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Preface

Senate Joint Resolution (SJR) 180 of the 1991 Session of the General Assem
bly directed the Joint Legislative Audit and Review Commission (JLARC) to study the
Virginia Medicaid program and the indigent care appropriations to the State teaching
hospitals and the Medical College of Hampton Roads. SJR 180 outlined 11 specific
issues to be included in the study.

This interim report on the Virginia Medicaid program is one in a series of
reports which addresses the issues contained in SJR 180. Additional reports will
address issues related to ambulatory care, hospital care, and long-term care funded by
the Medicaid program. Administration of the Medicaid program and funding of the
indigent health care system in VIrginia will also be addressed in later reports.

The preliminary findings from this report include:

• Program costs have risen by 85 percent from $717 million in FY 1987 to $1.3
billion in FY 1991. At the same time, the number ofMedicaid recipients has
grown by 35 percent from approximately 318,000 to almost 429,000.

• The growth in the Medicaid program has been the result ofdeliberate program
expansions at the federal and State level.

• Program coverage ofindividuals in VIrginia has been modest, and services do
not appear extravagant. Covered services reflect those that most other states
provide.

• While more people are now eligible for and receiving Medicaid-reimbursed
services, access to primary care is problematic for Medicaid recipients because
of insufficient numbers of primary care physicians.

• The Medicaid forecast and budget process appears to be sound, and recent
Medicaid forecasts have generally been accurate.

On behalf of JLARC staff, I would like to thank the director and staff of the
Department ofMedical Assistance Services for their cooperation and assistance during
the course of this review.

~~
Philip A. Leone
Director

February 20, 1992
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The Virginia Medical AssIstance Pro
gram, more commonly known as Medicaid,
is the largest health care financing program
available to Indigent persons In Virginia. As
such, It provides relmbursementforavariety
of health care services on behalf of Qualified
Indigent persons. In FY 1991, the program
provided reimbursement for 428,650 recipi
ents at a total cost of about $1.3 billion
(lndudlng admlnlstrative expenses). Since
FY 1987, the numberof Medlcald recipients

has grown by about35 percent, from 318,026
to 428,650. At the same time, the cost of the
program has Increased approximately 85
percent, from $717 million to $1.3 billion.

The rapid growth In the cost of the
MedIcaIdprogramand thes1gnlllcantamount
of State general funds expended on It have
fueled IeglsIative concem. During the 1991
SessIon of the General Assembly, Ques
tions were ralsed about whether the Virginia
MedIcaId program could be Implemented In
a more cost-effective manner. Senate Joint
Resolution (SJR) 180 was passed to ad
dress this issue.

SJR 180 directed the Joint legislative
Audit and Review Commission (JLARC) to
conduct a comprehensive review of the
MedIcaId program. SJR 180 mandated that
JLARC: (1) provide interim reports to the
Commission on Health care for All Virgin
Ians and the 1992 Session of the General
Assembly, and (2) complete the review and
present findings and recommendations to
the Governorand 1993 session of the Gen-

. eral Assembly.
This Interim report Is the first In a series

on the Virginia Medicaid program. It pro
vides a general description of the program.
Information presented In the report focuses
on MedIcaId expenditures, eligibility forMed
1caId, services relmbursed by the program,
serviceproviders, and the structure for fund
Ing services.

Recent changes to the program are
also examined, along with their effects on
program costs and eligibility. Specific Items
mandated by SJR 180 are addressed, In
dudlng: (1) preliminary research on the
sufficiency of certain reimbursement rates
and (2) a review of the Medlcald forecast
and budget process.



Funding of~ Medlcal<l Program
The Medicaid program Is jointly fi

nanced by the states and federal govem
ment. The federal govemment's financial
participation rate Is based on a per-eaplta
Income funding fonnula. Currently, In Vir
ginia, the State funds about50 percentofthe
program (up from 43.5 percent In 1980). In
FY 1991, the State share of the program
totaled about $646 million, approximately
10 percent of the general fund budget

On the federal level, the Health Care
Financing Admlnletratlon (HCFA), part of
the U.S. Department of Health an<:! Human
Services, h&s oversight I'El$PO"s1bl11ty fOl'
state Medicaid programs. In Virginia, the
DepartmentofMedk;al Assistance $Elrvlces
(DMAS) has responslbliity for administering
the Medicaid program.

