4% increase in
fiscal year 2000, the 11.8% HM O rate increase in fiscal year 2001 and the 0%
increase in fiscal year 2002 - reflects the continuous change that occurs in the State
budget and Medicaid situations.

Factors contributing to the growth in Medicaid expenditures in 2001

Medicaid officials were asked to identify the key factors contributing to the growth of
Medicaid expenditures in SFY 2001. State officials listed many factors that were
contributing to increasing Medicaid expenditures (Table 4). The following four were
listed most frequently by Slate officials when asked specifically to list the top two or
three factors causing the increases in Medicaid costs in their State:

Prescription drug cost increases
Provider rate increases
Enrollment increases
Long-term care cost increases
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Table 4: Factors Contributing to Increases in Medicaid Expenditures for FY 2001

Alabama

Alaska

Arizona

Arkansas
California
Colorado
Connecticut
Delaware
Florida
Georgia

Hawaii
Idaho

Illinois

Indiana

lowa

Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts

Michigan
Minnesota

Mississippi

Missouri
Montana

Nebraska
Nevada
New Hampshire

New Jersey

Pharmacy (19.9% hcrease), managed care enrollment (3.7% increase), some physician
rate increases. Other increases are due to better claims processing (claims up 55%).
Home &community-based services (HCBS) waiver and other non-institutional LTC
programs (43% cost increase), pharmacy (19% cost increase), and hospital payments
(14% cost increase).

Pharmacy (18% increase), inpatient hospitalization (3.4% increase), enrollment
increases (enrolling state-only members in Medicaid and an increase in 1931
enrollment), home and community-based services waiver (8.8% -12% inflation),
transportation (3.2% inflation).

Pharmacy (17% growth), nursing homes, upper payment limits for state teaching
hospitals.

Pharmacy (18% increase per unit), outpatient hospital (14% increase), nursing homes,
physician rates (6% increase), enrollment (3.5% increase).

Pharmacy (18% increase) increased home health utilization.

Pharmacy (20% increase), nursing home and home health care (labor shortage and
subsequent wage inflation), increased utilization of services (both Fee-for-service and
managed care), increase in hospital rates.

Pharmacy (21.9% increase), nursing homes (16.4% increase), enrollment increases
(mainly due to SCHIP outreach and expanded coverage for pregnant women).
Inpatient and outpatient hospital (32-34% increase), pharmacy (12.9% increase),
nursing homes (8.9% increase).

Pharmacy (increased use of single source brands), increased enrollment (TANF add-
backs, more disabled), LTC/institutional care (increased rates).

Pharmacy (25% increase).

Enrollment (28.3% increase), surge in CHIP and children's programs, increased
outreach for CHIP.

Pharmacy (large annual drug liability increases), increase in caseloads (due to
expanding eligibility (especially for Aid to the Aged, Blind, or Disabled (AABD) and
children), increase in provider rates.

Pharmacy (21% increase), nursing homes (6% increase), enrollee increase (10.8%).
Pharmacy, outreach (40% of applicants to SCHIP are referred to Medical Assistance
Division).

Pharmacy, home health transportation, increased enrollment (about 50% of cost
increase).

Pharmacy, inpatient hospitals (policy change for 0-stay days), increase in enrollment
due to aging population, and increased outreach of TANF cases and children.
Pharmacy (16% increase), enrollment (11.7%).

Pharmacy, enrollment expansion for kids, non-institutional care (social services
residential care, mental health services for kids, adults, ICF-MR, and private non-
medical institutions).
Pharmacy, enrollment.
Pharmacy (14%), managed care rates (22%), long term care and nursing home rates
(22%).

Pharmacy, provider rate increases.

Home & community-based waiver and other non-institutional LTC programs (41.7%
increase), pharmacy (11.2%), nursing homes (13.3%).

Pharmacy (31% increase), Poverty-level aged and disabled (PLAD) expansion (17%
increase).

Increases in pharmacy costs, enrollment, disabled caseloads.

Pharmacy (18.5% increase), mental health, enrollment increases (up 5,000 children and
500 disabled).

Pharmacy (16% increase), nursing homes (8.4% increase), sharp increases in
enrollment.

Pharmacy (14% increase), inpatient hospitalization (13% increase), outpatient
hospitalization (12% increase).

Pharmacy (increases in utilization and cost of product), outpatient hospital cost
settlements, poverty level and CHIP increases.

Pharmacy (16% increase), managed care (30% increase), dental costs, home health
costs.



New Mexico

New York

North Carolina
North Dakota

Ohio
Oklahoma

Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utah

Vermont

Virginia
Washington

West Virginia

Wisconsin

Wyoming

Pharmacy (23.9% increase), enrollment changes including doubling of SCHIP
participants, physicians' fee increases, home & community-based waiver (personal care
costs increase of $45 million).

Pharmacy, nursing homes and community-based services, rate increases (e.g. dental),
and eligibility increases (Family Care Plus waiver will add eligibility (or persons aged 19-
6Ml_

Increases in number of services (units) per eligible, increase in cost per unit especially
for drugs, physicians, and hospital inpatient services.

Pharmacy (13% increase), nursing homes (3% increase), outreach for CHIP has
increased enrollment.

Pharmacy (22.5% increase), nursing homes (9% increase), enrollment (13% increase).
Provider rate increases (12% payment increases for pharmacy and hospitalization, 35%
increase for nursing homes) and caseload increases.

Pharmacy (17-20% increase), enrollment increc.'ies, changes in composition of
Medicaid enrollees including increases in higher cost groups.

Managed care (7.3% increase), pharmacy (16.1 % increase), enrollment increases (due
to welfare reform).

Pharmacy (16% increase), behavioral health, enrollment increases for kids and
disabled.

Pharmacy, hospital rate increases, higher utilization of services.

Pharmacy, inpatient hospitalization, increases in number of enrollees.

Changes in number of people enrolled (temporary restraining order on disenroliment of
waiver population), and pharmacy (double-digit growth).

Pharmacy (increase in number and average cost of prescriptions), slight shift in
caseload toward aged and disabled and medically needy.

Pharmacy (16-20% increase), inpatient hospitalization (utilization increase), managed
care.

Pharmacy (20% increase), nursing home (S5 million increase), enroliment (5%
increase).

Rate increases for providers.

Pharmacy (21.6% increase), caseload growth (6.2% increase in total eligibles), efforts to
expand DSH and UPL programs.

Pharmacy (increase in utilization and 6% cost increase), increase in dental provider
rates.

Family-related caseload growth (majority of 4.6% Medicaid enrollment increase),
pharmacy (9.7% increase), hospital payments (8.4% increase for inpatient and 5%
increase for outpatient).

Pharmacy (15% increase), and mental health (almost 300% increase for inpatient
psychiatric services and mental health under 21).

Note: This tabic is based on responses to the question: What arc the two or three most significant contributors
to the increase in Medicaid expenditures in State Fiscal Year 2001?

Prescription Drugs: The number one factor driving Medicaid budgets today is pharmacy

costs. Pharmacy costs were mentioned as one of the top two or three key Medicaid cost
drivers by 48 States, and 36 listed first (Figure 8). Many Medicaid officials reported
dramatic increases in prescription drug costs (Exhibit 5). States attributed pharmacy cost

growth to increases in the number of prescriptions per enrollee and to inflation in the

average cost of each prescription. States often mentioned annual rates of increase in their

pharmacy costs of 15% to 20%, with thirteen States reporting annual increases between

20% and 31%.

Several States mentioned that their Medicaid budget now spends more for

prescription drugs than for inpatient hospital care.



Figure 8: Top Reasons Reported by State
Medicaid Officials for Medicaid Expenditure
Growth In FY 2001
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Exhibit 5

State Medicaid O fficials Report Substantial Increases in Pharmacy Costs
“Over half of our supplemental is due to pharmacy.”

“Pharmacy - An increase in the number and average cost of prescriptions.”

“Pharmacy was half of the increase the past two years, and still came in $25 million in

general funds over budget.”

“The largest impact has been pharmacy. It has been up 18% to 20% for each of the past
three years. It has been about 10% price inflation and 8% to 9% in utilization per

person, over the whole Medicaid program.”

Provider payments'. Almost two-thirds of the States (31) indicated that increases for
inpatient or outpatient hospital services contributed to Medicaid expenditure growth in
their Slates. 22 States mentioned managed care payment increases. In some States,
physician and dental provider payment rates were increased for the first time in several

years.

Long-term care: Nursing home rate increases and cost increases for home and
community based services were mentioned as one of the top two or three factors in
Medicaid cost growth in about half (24) of the Stales. Long-term care was listed a factor
overall in about two-thirds of all States, particularly in States in the Northeast and upper
Midwest. A number of States mentioned labor shortages as a contributing factor to cost

pressures.