DMAS expended a total of $1.3 billion
to administer the Medicaid program InFY
1991. MedIcaid program reimbursements
for five types of medk:aI services accounted
for almost 80 percent of the total program
expenditures In FY 1991. These relmbufS&o
ments were tor nursing facility services, In
patient hospltal services, rT1$ntal health and
mental relardatlon services, physician ser-

vices, and phannaceutical services. Expen
ditures fornurslng facility services and Inpa
tient hospital services accounted for the
largest portion of program expenditures (24
and 21 percent, respectively).

In FY 1991, eligible children (age 20
and younger) and adults with children com
prised more than two-thirds of all program
recipients. (Program recipients are defined
as persons enrolled In the program who
actualty received Medicaid services.) How
ever, these recipients Incurred less than
one-third of Medicaid expenditures for medI
cal care. The majority of Medicaid expendi
tures were for care of aged and disabled
recipients In Institutional settings. In FY
1991, almost $493 million was spent on
medical care for these Institutionalized re
cipients.

Recent Medicaid Changes
Have Resulted In Significant
Program Growth

Some growth In the Medicaid program
Is expected, because it Is an entitlement
program. However, the program's growth
since FY 1987 Is unprecedented. Some of
this growth has been the result of deliberate

FY 1991 Medicaid Expenditures
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program expansions althe federal and State
level. However, additional factors, including
elements beyond the control olthe program,
have contributed to the program's growth.

Impact of Federally-Mandated Med;c
aid Changes. Federal program expansions
have focused primarily on adding new eligi
bility classifications. The Medicaid program
was originally intended to serve targeted
groups of indigent persons who participated
In other public assistance programs (prima
rily Aid to Dependent Children and the
Supplemental Security Income programs).
However, the U.S. Congress has recently
passed several initiatives to mandate pro
gram expansions to provide health care to
indigent pregnant women and children. In
addition, federal mandates require Medic
aid programs to pay the costs of Medicare
insurance premiums, deductible amounts,
and coinsurance forqualified Medicare ben
eficiarles.

Federal mandates have expanded
Medicaid coverage to certain eligible two
parent families durlng periods of unemploy
ment. In addition, Medicaid coverage was
extended for certain families who lose their
eligibility for assistance from the Aid to De
pendent Children (ADC) program and who
meet federal income guidelines. Other fed
eral mandates have expanded service cover
age for children, required additional training
for nurse aides who work in nursing facili
ties, and dictated reimbursement rate ad
justments for hospitals that serve a dispro
portionate share of Medicaid and indigent
patients.

The Virginia Department of Planning
and Budget (DPB) estimated that the total
cost of funding federally-mandated Medi
caid changes has been about $85 million
over the last five fiscal years. DPB also
estimated that the State may incur addi
tional costs of approximately $58 million
between FY 1992and FY 1995 as a result of
these existing federal mandates.
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While federally-mandated expansions
have contributed to the increasing costs of
theVirginia Medicaid program, many ofthese
expansions seem reasonable because they
offer opportunities for long-term cost sav
ings. The average coslto provide Medicaid
reimbursed services to indigent pregnant
women and children is low compared to the
long-term costs associated with lack of rou
tine and preventive health care. Payment of
Medicare benefitsforqualified Medicareben
eficiaries may offset the costs which could
be incurred by the Medicaid program ilthese
impoverished individuals were not able to
retain their Medicare coverage.

Impact pf State fJoficjes on the Med;
ca;dProDram. Despite federal requirements
and recent federal expansions, the State
has some flexibility in structuring program
coverage. To some extent, the State has
used this flexibility to contain Medicaid pro
gram costs. However, some of these State
policies may have magnified the impact of
federal mandates. Also, in some cases,
Statepolicies forthe Medicaid program have
resulted in program growth.

The State applies restrictive eligibility
criteria to its ADC program, which is used to
determine eligibility for many Medicaid en
rollees. Because the income limits for ADC
have not changed since 1986, growth in the
number of individuals who could become
eligible for the program over time has been
controlled and the costs associated with
Medicaid coverage of this group have also
been contained.

Nevertheless, Stale ADC income limits
and payment standards may have exacer
bated the impact of recent federally-man
dated eligibility expansions. The maximum
ADC payment standard is equivalenlto about
31 percent of the federal poverty income
level. However, recent federal expansions
have been targeted at individuals with in
comes equivalent to 133 percent (or less) of
the federal poverty income level.



State policies to increase provider
reimbusement rates have also contributed
to growing program costs. For example,
physician reimbursement rates for certain
services have been increasedseveral times
in the past six years, as part of an effort to
increase provider participation and thereby
enhance enrollee access to care.

Finally, State efforts to increase Medic
aid coverage for programs previously funded
solely through general funds contribute to
overall increases in Medicaid costs. How
ever, providing Medicaid coverage for these
programs ultimately reduces the State's
general fund burden, because State funds
are matched by federal Medicaid funds.

OtherEactors Which ImPact Medicaid.
A number of other factors over which the
State has little control have contributed to
Medicaid growth. For example, inflation of
health care costs affects how much 'the
Medicaid program pays for medical ser
vices. Worsening economic conditions, in
creasing numbers of frail elderly individuals,
and increases in the number of uninsured
citizens influence the number of people who
may qualify for the program.

State Approach to Medicaid
Coverage of Individuals Is Modest

The State's approach to providing
Medicald coverage is relatively modest. The
Medicaid program covers categorically and
medically needy individuals. However, com
pared to other states, Virginia applies strict
income and resource eligibility standards for
public assistance programs, which impact
the ability of these public assistance recipi
ents (and others whose eligibility is based
on these standards) to obtain Medicaid cov
erage. In addition, to control costs, Virginia
has chosen to comply with only the mini
mum federal requirements for providing
Medicaid coverage to indigent pregnant
women and children.

Virginia Coverage atCafegoricallyand
Medically NeectJt IndiViduals. The Virginia
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Medicaid program is required to provide
services to individuals who are "categori
cally needy." In addition, the State has
opted to provide Medicaid coverage for indi
viduals who are deemed to be "medically
needy."

Categorically needy individuals either
receive or are deemed to be receiving public
assistance through the ADC program or the
Supplemental Security Income (SSI) pro
gram. Two additional groups are also con
sidered categorically needy: (1) indigent
pregnant women who have incomes at or
below 133 percent of the federal poverty
income level and (2) indigent children
younger than age eight whose family in
come is at or below 133 percent of the
federal poverty income level.

In 1970, Virginia chose to provide op
tional Medicaid coverage to individuals who
are determined to be medicallyneedy. These
individuals have countable income and/or
resources which exceed the limits set for
categorical eligibility. They often must ra
ducetheircountable resources and/or"spend
down" their excess income by sustaining
medical expenses in order to qualify for
coverage.

In FY 1991, approximately 91 percent·
of all Medicaid recipients were classified as
categorically needy (390,407 of 428,650
recipients). The remaining nine percent
were classified as medically needy.

Virpinia Limits Coverage at Categori
cally and Medically Neeqy indiViduals a.r
AQ{Jlyjag Strict Eligibility Standards. The
State is able to limit the number of categori
cally and medically needy persons covered
by the Medicaid program by setting rela
tively strict income limits and payment stan
dards for the ADC program. Virginia also
limits the number of SSI-related individuals
who qualify for Medicaid by implementing
more restrictive resource criteria for these
applicants.

The ADC income limits and payment
standards are used to detennine Medicaid



eligibility for categorically needy individuals
who are receiving or deemed to be receiving
ADC. The State has set the maximum ADC
payment standard or grant amount to a level
equivalent to about 31 percent of the federal
poverty income level ($231 per month for a
family of twb residing in the City of Rich
mond). In addition, federal statute limits the
income level for individuals qualifying as
medically needy to 133 percent of a state's
ADC payment standard (the maximum mon
etary grant amount paid to ADC recipients).
Consequently, a medically needy individual
in Virginia has to spend down excess in
come to a level equivalent to approximately
41 percent of the federal poverty income
level to qualify for Medicaid in Virginia.

If an individual is receiving 551, eligibil
ity for Medicaid is not automatic because the
State imposes more restrictive resource lim
its for purposes of determining Medicaid
eligibility. For example, the 551 program
allows an individual to exclude his home and
all contiguous property in determining eligi
bility. However, for purposes of Medicaid
eligibility, the maximum value of the contigu
ous property which can be excluded is
$5,000.