Number ofpersons enrolled'. Over halfof all States (27) listed increasing Medicaid
enrollment as one of the top two or three top reasons for current Medicaid cost growth.
Certainly, increasing enrollment is one of the most visible factors. Over eighty-five
percent of States (43 out of 50) indicated that recent increases in Medicaid enrollment
were contributing to current Medicaid cost increases. Most often States mentioned
increasing enrollment of children associated with recent outreach initiatives for the State
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Children’s Health Insurance Program. States usually mentioned that children are
relatively less costly than other groups, so the budget impact was proportionately less
than the increase in their numbers. However some States also mentioned steady increases
in the number of disabled adults as a cost driver. Increasing enrollment has been a goal
of many state Medicaid programs reflecting the continuing on reaching low-income
uninsured children, expanded coverage of the disabled, and reinstatement of low-income

families who mistakenly lost coverage under welfare reform efforts (Exhibit 6).

Exhibit 6

State Medicaid Officials Report Gains in Medicaid Enrollment:

“Outreach is being done under the April 7 letter. We are paying their back bills

and enrolling them.”

“The average number of monthly eligibles exceeded the number budgeted by
over 7,000.”

“W e think the percent of eligibles enrolled has increased from about 50% in the
mid-1990s to about 80% now. We are getting people into these programs that
were never in the program before. At the same time, the economy has taken

many people off.”
“We had expected a reduction in the number of TANF individuals, but we saw
an increase. The disabled caseload is increasing, and they tend to be heavy users

of prescribed drugs.”

“We had steep increases in the number of enrollees. SCHIP brought in Medicaid

enrollees also.”

“Our Family Care Program is expanding rapidly. It just began in October 2000.

In six months we have 101,000 enrollees now.”

“We had a mandate from our legislature to be aggressive in getting eligibles
enrolled. In 2001 we saw large increases in the number of enrollees. SCHIP
participation doubled. In Medicaid we went from 305,000 to 325,000.”

“It is not the entire cause of the Medicaid increase, but we have a whole lot more

recipients than we thought we would."

Different Expenditure Growth by Caseload Component: About half of the States
indicated that costs were increasing faster for some components of the Medicaid caseload

than for others in Fiscal year 2001.

Some states responded based on the fact that aggregate expenditures for a particular
component of the caseload had increased faster than for other groups. Sometimes this was
a group that includes heavier users of prescribed drugs, such as the disabled. The number
ofenrollees might not have increased substantially, but total costs were growing faster
than for other groups. In other states large increases in the number of enrolled children
resulted in a higher increase in aggregate costs for children than for other Medicaid

groups, even though children are relatively less expensive on a per enrollee basis.



Other states responded based on the component of Medicaid with the greatest increase in
per capita costs. These States indicated that per capita costs for the disabled were
increasing at a faster rate than other groups of Medicaid enrollees (Exhibits 7 and 8).

Exhibit 7

State Medicaid Officials Report that Expenditures are Growing Fastest for
Elderly and Disabled Beneficiaries

“For what eligibility group are expenditures growing fastest? Any group that uses
prescription drugs, so that would be the disabled and the aged.”

“The three most significant factors [in our State] in the increase in Medicaid
spending in 2001: Prescription drugs, higher utilization and a slight shift in the
caseload toward aged and disabled and medically needy.”

Exhibit 8

Case Study: Ohio Medicaid Budget

“We were on target for the first nine months of the biennium. It just skyrocketed
beginning in April 2000 and got progressively worse each month.”

“Because Medicaid is such a large portion of the State’s budget, OBM has traditionally
asked [Medicaid] to update Medicaid projections during the budget deliberation process,
so we can provide the most timely advice to the budget Conference Committee. As we
review our Medicaid projections, we remain concerned that Medicaid caseload growth
is strong and healthcare inflation continues to increase. For example, pharmacy costs are
rising at a rate higher than assumed in the Executive Budget. Last week OBM Director
Tom Johnson expressed to you his nervousness about our Medicaid figures. I want to

echo his cautionary words to you once again today.”

“The Medicaid caseload is exceeding budget projections for the biennium [ending June
30, 2001] at an estimated cost of $279.4 miillion.... The overall growth in Covered
Families and Children reflects a previous reaction to welfare reform, when many
families dropped their health coverage as they left cash assistance, even though their
health coverage could have continued. This turnaround in enrollment has occurred in
response to retraining county eligibility workers, to outreach efforts at the State and
local levels to inform uninsured families about coverage options, and to legislatively -

directed simplification of the eligibility process."

“Growth in nursing home costs is increasing at twice the rate of the original estimate
from four percent to 8.5%. This translates into a budget shortfall of $105 million. Other
ABD services are alsu experiencing higher cost and utilization. This increase includes
hospitals, prescription drugs and community based services, including home care,
durable medical equipment, private duty nursing and transportation”

-Excerpted from testimony of Barbara Coulter Edwards, Ohio Medicaid



Covered Sendees'. Seventeen States indicated new or expanded coverage of services,
including home and community-based services such as home health care and personal
care. Coverage expansions generally were not regarded as a major driver of cost

increases.
State Actions to Control Medicaid Cost Increases in 2001

States were asked to identify the policy actions they had undertaken in State FY 2001 to
address the increases in Medicaid expenditures. State Medicaid programs are

continuously seeking to obtain better value as purchasers in the health care market place.
This involves a constant effort to adjust policies to contain and control costs, regardless

of the State fiscal position.

However, State FY 2001 was not a year for aggressive cost containment actions by most
State Medicaid programs, except for the focus on controlling pharmacy costs (Exhibit 9).
Indeed, States seemed intent on protecting recent eligibility expansions for children,
pregnant women and the working disabled. During FY 2001, 17 States indicated that
they added or expanded coverage, including initiating the option for breast and cervical
cancer. Several States indicated that they expanded eligibility of simplified the eligibility
process. It is noteworthy that for FY 2001 no States mentioned reductions of covered

benefits or eligibility levels to control costs.

Exhibit 9

State Medicaid O fficials Maintained Coverage and Eligibility Expansions in FY
2001

“We are not interested in any service cuts at all.”

“We will reduce the outreach for the SCHIP program to keep down the increases in
enrollment, because we’ve been bringing in more Medicaid kids than we expected."

“There was no cost containment. We used tobacco dollars to increase dental rates

and physician fees, to increase access.”

“We saw an uptick at the end of 2000. That led us to a supplemental for 2001. With
the supplemental that leaves us with enough to finish the year.”

“Medicaid expenditures for 2001 slightly exceeded the appropriation, but this is not
regarded as a shortfall because Medicaid had some funds left over from the first year

of the biennium.”

The common theme among Stales with a budget shortfall in FY2001 was that the
Medicaid spending authorization was increased to reflect the increasing fiscal
requirements of the program. The increased authorization was accomplished through a
supplemental appropriation, drawing from a Medicaid trust or reserve fund or transfer of
funds from other programs. Although not universally true, most States were in the
fortunate position to have reserves and general fund balances that did not force Medicaid

program reductions in 2001.
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The following summarizes actions undertaken by States to control Medicaid costs in SFY

2001.

“ Restrictions on prescription drug utilization and costs
" Limitations on provider rate increases (in some. States)
" Increased use of managed care and other actions to contain costs or increase

Federal revenues

Restrictions on prescription drug utilization and costs: Reflecting the priority on
controlling prescription drug costs, the primary cost control measures were in this area.
States moved to increase the number of brand name prescription drug products that
would be subject to prior authorization, introduced new drug utilization edits, reduced
pharmacy dispensing fees, limited the number of covered prescriptions per recipient per
month, mandated use of generic products, instituted aggressive “Maximum Allowable
Cost” (M AC) pricing, increased the discount from “average wholesale price” (AW P) and
contracted with a Pharmacy Benefit Managers (PBM) to manage costs.

Limitations on provider rates: Provider fees were frozen in at least three States. Rates
were cut 7% in one State. However, in most States provider reimbursement was
increased during this period, including increases for hospitals, nursing homes, physicians

and dentists.

Increased use ofmanaged care: Most States are already using managed care extensively.
At least one State mentioned expanded use of managed care as part of its approach to
controlling Medicaid costs. Several States mentioned increases in managed care

capitation payments as a factor in their increasing expenditure rate.

Other cost containment actions: Three States mentioned specific initiatives designed to

improve program integrity and reduce fraud and abuse.

State actions to increase Federal revenue-. In the past few years, a number of States have
used Upper Payment Limit strategies to the State’s financial advantage. The use of a UPL
approach has an “expenditure illusion” effect as nominal Medicaid expenditures increase
without an associated increase in State general fund expenditures or services provided.
Congress and the Center for Medicare and Medicaid Services (formerly known as the
Health Care Financing Administration) have placed limits on States' use of UPL
approaches. Nevertheless, about a half dozen States specifically mentioned that they used
a UPL approach as one way to help finance the increasing costs of Medicaid in 2001.