While the Medicaid program appears
to comply with minimum federal require
ments for eligibility expansions, the State
has not chosen to provide broader coverage
for indigent pregnant women and children
as allowed by the federal govemment. Vir
ginia could provide Medicaid coverage to
indigent pregnant women with incomes up
to 185 percent of federal poverty income
levels. All states adjoining Virginia and the
District of Columbiaprovide coverage above
the federal minimum requirement of 133
percent.

In addition, Virginiacould provide Med
icaid coverage to indigent children up to age
19 whose family income is at or below 100
percent of the federal poverty income level.
However, Virginia has chosen to phase in
coverage of these children over the next 11
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years, largely due to the added cost of
serving this group and the State's severe
budget problems.

Complement of COvered HeaI1h care
services Is Similar to Other States

The Medicaid program offers a variety
of health care services to its enrollees. The
complement of Medicaid services available
in Virginia appears to mirror services avail
able in many other states. The services
covered by the program provide basic health
care and do not appear extravagant.

The program provides a number of
services which are mandated by the federal
govemment for categorically needy enroll
ees. These include inpatient and outpatient
hospital services, nursing facility services,
physician services, diagnostic laboratoryand
x-rayservices, and family planning services,
among others. The program also provides
coverage for a number of optional services,
such as pharmaceutical services, and lim
ited dental, optometry, and podiatry ser
vices. Certain optional services are not
available to all enrollees, however.

Virginia has chosen to provide a similar
package of services to both its categorically
needy and medically needyenrollees, within
certain limits. Children and pregnant women
receive a broader array of mandatory and
optional medical services than other enroll
ees. Generally, adults who are not pregnant
receive lessextensive service coverage than
children because the program imposes more
limits on services offered to them. Addi
tional limits are Imposed on the services
medically needy enrollees receive. Quali
fied Medicare beneficiaries are treated some
what differently. Medicaid pays the Medi
care premiums, deductible amounts, and
coinsurance for these qualified beneficia
ries.

In FY 1991, the Medicaid program spent
apprOXimately $320 million on optional ser
vices. This accounted for about 25 percent
of medical care expenditures. The most



costly optional services provided were phar
maceutical services (almost $103 million)
and nursing facility services for medically
needy individuals (about $94 million). In
fact, most expenditures for optional services
were for health care for medically needy
enrollees (about $300 million).

Health Care Providers
and Reimbursement

The Medicaid program does not di
rectly provide health care services to its
enrollees. Instead, the program provides
financial reimbursement to enrolled provid
ers for approved medical services. More
than 21,300 health care providers have
agreements with DMAS to provide medical
services to Medicaid enrollees. The types of
providers who are enrolled In the program
include: physicians, pharmacies, transpor
tation providers, dental care providers (den
tists and clinics), hospitals, nursing facilities,
home health care providers, clinics, labora
tories, other practitioners (such as nurse
practitioners, optometrists, and podiatrists),
and medical supply and eqUipment provid
ers. Approximately 20 percent of these
providers are located in other states.

Several different reimbu rsement meth
odologies are used to reimburse providers
for services rendered to Medicaid enrollees.
This interim report does not assess these
reimbursement methodologies. However,
additional research and analysis will be con
ducted dUring 1992toevaluatecurrent reim
bursement methodologies and rates for
Medicaid providers.

Problems in the llmeliness of
Medicaid Eligibility DeterminaUons
Reflect StraIn on SocIal Service System

DMAS contracts with the Department
of Social Services (DSS) for Medicaid eligi
bility processing. DSS administers this pro
cess through local social services depart
ments. The numerous rules and regulations
guiding eligibility decisions for families and
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children are continuously being revised. In
addition, spousal support requirements and
transfer of assets rules used to determine
eligibility forthe aged and other institutional
ized individuals have changed recently. To
complicate the process further, federal regu
lations related to the changes have not been
published or distributed in a timely manner.
These factors, along with the lack of an
automated system to efficiently track eligi
bility decisions, have made it difficult for
local social services departments to make
timely eligibility decisions.