The Outlook for 2002

As States begin FY 2002, Medicaid is in a period of significant cost growth. This cost
growth comes just at a time when State revenue growth is leveling or decreasing, State
general fund balances are decreasing and other State programs are targeted to grow at

rates much slower than is Medicaid (Figure 9 & Exhibit 10)
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Figure 9: Average State Year-End Balances
as a Percentage of Expenditures,
FY 1995-2002
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Legislative action was not complete on all Medicaid and .State budgets for SFY 2002 at
the time of this survey. However, an examination of the Governors’ executive budget
recommendations for SFY 2002 shows that many States are recognizing the upward trend
in Medicaid spending, at least in part. According to the National Association of State
Budget Officers, executive recommendations for SFY 2002 for Medicaid budgets
reflected general fund increases that averaged 7.8% . The corresponding executive
recommendations for the total State general fund budget averaged only 3.6% .21 In other
words, Governors’ executive budget recommendations proposed that Medicaid
expenditures grow at over twice the rate of other State expenditures in SFY 2002.

For State FY 2002, Medicaid officials were asked to indicate the expected percentage
increase in Medicaid expenditures and also the expected percentage increase in the

overall State budget. Officials in 29 States responded with estimated expenditure growth
for both Medicaid and the entire State general fund budget. Among these 29 States, about
three-fourths (22 of 29) indicated that the Medicaid growth rate would exceed that of the
overall budget. The average expected increase in total State general fund spending for FY
2002 was 7.4%, and the expected increase for Medica'd general fund spending was

11.1%.

Medicaid officials were also asked if they expected actual Medicaid expenditures would
exceed the amount that was authorized or was being proposed for authorization for FY
2002 at the time of the survey. A total 47 States responded. O fficials in 20 of these 47
States indicated that they expected a Medicaid budget shortfall and a likely need for
supplemental funding for SFY 2002 (Table 5 and Exhibit 11).

21 National Association of State Budget Officers, Fiscal Survey ofthe States, June 2001.
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Exhibit 10
State Medicaid O fficials Report a Tightening Budget Outlook for FY 2002:
“We will have some real financial problems here in Medicaid in the year ahead of us.”
“State revenues have been good so far. They are a little softer now, but it has not
affected the Medicaid budget yet.”

“We are having a hard time just sustaining the program. If we do not get new revenue
it will not be enough to maintain the program. We are not looking forward to 2003
and 2004. We do not know what we are going to do.”

“We are caught in the [statutory] limit in the growth of the overall State budget.”
“Do we anticipate a budget shortfall in 2002? | wouldn’t be surprised.”

“W e’re suffering as the economy is slowing. We already declared a pro-ration on the
school fund, so aid to schools is already being cut.”

“The legislature appropriated $20 million less than the Executive Recommendation
for 2002.”

“We believe the Medicaid budget for 2002 is about 10% underfunded, but the

legislature is still looking at this.”

“The legislature is beginning to look at options, considering rate cuts or eliminating

optional services.”

“Everything we have done [in Medicaid] has been in the context of cuts, downsizing

and shortage of funds.”

“The economy is always a factor. But we are not budgeting for any kind of a

downturn. [Actual budgeted increase was 5%.]”

“We are now in the middle of the budget process. There is a lot of pressure to increase
rates. At the moment, there is no pressure to cut programs. But, we may be coming to
a problem. Last year, the projections were too low, so the actual was a surprise.”

“We expect it to be tight. We are expecting a slowdown in caseload and in pharmacy
costs. If they continue at the recent pace, we will have a problem. If we are not thrown

a curveball, I think we can get through the next two years.”

‘This will be tight. A limited reserve leaves us very little room for error. So it will

force us to request a supplemental if expenditures increase.”

“The Legislature appropriated less than the original executive recommendation and
the re-projection is higher than the executive recommendation. Plus, the new FMAP
for the last nine months of the biennium will add to the shortfall.”
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Table 5: States Anticipating Fiscal Year 2002 Medicaid Shortfalls as of May and

June 2001

. : SFY 2002Medicaid ~ SFY 2002 Medicaid
Without further action, do- gp,0a1' Spate State Shortfall as % of

State you anticipate a Medicaid General Fund (in State General Fund
ihortfall InSFY 20022 dillions ofdollgrs) Medicaid Budget
Alabama No - -
Alaska Yes 147 8._6%j
Arizona No -
Arkansas NA NA NA1
California No - -
Colorado No -
Connecticut No — —J
Delaware _Yes 62 2.3%
Florida No - -
Georgia Yes 1410 5.7%
Hawaii No - -
[daho Yes 56 2.4%
Illinois No -
Indiana Yes 42 0.4%
lowa Yes 37. 0.8%
Kansas No ' —
Kentucky Yes 8.0 8.2%
Louisiana Yes 1040 11.1%
Maine No —
Maryland Yes 9.2 6.6%
Massachusetts No — —
Michigan No - -
Minnesota No ! —
Mississippi Yes 1000 31.6%
Missouri NA NA NA
Montana NA NA NA
Nebraska No - -
Nevada No - -
New Hampshire Yes 100 NA
New Jersey No — -
New Mexico Yes o« 50_ 1.6%
New York No
North Carolina Yes 3850 15.9%
North Dakota Yes 90 10.1%
Ohio Yes 1800 5.9%
Oklahoma Yes 69.0 11.3%
QOregon No — —!
Pennsylvania Yes NA NA
Rhode Island No - -
South Carolina No - =
South Dakota No - -
Tennessee No — -
Texas No — —
Utah No _ -
Vermont Yes NA NA
Virginia No — —
Washington No _
West Virginia No _ —
Wisconsin Yes NA NA
Wyoming Yes 53 5.7%

* NA indicates no response to this question.



Exhibit 11

One State Budget Example for FY 2002: Ohio

The Biennial State budget for Ohio was adopted in June 2001. It reflected an
annual increase 0f 2.4% for FY 2002 over FY 2001. Included in the 2.4%

increase is an increase of 13.4% for Medicaid.

Factors Contributing to the Increase in the 2002 Medicaid Expenditures

For FY 2002 Stales identified the same cost drivers for Medicaid as they did for FY 2001

(Table 6).

Prescription drug costs
Provider rate increases
Long tenn care
Enrollment increases

Table 6: Factors Contributing to Increases in Medicaid Expenditures for FY 2002

Alabama
Alaska

Arizona

Arkansas

California
Colorado

Connecticut

Delaware
Florida
Georgia
Hawaii
Idaho

Illinois

Indiana

lowa

Pharmacy (increase is expected to continue so an 11% increase is budgeted).
Pharmacy (21.5% cost increase), home &community-based services (HCBS) waiver
and other non-institutional LTC programs (19.3% cost increase), enrollment (10%
increase), continuing rise in disabled population, and potential reduction in FMAP due
to CPI formula changes.

Pharmacy (18% increase), enrollment (increase in 1931 population and expansion to
100% FPL which will result in more adults and SSI), home and community-based
waiver and other non-institutional LTC programs (14.8% increase), nursing homes
(5.6% increase).

Pharmacy, nursing homes, upper payment limits, and mental health. Other factors will
be the increase of the federal poverty level, expansion of medical assistance for adults
as well as children with limited benefits, implementing senior prescription program and
an assisted living waiver.

No response.

Pharmacy (18% increase), rate increases for home and community-based waiver and
other non-institutional care programs (11.6-12.5% increase), welfare outreach may
increase enrollment, and an HMO lawsuit.

Pharmacy (20% increase), nursing home and home health care (labor shortage and
subsequent wage inflation), increased utilization of services (both FFS and managed
care), increase in hospital rates.

Pharmacy (18.8% increase), inpatient hospitalization (17 % increase), nursing homes
(20.1% increase), MR waiver.

Pharmacy (27.6% increase), nursing homes (5.8% increase), enrollment and caseload
(6% increase).

Pharmacy (increase use of single source brands), enrollment increases (TANF add-
backs, more disabled), federal poverty level increase.

Pharmacy (22.5% increase).

Enrollment (16.2% increase), surge in CHIP and Medicaid kids.

Increases expected for pharmacy, home and community-based waiver programs, and
enrollment (ABD expansion).

Pharmacy (22% increase), outpatient hospital (18% increase), managed care (8%),
nursing homes (6% increase), increased enrollment due to change in disability
definition, outreach programs (disease management &care management for aged,
blind and disabled).

No response.
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Kansas

Kentucky

Louisiana

Maine
Maryland
Massachusetts

Michigan

Minnesota

Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico

New York

North Carolina
North Dakota

Ohio
Oklahoma

Oregon

Pennsylvania

Rhode Island

South Carolina
South Dakota

Tennessee

Texas

Utah

Pharmacy (17% increase) home health/transportation, increased enrollment including
number of children and Transitional Medicaid for Temporary Assistance for Families
(TAF) adults.

Pharmacy, inpatient hospitals (policy change for O-stay days), increase in enroliment
due to aging population, and increase in outreach of TANF cases and children.
Pharmacy (16%-18 % increase), inpatient hospital increases (due to outlier payments),
significant impact due to Olmstead decision (currently in a negotiated settlement of a
lawsuit), and enrollment increases (12,000 new Title XXI kids, large Title XIX
increases, may cover adults of kids covered, and legislation to increase coverage for
pregnant woman and kids).
Pharmacy, home and community-based services waiver and other non-institutional
LTC programs as wejl as provider payments for mental health services.

IPharmacy (15%-18% increase), managed care rates, and increase in enrollment
(28,000 people).

Pharmacy (14% increase), community long-term care (significant increases), managed
care rates including behavioral health, and increase in enrollment (4% increase).
Increase cost and utilization for: pharmacy, hospitalization, managed care, nursing
homes, and home and community-based waiver and other non-institutional LTC
programs.

Managed care (59% share of total budget increase), home and community-based
waiver and other non-institutional LTC programs (16% share of total budget increase),
nursing homes (10% share of total budget increase).

Pharmacy cost and utilization (27% increase), nursing homes (10% increase in
allocated beds), home and community-based waiver programs (35% increase).
Pharmacy (18-21% increase), managed care increases, enrollment (5.4% increase for
TANF and 6% increase in disabled enrollees.)

Increases in provider payments for pharmacy and mental health.

Pharmacy, nursing homes (due to labor situation for professional and non-
professional), sharp increases in enrollment (growth in number of kids and will enroll
breast and cervical cancer patients to 225% FPL).

Provider payment rates increase to make up for past rate freezes (totaling $40 million
with majority going to LTC), caseload growth—especially TANF and children (7.6%
increase projected).

Provider payment increases for pharmacy and outpatient hospital services.

Managed care (17%-18% increase), practitioner fees, pharmacy costs, and personal
care services.

Pharmacy (26.7% increase), inpatient hospitalization (25.6% increase), home and
community-based waiver services, personal care program (10.8% increase).
Pharmacy, nursing homes and community-based services, rate increases (e.g. dental),
and eligibility increases (Family Care Plus waiver will add eligibility for persons aged
19-64).

Pharmacy (24% increase), hospital inpatient (17% increase), hospital ER (20%
increase), physician services (15% increase), mental health clinics (18%).

Pharmacy (10% increase), nursing homes (legislature’s budget shows 15.5%
increase).

Pharmacy, nursing homes, enroliment.

Pharmacy (15% increase), managed care (5% increase), graduate medical education
(GME) increasing $62 million (doubling in size and financed through IGT).

Pharmacy (15-16% increase), managed care (20% increase), enrollment (6.4%
increase), changes in composition of Medicaid enrollees including poverty level
children, foster care, ABD.

Managed care (7.24% increase), pharmacy (16.1% increase), enrollment increases
(due to welfare reform).

Pharmacy (16.5% increase), nursing homes (4.8%), behavioral health, and enrollment
increases (particularly disabled adults)®

Pharmacy, physician rate increases, utilization trends.
Pharmacy, inpatient hospitalization, increase in number of enrollees.

Pharmacy (double digit increase in costs), managed care (4% overall increase in MCO
capitation payments), changes in number of people enrolled.

Pharmacy (increase in number and average cost of prescriptions), higher utilization,
slight shift in caseload toward aged and disabled and medically needy.

Pharmacy (18% increase), inpatient hospitalization (utilization increase), managed
care. Inflation and utilization are higher than in previous years,




Vermont Pharmacy (36.5% of increase in total expenditures), nursing home (30% of increase of
total expenditures).

Virginia No response.

Washington Pharmacy (15% increase due to increased cost and higher utilization), hospiial
payments (8.7% increase for inpatient and 9.9% increase for outpatient), enrollment
(3% total increase), efforts to expand nursing home, DSH and UPL programs”

West Virginia Pharmacy, inflation, utilization.

Wisconsin Pharmacy (15.3% increase), hospital payments (4.6% increase for inpatient and 4.2%
increase for outpatient), nursing.

Wyoming Pharmacy (15% increase), three new waivers (for elderly, acquired brain injury,

assisted living), potential rate increases for inpatient and outpatient hospital payments

due to previous underfunding.
Source: State Medicaid officials response to survey by Health Management Associates, May and June 2001.

Prescription cirus costs: Pharmacy cost increases was listed as the number one cost driver
(Exhibit 12). Many State officials were quick to describe how the pharmacy line in their
budget was increasing at rates of 10% to 28% per year. O f the 26 States that indicated a
specific expected increase in pharmacy costs for SFY 2002, the average was 18%. In
addition to these rates, States mentioned increasing pharmacy costs as a cost driver in
other areas of the Medicaid budget, especially in mental health services and managed

care rates.

Exhibit 12

State Medicaid Officials Note Pharmacy and Nursing Home Costs in FY 2002:

“l wish we could do something about prescribed drugs. 1 don’t know what can be
done.”

“Again, pharmacy costs are expected to be the largest single item influencing the FY
2002 Medicaid budget.”

“The pharmacy prior authorization is the only reason we’ve been able to control
costs.”

“The biggest issue in the upper Midwest is how to control nursing home costs. We
need to move people to home and community-based settings.”

“The 2002 budget depends on the economy staying good and caseload growth

occurring at the budgeted rate.... Caseload is budgeted at 6% . It quite likely will be
higher and cause a budget problem.”

“The managed care rate increase doesn’t begin to account for the 20% increase in
pharmacy costs.”
Nursing home costs account for one-quarter of the Medicaid budget, and nursing

homes will receive a 4.8% increase for inflation.”

“The executive recommendation was for an increase of 4% for [nursing homes], but

the Legislature granted 15.5%.”
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Provider rate increases: Inpatient and outpatient hospital costs are expected to be
significant cost drivers. About half the responding States indicated that hospitals would

receive rate increases in SFY 2002.

Managed care rate increases are significant in States with large numbers of enrollees in
health plans. Reported rate increases ranged from 3.4% to 8%, although States with
increasing managed care enrollment indicated their overall managed care expenditures

might increase by 17% to 18%.

Long term care: Halfof respondents indicated that nursing home rate increases would be
significant (Exhibit 13). Eighteen States indicated home and community-based programs
were a factor in Medicaid cost growth, due both to rate increases for personal care and
other home-based services and due to expansions in coverage. The Olmstead decision is a
factor in these expansions. One State specifically indicated that their policy changes were
related to a lawsuit settlement process. Another States' response summarized a prevalent
view regarding the impact of the Olmstead decision: “We expect a significant impact but

it has yet to be reflected in actual expenditures/’

Enrollment increases: States expect continued increases in the number of persons
enrolled in Medicaid. Halfof respondents listed enrollment increases as a key factor in
expected Medicaid cost growth in FY 2002. States indicated expectations for increases in
the 2% to 6% range, with a few States indicating increases in the range of 6% to 10% and
one State indicating an expected increase of 16%. Reasons for the increases include
expected increases in TANF caseloads, TANF-related Medicaid outreach22, new efforts
to enroll children in State Children’s Health Insurance Programs, recent eligibility
expansions for children and families. As in FY 2001, increasing enrollment of low-

income uninsured families remained a policy priority for many states.

Notably, States also expect increases in enrollment in the aged and disabled categories,
due to the aging population, a new definition of disability and coverage for the working
disabled. States indicated this would likely change the composition of the caseload and

impact program costs.

Otherfactors: Benefit coverage expansions are a minor factor for FY 2002. States
mentioned limited benefit expansions targeted for family planning waivers and added

coverage for persons with breast and cervical cancer.

State strategies to control expected Medicaid expenditure growth in SFY 2002

Recent Medicaid cost increases have forced Medicaid officials to focus on strategies for
controlling expenditure growth. Many states have already begun to implement
approaches as directed by their legislature. Other States are forming special task forces to

identify possible options.

For SFY 2002, the dominant Medicaid cost containment strategics are those that target
cost increases for prescription drugs. However, states are not limiting their attention just

2 During 2002, many States plan to contact individuals whose Medicaid cases were closed at the time that
their TANF cash assistance cases were closed. The outreach will seek to find individuals and families that

still qualify for Medicaid coverage.
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to drugs. Meuicaid officials described the following Medicaid cost control strategies

being considered in FY 2002:

m Controls on prescription drug costs and utilization

m Freezes or reductions in provider payments

m  Increased use of managed care, care coordination, disease management and
other utilization management approaches

Using home and community-based services in place of nursing home care

| |
m Competitively bidding for medical equipment, supplies orother services
m Increased efforts on control of fraud and abuse

Controls on prescription clrug costs and utilization: States indicated multiple strategies
control the escalating costs of prescription drugs. The three most prevalent strategies
mentioned include:

(a) prior authorization of selected brand name products to encourage use of
generics,

(b) reduced payment for pharmacy products by applying a greater discount from
average wholesale price (e.g., going from AWP less 10% to AWP less 15%)
and

(c) contracting for a pharmacy benefit manager (PBM).