The federal govemment requires that
Medicaid eligibility determinations be com
pleted within specified time frames. In addi
tion, State policies require certain Medicaid
applications to be processed within estab
lished time frames. DSS data on initial
Medicaid applications and redeterminations
for FY 1991 indicate that eligibility determi
nations were not made within federal and
State time limits for almost 24 percent of the
cases. Redeterminations receive an even
lower priority, causing severe system back
logs.

Local eligibility workers are currently
concentrating their efforts on processing
initial applications forthe program. Eligibility .
redeterminations have been given a low
priority, because delays In making redeter
minations will not cause individuals to lose
eligibility. Therefore, the current emphasis
on processing initial applications appears
appropriate.

The Secretary of Health and Human
Resources provided additional funding for
49 localities to help them administer their
public assistance programs. These addi
cional resources should also assist localities
in meeting the deadlines for Medicaid appli
cation processing.

Recommendation. The Secretary of
Health and Human Resources should con
tinue to monitor efforts by local social ser
vices departments to conduct Initial Medic
aid eligibility determinations and Medicaid



redeterminations within federal and State
time limits. Further assistance should be
provided to local departments ifcompliance
with requirements for application process
ing does not improve.

Lagging Enrollment Among Indigent
Pregnant Women and Children May
Indicate Inadequate OUtreach Efforts

Program expansions for indigent preg
nant women and children appear to be an
appropriate and cost-effective emphasis of
the Medicaid program. However, enroll
ment of these new groups appears to be
lagging behind projected program expan
sions. This may indicate problems in the
current outreach efforts to encourage enroll
ment among the targeted groups.

Enrollment of indigent pregnant women
and children in the Medicaid program may
have a number of long-term benefits. A
number of studies have demonstrated that
increased access to prenatal care can re
duce the incidence of low birth-weight in
fants, reduce the number of sick mothers
and babies, and reduce infant mortality. In
addition, preventive care for children can
result in substantial long-term savings for
the State.

One initiative to enhance enrollment of
these groups, the BabyCare program, ap
pears to be meeting with some early suc
cess. As part of the initiative, DMAS is
providing funding for eligibility workers from
local social services departments to colocate
at ten local health departments. These
workers are able to enroll indigent pregnant
women in Medicaid when they initially visit
the health departments and receive results
of pregnancy tests.

Local administrators are pleased with
the early success of this program; however,
the precise impact of the program is not
clear. DMAS currently intends to continue
the program through the 1992-1994 bien
nium. However, noplansexisttoexpand the
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program to additional sites. Efforts should
be made to evaluate this program for pos
sible future expansion.

Recommendation. The Department
of Medical Assistance Services should re
view its projections of indigent pregnant
women and children, compare them with
actual enrollees and recipients, and deter
mine if these projections are accurate. In
addition, the Department of Medical Assis
tance Services should ensure the Depart
ment of Social Services expands its efforts
to increase thenumberoflocations equipped
to accept Medicaid applications from Indi
gent pregnant women and children. At a
minimum, these efforts should include in
creasing the number of disproportionate
sharehospitals andfederally qualifiedhealth
centersparticipatingin the outstationingpro
gram.

Recommendation. The Department
ofMedicalAssistanceServicesshouldevalu
ate the success ofplacing eligibility workers
at local health departments as part of the
BabyCare program. At a minimum, this
evaluation should include the collection and
analysis of the following data: enrollment
increases, pregnancy stage at enrollment,
and number ofprenatal visits. The evalua
tion shouldalso assess application process
ing times and the feasibility ofexpanding the
pilot effort to additional sites. Findings and
recommendations should be presented to
the General Assembly prior to the 1994
Session.

Medicaid Enrollees ExperIence
Difficulties In Accessing Primary care

Several studies havedocumented prob
lems with access to primary care for all
Virginians, due to the existence of an un
even distribution of primary care physicians
throughout the State. Many of these studies
have suggested that inadequate Medicaid
reimbursement rates are related, at least in
part, to the a.ccess problerns experienced by
Medicaid enrollees. Because SJR 180 re-



quires JLARC to determine the sufficiency
of reimbursement rates, it was necessary to
first examine Medicaid enrollee access to
primary care. Research sCheduled next
year will further examine the adequacy of
provider reimbursement.