Other pharmacy strategies are also proposed. At least three States have proposed
reducing the pharmacy dispensing fee. At least two States have proposed increasing
copayments for prescription drugs. Other strategies inclu le “brand necessary” or
“dispense as written” policies for brand name products where a generic is available, a
mail order pharmacy option, supplemental rebates for selected therapeutic categories of
drugs, use of a drug formulary and initiation of disease management programs.

Freezes or reductions in providerpayments: About one-third of the States adopted or
proposed freezes or actual reductions in provider payments. Several of these reductions
were to result from rebasing inpatient or outpatient hospital rates, or through the
replacement of a cost-based reimbursement methodology. Nine States specifically
merriioned rate freezes for hospitals or other providers. For example, in one State the
legislature froze all discretionary provider rates at FY 2001 levels. Another State
expected savings from selective contracting for inpatient hospital services.

Increased use ofmanaged care, care coordination, disease management and other

to

utilization management approaches: Most States have some form of managed care. For

FY 2002 many States expect to expand their use of managed care, or to adopt case
management strategies for populations that may not be in managed care. A number of
States have experienced a decrease in the number of managed care organizations willing

to serve Medicaid. Several of these States are considering the adoption of a Primary Care

Case Management (PCCM) system. Another primary focus is on care coordination for
the disabled populations. States describe their strategies in various ways, such as “case
management for high utilizers” or “disease management for the disabled and aged” or
“care coordination for complex cases.” In each case the objective is to ensure that
appropriate care is provided, with the expectation that the result will be higher quality

care and lower costs.
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Using home and community-based services inplace ofnursing home care: In some
States, efforts to control long-term care costs are as significant as the pharmacy cost issue
is in other States. States are looking at ways to control payment rate increases. However,
labor shortages have created great pressure to increase rates for nursing homes and for
home and community-based services. Several states are increasing the number of
individuals authorized to receive home and community-based services. Some of these
States also are adopting prior authorization policies to prevent overuse of home and
community-based services such as personal care and home health.

Competitively bidding for medical equipment, supplies or other services: A few States
indicated they are planning to competitively bid for durable medical equipment and

medical supplies and other services such as vision care.

Increased efforts onfraud and abuse control and coordination ofbenefits: A number of
States are dedicating more staff for audits and anti-fraud activities, more data matches
with other State agencies including Treasury, high-cost claim analysis and additional

efforts to recover third party liability payments.

Other Strategies: A number of other strategies were listed, including new information
technology to enable better program management and premium subsidies to continue

employer sponsored health coverage.

Eligibility and Coverage Strategies: Significantly, no State mentioned a proposed
reduction in eligibility. Indeed, several States indicated they were considering or
planning to adopt eligibility expansions, such as a Section 1931 expansion for uninsured
adults. Similarly, few States indicated they were considering benefit reductions. Two
States did indicate they were considering a proposal to eliminate coverage for adult
dental or denture services, but these had not been adopted. Many states, however, were
adding coverage such a? limited benefits under a waiver for family planning or for breast

and cervical cancer.

Revenue Strategies: Several States indicated that they continue to look for opportunities
to use UPL or other strategies that might advantage the financing of the Medicaid budget.
Even before SFY 2002 had begun, State Medicaid officials were looking at the possible
need for supplemental appropriations in the future. Even before the year began, twenty
States indicated a likely need for a supplemental appropriation for Medicaid in SFY

2002.



Summary and Conclusion

States are emerging from a period during which State revenues increased at near record
rates at the same time that cost pressure from Medicaid, one of the largest programs in

the budget, was at historic lows.

That favorable situation has changed rapidly. In early 2001, growth rates in State
revenues declined, dramatically in some States, forcing some States to adjust their
budgets for SFY 2002 downward even before they were adopted. State year-end fund
balances were above 10%, the highest levels in twenty years in FY 2000, but dropped by
halfin FY 2001. In many States, Medicaid Upper Payment Limit and Inter-Govemmental
Transfer strategies that have assisted States in financing Medicaid are now limited and

are being phased out.

At the same time that revenue is becoming more limited, Medicaid expenditure growth
has accelerated to a pace that exceeds the growth in State revenues in most States. The
reasons for the recent Medicaid cost growth increases are several. Among the key reasons
are dramatic increases in Medicaid costs for prescribed drugs, “catch-up” increases in
provider payment rales after several years of low or no increases, increases in rates paid
to managed care organizations and for long-term care, increasing numbers of persons
enrolled, and increased use of state financing strategies (i.e., UPL arrangements) to bring

in more federal dollars.

As these trends converge, the immediate prospect is for a difficult and contentious period
for Medicaid budgets. Medicaid cost pressures are already conflicting with a diminishing
ability of States to finance the program. Without doubt, these forces will intensify and
provide a difficult challenge for State health policy and budget decision-makers in the
immediate future. Notwithstanding the state budget issues, the Medicaid program is an
important factor in the local economy, bringing in at least $2 in federal dollars for each

state dollar spent.

Facing these challenges, several major questions arise for public officials and policy

makers.
m  Will States be able to find ways to contain Medicaid cost growth within what

is affordable?

m Will the new fiscal realities cause States to re-think the recent expansions of
Medicaid and SCHIP coverage for children, families, the working disabled,
persons qualifying for family planning coverage and women’s treatment
breast and cervical cancer; or will there be a slow down or reversal of this
policy direction?

Wi ill states continue to use Medicaid as a vehicle to finance health coverage

for low-income uninsured workers, and to assure coverage for the low-income
families and children, the elderly and disabled populations served by the
program?

m How will the safely net be affected, and will budget constraints at the State

and Federal levels force communities to face additional challenges?

W ill states take action to shore up state revenues in order to preserve

Medicaid and other state programs?
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As states seek to balance their budgets, will they try to preserve the federal
dollars flowing to states through the Medicaid program?
Does Medicaid’s matching formula adequately protect states in times of fiscal

crisis?

Fiscal realities are a powerful driver of public policy at all times, and this period of
budget pressure will force the States to deal with difficult fiscal questions and tradeoffs
for the first time in nearly a decade. Following years of program stability and expansion,
potential program constraints and significant budget reductions will be especially
challenging for policy makers and public officials, and will make this an especially

significant time for the Medicaid program.
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Department of Health & Social Services
Summary of Operating Budget
ATAP, Child Care, AWPAVork Services
Adult Public Assistance

A nearly 50% caseload reduction has resulted since Welfare Reform was implemented
during the PY 97 budget. This caseload reduction has provided the department
reinvestment opportunities to provide child care, work services and other related
activities for recipients and working families as they leave welfare for work.

The federal welfare reform law authorized Alaska’s twelve regional non-profit Native
organizations and the Metlakatla Indian Community to administer TANF programs
within their regions and in FYO0O, the Legislature passed a bill authorizing four Native
Organizations in Alaska to run their own programs. These include Tanana Chiefs
Conference, Tlingit & Haida Indian Tribes, Tlingit & Haida in Southeast, and
Association of Village Council Presidents. Funding Native TANF program operations
comes from federal TANF block grant and supplemented by state fund transfers from
ATAP. The Native TANF program during FYO00 was $2,405.2 (in thousands) and has
risen to $7,691.7 in FYO02.
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AS 47.07.035 Priority of medical assistance. If the department finds that the cost of
medical assistance for all persons eligible under this chapter will exceed the amount
allocated in the state budget for that assistance for the fiscal year, the department shall
eliminate coverage for optional medical services and optionally eligible groups of

individuals in the following order:

(1) clinical social workers’ services;

(2) psychologists’ services;

(3) chiropractic services;

(4) advanced nurse practitioner services;

(5) adult dental services;

(6) emergency hospital services;

(7) midwife services;

(8) treatment of speech, hearing, and language disorders;

(9) optometrists’ services and eyeglasses;

(10) occupational therapy;

(11) mammography screening;

(12) prosthetic devices;

(13) medical supplies and equipment;

(14) targeted case management services;

(15) rehabilitative services for substance abusers and emotionally disturbed or
chronically mentally ill adults;

(16) clinic services;

(17) physical therapy;

(18) personal care services in a recipient’s home;

(19) prescribed drugs;

(20) hospice care;

(21) long-term care noninstitutional services;

(22) inpatient psychiatric facility services,;

(23) intermediate care facility services for the mentally retarded;

(24) intermediate care facility services;

(25) individuals described in AS 47.07.020(b) (I 1);

(26) individuals under age 21 not eligible for AFDC;

(27) skilled nursing facility services for persons under age 21;

(28) aged, blind, and disabled individuals;

(29) individuals in a hospital, skilled nursing facility, or intermediate care facility;

(30) individuals under age 21 under supervision of the department;

(31) subsidized adoptions

(32) working disabled

Includes Alaska Psychiatiic Institute.
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Year
1990
1991
1992
1993
194
1995
199
1997
1998
1999
2000
2001
Total:

Xu, 465-54W

B

Actual Expenditures
Medicaid and
Related Health Care
Programs
3272560
304,776.3
3512457
3784754
4410440
456,324.8
490,968.2
519,027.2
535,805.6
571,7972
658,256.3
787,604.2

5,044,976.68

C

Total DHSS
Actual
Expenditures
All' Programs
481,758.30
560,71840
640,784.50
692,803.80
765,877.80
783367.10
81921010
859,680.80
868,887.10
926,289.80
1,028,905.60
1,143,129.00

Total H&SS
Budget
4710268
5805248
646,439.5
693,940.6
760,984.4
827,289.9
861,245.3
857,258.1
8753785
937,1039

10065123
1,070,9033

9571,412.30 9,588,607.40

Operating Budget Health Care Programs
(in thousands)

Enacted

Operating
Total State Budget
2,656,267.6
29238666
32635336
3399,8520
35129717
36556810
38104170
3837,615.3
3975,736.3
3,661,600.0
3,689,200.0
3,994,500.0

423812411]

F
% Healthcare

Expendituresv % Healthcare

DHSS Expenditures
Expenditures Al v Stale
Programs Budget

70.0% 12.7%

54.4% 10.4%

54.8% 10.8%

54.6% 11.1%

57.6% 12.6%

58.3% 12.5%

59.9% 12.9%

60.4% 13.5%

61.7% 13.5%

61.7% 15.6%

64.0% 17.8%

68.9% 19.7%

60.5% 13.6%

H | FJ
% DHSS % Total
Expenditures ~ DHSS
Vv Budget v
State Budget State Budget
18.1% 17.7%
19.2% 19.9%
19.6% 19.8%
20.4% 20.4%
21.8% 21.7%
21.4% 22.6%
21.5% 22.6%
22.4% 22.3%
21.9% 22.0%
25.3% 25.6%
27.9% 27.3%
28.6% 26.8%
22.3% 22.4% Averages |

vim



Health Care Actual Expenditure History
Total All Funding Sources
Medicaid Services

Catastrophic & Chronic lliness
CHIP

Medical Asst Admin:
Medical Assistance Admin.
Modicaid Slate Programs
Health Purchasing Group
Certificaiton/Uconsing
Hearings & Appeals

State Health Services:
Nursing

MCFH

Public Health Admin Cver.
Epidemiolo ¥

Bureau of Vilal Statistics

Com. Heallh/Emorg Medical Svcs
Community Health Grants
Emergency Medical Svcs Grants
Stolu Medical Examiner

Inlar fLearning Program

Public Hoalth Laos

Tobacco Prevention & Control
Radiological Heallh

Community Mental Health Grants:
Gen. Comm MH Grants
Psychiatric Emerﬁency Services

Sves to Chronically Monlall i
Designated Evaluation S Treatment
Sves for Seriously Emotionally Dist Ylh

Community Developmental Disablltlcs

Institutions & Administration:
Mental Health/DD Admin
Alaska Psychiatric Institute

Desiginated BRUs Public Health Svcs:

Manlilag Public Hoalth Svcs

Norton Sound Public Heallh Svcs

SEARHC Public Heallh Svcs

Tanana Chiofs Conference Public Hoalth

Yukon_Kuskokwim Public Hoalth Svcs
Total Designated BRUS:

FY90 FYo1 FY92 FY93 FY94 FY95
207,788.0 1794930 206,0760 2299484 275140.7 2829955

00 00 00 00 00 00
00 00 00 00 00
153994 134404 140492 164042 304023 34,6466

375618 350325 398761 420307 450536 538115

378402 381472 362710 317487

31,1382 304629

202253
294503

199168
28,6206

20,606.0
30,204.2

132556
294055

185699
31,5299

133181
282018

9104
12572
1213
2417
9163
34469

9216
11489
1228
2447
9282
33662

9268
11539
1267
2524
ATT7
34075

7793
11736
1201
571
9653
33044

241
12133
2768
2805
11540
38487

7705
12133
2768
2718
11540
36864

FY96
3117577

00
00
348114

60,6424

31,7078

206191
27,9826

9104
12572
1213
2417
916.6
34472

26,394.9

FYQ7FY98 FY99 FY00

FY01

334,85263655365 3956895 470,709.0 5838610

00 00 30450 36535
00 00 11281

683705 648965 709113 748194

276170

259286 266761

26,290.2

1955000
214103

202930
22,526.7

21,6449 200330

240615

9013
13702

2393
9074
35383

9009
13702
1201
2393
074
35379

9013
12452
1201
2393
074
34133

9013
12452
1201
2393
9074
34133

23634
38,0608 31,9362 298990 327360

43040
26328

Total
38430479

11,0025
6,124.3



Operating Budget Rralth Care Programs
(in thousands)

1.400.000.0
0 Actual Expenditures Medicaid

1.200.000.0
and Related Health Care
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Actual Expenditure Totals

Welfare Programs

ATAP (formorly AFDC)

Child Caro Bonolils

Alaska Works Program (AWP
Work Services (formerly AWP
Tribal TANF Assistance

Total:

ATAP (formerly AFDC)

Child Care Bonolits

Alaska Works Program (AWP
Work Sorvicos (formerly AWP
Tribal TANF Assistance

Total:

Budget v. Actuals:

ATAP (formerly AFDC)

Child Caro Benefits

Alaska Works Program (AWP
Work Services (formorly AWP
Tribal TANF Assistance

Total Savings:

Reinvestment of ATAP Savings

Child Care

Work Services

Native TANF Pro?rams

Reinvestments related to Wellare Reform
Reinvestment Total:

Savings v. Reinvestment Difference
Note: Savings was also allocated to other
programs within DHSS.

Adult Public Assistance
Adult Public Assistance Actual
Adult Public Assistance Budget
Budget v. Actual

337,256.0 304,776.3 351,245.7 378,475.4 441,044.0 456,324.8

Actual Expenditure HistoQ/, All Funding Sources
FY96 FY97 FY98 FY99 FYO FYO1
Actual ~ Actual  Actual  Actual  Actual  Actual
1158261 1151947 909032 743267 608143 522252
63903 78848 128481 317144 391540 253712
53745 63859 73982 91201 00 00
00 0.0 00 00 125999 129231
00 00 00 00 24052 24052
92924.7

1275909 1294654 1111495 1151612 1149734

FY96 FYo7 FY98 FY99 FYQO0 FY01
Budget ~ Budget Budget Budget Budget Budget
1300397 1227098 1124580 924709 778534 661128
58388 67886 120427 237128 408537 318520
56442 58285 74241 104241 00 00
00 00 00 00 137152 142901
00 0.0 00 00 24052 24052
1415227 1353269 1319248 1266078 1348275 1146601

FY96 FY97 FY98 FY99 FY00 Fyo1
Bud v Act Bud v Act Bud v Act Bud v Act Bud v Act Bud v Act

142136 75151 215548 181442 170391 138876
5515 -109%2  -8054 -80016 16997 64808
2697  -5574 259 13040 00 00
00 00 00 00 11153 13670

0.0 00 00 00 00 00
139318 58615 207753 114466 198541 217354
00 41598 25411 46392 70247 00

00 26840 34490 9600 35000 00

00 00 00 00 24052 00

00 55396 6622 29840 00

00 123834 66523 87832 129299 00
139318 -65219 141230 26634 69242 217354

FY96 FY97 FY98 FY99 FYOO FY01
416755 438863 455288 47,7663 500582 528487
429906 436582 443590 475240 497404 529709

13151  -281 -11698 -2423  -3178 1222

Bikif

490,968.2 519,027.2 535,805.6 571,797.2 658,256.3 787,604.2

Total

509,290.2
123362.8
282787
255230
48104

691,265.1
Total

601.644.6
1210886
29,3209
28,0053
48104

784,869.8
Total

92.3544
-2,2742
10422
24823
0.0

93604.7

18.564.8
10590
24052
9.1858
40.74838

52,8559

Total

2817638

281,2431
-5207

5,832,580.9

ni7/oi
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Adult Public Assistance
Actual versus Budgeted Expenditures
FY96-FYO1
(in thousands)

60,000.0
50,000.0

40,000.0
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3010000 O Adult Public A ssistance
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FY99 FYCO
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Supplcmecntals FY90- FY01 Related to Health & Assistance

FY BRU Component $ in thous Description
Health Related:

99 CCIA CCIA 1,145.0 Underfunded Anticipated Caseload Catastrophic Chronic Il
00 CCIA CCIA 608.6 Catastrophic/Chronic Illness Assistance
92 Comm DD Grants Com DD Grants -349.9 SUP

94 Comm DD Grants Comm DD Grants 1.248.9 Transfer from Waivers

92 Comm MH Grants Gen Comm MH Grants -150.0 SUP

99 Comm MH Grants Psychiatric Emerg Svcs -55.0 Reduce Operating MH Appropriation
99 Comm MH Grants Svs for Ser Emot Dist Yth -69.6 Reduce Operating MH Appropriation
99 Comm MH Grants Svs to Chronically Ment 111 -100.0 Reduce Operating MH Appropriation
01 Comm MH Grants Designated Eval Treatment 974.1 Caseload Growth

90 Institutions & Admin API 266.8 SUP

91 Institutions & Admin API 560.0 SUP

92 Institutions & Admin API 400.0 SUP

94 Institutions & Admin API 424.6 API

95 Institutions & Admin API 0.0 Uncollect Receipts -GF/PR +GF/MH
92 Institutions & Admin Harbor View Dev Center 313.6 SUP

94 Institutions & Admin Harbor View Dev Center 254.2 Cert. Deficiency

91 Medical Assistance General Relief Medical -2,514.6 SUP

94 Medical Assistance General Relief Medical 400.0 Program Growth

90 Medical Assistance Indian Health Service 3,446.2 SUP

91 Medical Assistance Indian Health Service -1,584.1 SUP

94 Medical Assistance Indian Health Service 3,567.4 Increased HIS Billings

95 Medical Assistance Indian Health Service 4,000.0 Indian Health Svs Medicaid

97 Medical Assistance Indian Health Service 10,000.0 Increased HIS Medicaid Reimbursement Rates
90 Medical Assistance Medicaid Facilities 8,524.9 SUP

91 Medical Assistance Medicaid Facilities -16,995.2 SUP



FY
93
94
94
94
90
91
91
96
98
98
98
98
00
00
01
01
01
90
91
94
94
95
99
93
90
90
98
01
99

BRU

Medical Assistance
Medical Assistance
Medical Assistance
Medical Assistance
Medical Assistance
Medical Assistance
Medical Assistance
Medical Assistance
Medical Assistance
Medical Assistance
Medical Assistance
Medical Assistance
Medicaid Services

Medicaid Services

Medical Assistance
Medical Assistance
Medical Assistance
Medical Assistance
Medical Assistance
Medical Assistance
Medical Assistance
Medical Assistance
Medical Asst Admin
Medical Asst Admin

Medical Asst. Admin
Medical Asst. Admin
Public Labs& Radiological
State Health Services

State Health Services

Supplemental FY90- FY01 Related to Health & Assistance

Component
Medicaid Facilities
Medicaid Facilities
Medicaid Facilities
Medicaid Facilities
Medicaid Non-Facility
Medicaid Non-Facility
Medicaid PFD Hold Harml
Medicaid Services
Medicaid Services
Medicaid Services
Medicaid Services
Medicaid Services
Medicaid Services
Medicaid Svcs Lang
Medicaid Services
Medicaid Services
Medicaid Services
Medicaid State Programs
Medicaid State Programs
Medicaid State Programs
W aiver Services
W aiver Services
Medical Asst Admin
Claims Processing
Claims Processing
Medical Asst Central Admin
Chiefof Lab & Rad Svecs
Bureau of Vital Stats
Bureau of Vital Stats

$ in thous
884.8
7,674.5

100
180.
225.

Description

Reduced Growth/Sec 137 Disprop Share
ASHNHA judgments

Increased Participants

Disproportionate Share

SUP

SUP

SUP
Med. Facilities Lapse transfer to Welfare Reform

School based services for school districts

Indian Health Svcs Entitlement Program

School based Services Related to Adolu on

Funding Change 7,770.1 Due to Lower Fed. r>iatch Rate
FYOO Operating Costs

Medicaid ProShare Retroactive Program Appropriation
Replace FY01 Medicaid Claims Payments

Medicaid Caseload Growth and Higher Costs

Facility Rate-Setting Settlements w/Medicaid Providers
SUP

SUP

API Disprop Share

Transfer to Comm Dev Disabilities

Lapse Appropriation

Reduce Cap Emergency Medical Services Equipment
Increased Costs

SUP

SUP
Planning and Designing for Public Health Labs

Increase Operating Costs Heirloom Certificates

Reduce Cap Archive Imaging System



FY
99
95
99
00
94
97
98
90
99
93
98
99
99
99
99

BRU
State Health Services
State Health Services
State Health Services
State Health Services
State Health Services
State Health Services
State Health Services
State Health Services
State Health Services
State Health Services
State Health Services
Y 2K Supplemental
Y2K Supplemental
Y 2K Supplemental
Y 2K Supplemental

Assistance Related:

91
92
93
94
95
91
92
93
91
91
00
00

Assistance Payments
Assistance Payments
Assistance Payments
Assistance Payments
Assistance Payments
Assistance Payments
Assistance Payments
Assistance Payments
Assistance Payments
Assistance Payments
Front Line Social Workers

Public Assistance

Supplemental FY90- FY0O1 Related to Health & Assistance

Component
Comm Health Grants
Epidemiology
Healthy Families
Healthy Families
Laboratory Services
Laboratory Services
M CFH
Nursing
Nursing
Post Mortem Examinations
WIC
Y 2K Supplemental
Y 2K Supplemental
Y 2K Supplemental
Y2K Supplemental

AFDC

AFDC

AFDC

AFDC

AFDC

APA

APA

APA

General Relief Assistance
Post Mortem Examinations
FLSW

APA

$ in thous
-0.9
342.0
0.0
1,000.0
-111.3
99.3
100.0
354.4
-10.0
0.0
1,241.5
2,400.0
10.0
0.0
100,0

Description

Reduction Uncommitted Grant Funds
Control TB

Reduction Unspent Grant to Bethel

Add I/A Receipts for TANF from Public Asst Admin

Loss of GF/PR

Indoor Random Monitoring Grant

Maternal Child Care Health Specialty Clinics
SUP

Reduction of 1Inspent Grant Reserves
Autopsies

Sup

Medicaid Management Info System Upgrade
Public Health Lab Server Replacement
Emergency Medical Svs Certification Database

API Hospital Information System

SUP

SUP

COLA/Caseload Increase
Program Reduction
Lapse Appropriation
SUP

SUP

COLA/Caseload Increase
SUP

SUP

Operating Costs

APA Assistance Payments



FY
96
90
93
97
97
98
96
99
99
00
92
93
96
99
99
00

BRU
Public Asst Admin
Public Asst Admin
Public Asst Admin
Public Asst Admin
Public Asst Admin
Public Asst Admin
Public Asst Admin
Public Asst Admin
Public Asst Admin
Public Asst Admin
Public Asst Admin
Public Asst Admin
Public Asst Admin
Public Asst Admin
Public Asst Admin
Public Asst Admin

M iscellaneous:

91
91
91
92
94
00
01

Anchorage SSBG
Fairbanks SSBG
PFD Hold Harmless
PFD Hold Harmless
PFD Hold Harmless
Public Assistance

Public Assistance

Supplemental FY90- FY01 Related to Health & Assistance

Component
AFDC
Alaska Work Programs
Alaska Work Programs
APA
ATAP
ATAP
Child Care Benefits
Child Care Benefits
Child Care Benefits
Child Care Benefits
Eligibility Determination
Eligibility Determination
Public Asst Admin
Public Asst Admin
Public Asst Admin
Public Asst Admin

Social Services Blk Grt
Social Services Blk Grt
PFD Hold Harmless
PFD Hold Harmless
PFD Hold Harmless
Energy Asst Program
Energy Asst Program

$ in thous

-4,500.0
340.9
390.0
800.0
-800.0
-3,500.0
1,000.0
9
0
0
9
3
0
0
0
0

1,801

3,600.
1,500.
304.
265.
3.500.
0.
-30.
3,000.

984.

0

16.0

1,092
1,497

244.

.2
g

4

2,361.1

3,351.

3

Description

Transfer to Welfare Reform

SUP

Child Care Cost

Funding for Estimated FY97 Costs
AFDC

Caseload Reduction Savings

Increase for Welfare Reform

Add Federal Receipts for Child Care Benefits
Operating Costs for FY99

FYOO Child Care Benefits

SUP

Caseload Increase

EIS Upgrades for Welfare Reform
Reduce Cap Welfare Reform Info System
Reduction Uncommitted Grant Funds

Increase Federal Receipts for TANF

SUP

SUP

SUP

SUP

Increased Recipients

Emergency Heating Assistance

Addt'l Federal Funds for LIHEAP Grants
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Comparison of Medicaid Allocation Methods

District By Provider By_£MJ>Te Difference
t 16,8%9.0 16,904.5 "65.5
2 15,97.2 16,170.1 -213.0
3 24,875.8 19,680.6 5,19%.2
4 6,836.3 12,173.4 -5,337.0
5 6,531.8 12,108.4 5,571.7
6 11,376.9 12,928.0 -1,5%1.1
7 18,781.5 24,004.5 5,312.9
8 25,461.5 23,993.8 1,467.7
9 14,9558 20,081.8 5,1%6.0
10 7,608.7 10,173.1 -2,564.4
il 31,192.9 23,906.8 7,26.1
12 8,080.0 15,2233 71,1733
13 10,%1.9 13,482.7 -2,49.8
14 6,186.8 15,939.2 9,752.4
IS 18,150.5 3,213.3 16,062.8
16 20,749.2 34,164.3 -13,415.1
17 8,932.6 15,287.1 -6,34.5
18 6,824.2 8,412.8 -1,588.6
19 58,160.4 17,866.1 40,294.2
20 40,99.3 2,447.4 11,551.9
2 113,124.9 21,205.2 91,919.7
22 7,8539 16,346.2 8,42.3
23 6,382.9 12,62.6 -6,246.6
24 14,473.1 20,067.7 -5,59.5
25 9,26.8 12,413.8 -3,187.1
26 23,761.7 20,063.1 3,608.5
27 19,472.6 24,2022 -4,819.5
23 10,653.4 25,358.8 -14,705.4
29 4,446.9 7,866.4 -3,419.5
30 9,663.6 12,91.1 -3,277.4
31 49,518.6 26,445.7 23,072.9
32 4,071.4 6,593.5 2,82.1
33 4,481.7 8,078.1 -3,5%6.4
34 4,28.8 7,980.4 -3,678.6
35 8,457,9 11,543.2 -3,085.3
36 6,460.0 19,582.3 -13,12.3
37 6,929.9 13,115.0 -6,185.1
38 15,252.6 31,420.9 -16,168.3
39 30,002.1 30,88.4 -366.3
40 2,426.8 5,383.4 -2.966.6

Total 710,405.0 710.411.3 6.3

DHSS Dudget Section 4/17/200J
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* Allocation of$Y 2001 Authorized Operating Expenditures by District
(in $ thousands)

District  Entitlements GpWtt Proeram Services  Fecilities  Administration ToUl

1 16,94.5 4,33.1 3,812.8 %.6 0.0 25,19.1
2 16,170.1 3,9%.3 1,994.4 0.0 0.0 22,160.8
3 19,680.6 4,470.2 19,631.1 1,247.8 2,906.4 47,9%6.1
4 12,173.4 4,481.3 19,631.1 1,247.8 2,96.4 40,440.0
5 12,103.4 2,479.5 684.4 0.0 0.0 15,267.3
6 12,928.0 2,34.6 1312.3 0.0 0.0 16,444,8
7 24,004.5 3386.7 2,072.6 0.0 0.0 29,553.8
8 23,993.8 2,812.4 2,072.6 0.0 0.0 28,878.8
9 20,081.8 2,074.7 2,072.6 0.0 0.0 24,2291
W 10,173.1 2,649.3 6,194.6 1,72.4 217.3 20,986.7
1 23,906.8 2,609.3 6,194.6 1,724 217.3 34,720.4
12 15,223.3 2,6493 6,194.6 1,752.4 217.3 26,036.9
13 13,482.7 2.609.3 6,194.6 1,724 217.3 24,2963
14 15,9%9.2 2,609.3 6,19.6 1,752.4 217.3 26,752.8
IS 34,213.3 2,649.3 6,194.6 1,732.4 2173 45,026.9
16 34,164.3 2,649.3 6.194.6 1,72.4 217.3 44,9779
17 15°87.1 2,649.3 6,194.6 1,752.4 217.3 26,100.7
18 8,412.8 2,609.3 6,194.6 1,752.4 217.3 19,226.4
19 17,866.1 2,649.3 6,194.6 1,724 217.3 28,679.7
20 29,447 .4 2,6493 6,19.6 1,752.4 217.3 40,261.0
21 21,205.2 2,609.3 6.194.6 1,7%2.4 217.3 32,018.8
22 16,346.2 2,609.3 6,194.6 1,724 217.3 27,159.8
23 J2.62.6 2,609.3 6,194.6 1,72.4 217.3 23,443.2
24 20,067.7 2,649.3 6,194.6 1.72.4 217.3 30,831.3
25 12,413.8 2,649.3 6,194.6 1,72.4 217.3 23.227.4
26 20,063.1 3,524.0 2,218.6 408.9 0.0 26,244.6
27 24,292.2 3,32.6 2,2/8.6 408.9 0.0 30,342.3
28 25,358.8 3.480.7 2,248.6 408.9 0.0 31,506-0
29 7,866.4 3,27.1 3,43L.5 477.5 0.0 15,002.5
30 12,941.) 3,231.8 3,431.5 477.5 0.0 20,081.9
31 26,445.7 3,193.6 3,431.5 4775 0.0 33,548.4
32 6,59.5 3,219.1 3,431.5 477.5 0.0 13,721.7
33 8,078.1 3,247.8 3,431.5 477.5 0.0 15,234.9
34 7,960.4 3,184.1 3,43L.5 4775 0.0 15,053.5
35 11,543.2 1,089.5 1,0%.3 0.0 0.0 13,669.0
36 19,582.3 3,401.4 1,20.5 0.0 0.0 24,274.2
37 13,115.0 7,924.6 1,212.3 0.0 0.0 22,251.9
38 31,420.9 5,201.3 2,4246 687.7 0.0 39,734.4
39 30,858.4 11,640.9 9,600.5 2,081.7 0.0 54,181.5
40 5,383.4 1,712.5 352.0 00 00 7,447.8
Total 710,411.3 133,457.3 195,548.2 37,491.4 9,289.3 1,086,197.5

DHSS Budget Section a/t3/200)



Retiree Medical Insurance

The following table summarizes the monthly premium per benefit recipient since
retiree medical benefits have been provided under PERS and TRS.

Monthly Premium Annual Average Compound

Time Per Retiree Percentage Annual Increase

Period For Health Coverage Increase Since FY78
2/1/76-1/31/77 $ 34.75 — —
2/1/77-1/31/78 57.64 66% —
2/1/78-1/31/79 69.10 20% 20%
2/1/79-1/31/80 64.70 -6 % 6%
2/1/80-1/31/81 96.34 49% 19%
2/1/81-1/31/82 96.34 0% 14%
2/1/82-1/31/83 115.61 20% 15%
2/1/83-1/31/84 156.07 35% 18%
2/1/84-1/31/85 191.85 23% 19%
2/1/85-1/31/86 168.25 -12% 14%
2/1/86-1/31/87 165.00 -2% 12%
2/1/87-1/31/88 140.25 -15% 9%
2/1/88-/31/89 211.22 51% 13%
2/1/89-1/31/90 252.83 20% 13%
2/1/90-1/31/91 243.98 -4% 12%
2/1/91-1/31/92 243.98 0% 11%
2/1/92-1/31/93 226.90 -T% 10%
2/1/93-1/31/94 309.72 37% 11%
2/1/94-1/31/95 336.05 9% 11%
2/1/95-1/31/96 350.50 4% 11%
2/1/96-1/31/97 350.50 0% 10%
2/1/97-1/31/98 368.00 5% 10%
2/1/98-12/31/98 368.00 0% 9%
1/1/99-12/31/99 442.00 20% 10%
1/1/00-12/31/00 530.00 20% 10%
11 12/31/01 610.00 15% 10%

As you can see from the above table, the monthly retiree medical premium for the
January 1, 2001 to December 31,2001 time period has increased to $610.00. Since
the 86/87 time period, annual premium rate changes have ranged from 51% up to

15% down, but the average compound annuai increase has been about 9%.
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EACH STATE 1|S FREE TO

PARTICIPATE |IN T H E

M EDICAID PROGRAM O R

N O T T O PARTICIPATE

I THE LEGISLATURE VOTES

T O PARTICIPATE.

I T W ILL HAVE T2O



e PROVIDE CERTAIN MINIM UM
HEALTH CARE SERVICES

PROMULGATE NECESSARY

STATUTES AND REGULATIONS
TO IMPLEMENT THE STATE?'S

MEDICAID PROGRAM-AS 47.07.01

e« ESTABLISH PAYMENT

STRUCTURES FOR AND
OVERSIGHT OF PROVIDERS.
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60% FEDERAL MONEY

<&

40% STATE MATCHING
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