Although problems in the supply and
distribution of primary care physicians within
the State affect all citizens, preliminary find
ings indicate that Medicaid enrollees expe
rience greater difficulties in accessing pri
mary care physicians than many other citi
zens. All licensed primary care physicians
are not enrolled in the Medicaid program. In
addition, almost 50 percent of those who are
enrolled do not routinely provide care to
Medicaid enrollees.

Because access to primary care physi
cians is problematic, Medicaid enrollees may
have to rely on local health department
clinics to obtain needed care, rather than
primary care physicians located in theircom
munities. Also, some enrollees may not
seek necessary eariy treatment at times
when it is more cost effective to do so,
because they do not have an ongoing rela
tionship with a primary care physician. Con
sequently, many enrollees may wait to ob
tain care until their condition deteriorates to
a level requiring more extensive treatment.
They may use hospital outpatient and emer
gency departments which could result in
more expensive, sporadic care.

Ensuring access to primary health care
for Medicaid enrollees is especially impor
tant because the costs associated with pri
mary care are low relative to potential costs
if routine, preventive care is not widely avai~

able or appropriately accessed. The Vir
ginia Department of Health defines primary
care as the first-level contact by individuals
for routine consultations, diagnosis, and
treatment of an acute medical problem or for
treatment of a chronic condition. It may also
include preventive care such as periodic
screening for eariy detection of disease,
immunizations, counseling about health

risks, and prenatal and post-partum care for
pregnant women. Low participation levels
by primary care physicians enrolled in the
Medicaid program mayhave long-term nega
tive consequences.

Some of the access problems are re
lated to primary care physician distribution
problems and are not unique to those expe
rienced by Medicaid enrollees. Therefore,
long-term solutions and broad strategies to
address problems with primary care physi
cian supply and geographic distribution will
be required. In addition, more research
needs to be conducted to determine ways in
which the Medicaid program can alleviate
access problems experienced by its enroll
ees. These research efforts will continue
during the upcoming year as JLARC staff
proceed to examine issues regarding pro
vider reimbursement.

Medicaid Forecasting and
Budget Practices Are Sound

Rapidly increasing Medicaid program
expenditures over the past few years have
raised concems about the State's ability to
anticipate and meet the increased costs to
operate the program. Accordingly, the Medi
caid forecast and budget process was as- .
sessed to determine the adequacy of the
current process. Review of the Medicaid
forecast and budget process in Virginia re
vealed that the process is sound. Recent
forecasts produced by the executive branch
have generally been accurate. In addition,
Virginia's forecast accuracy compares fa
vorably with national forecasts and those
produced by other states in the mid-Atlantic
and southeastern regions.

Some minor problems in past fore
casts of specific Medicaid expenditures were
noted during this review. The roles of the
three agencies currently involved in devel
oping expenditure estimates are appropri
ate..However, additional review of Medicaid
expenditures estimated by one agency 
the Department of Mental Health, Mental
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Retardation and Substance Abuse Services
- is needed by DMAS.

JLARC staff also reviewed the ad
equacy of technical aspects of the forecast
process. The forecast model substantially
meets the criteria established forthe review.
Some minor weaknesses were found in cer
tain components of the current model and
with model documentation. However, some
of these weaknesses will be addressed if
planned improvements to the model are
completed.

Because Medicaid funding has signifi
cantlyincreased, theGeneral Assemblymay
wish to consider options for enhanced legis
lative monitoring and oversight of the techni
cal components of the forecast process.
However, overall findings in this area do not
suggest that an enhanced level of oversight
is warranted at this time. The following
recommendations are made in this area:

Recommendation. The Department
of Medical Assistance SeN/ces should re
view the methodology used by the Depart
ment of Mental Health, Mental Retardation
and Substance Abuse SeN/ces to develop
the mental health and mental retardation
portion of the Medicaidbudget. This review
should include at least one meeting be
tween the two agencies prior to the Depart
ment of Mental Health, Mental Retardation
andSubstance AbuseSeN/ces' formal sub
mission of revenue projections to the De
partmentofMedicalAssistance SeN/ces. In
addition, the Department of Mental Health,
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Mental Retardation and Substance Abuse
SeN/cesshouldprovide written documenta
tion, for reference and review purposes, to
the Department of Medical Assistance Ser
vices on the methods used to estimate the
mental health and mental retardation rev
enues related to the Medicaid budget.

Recommendation. The Department
of Medical Assistance SeN/ces should en
sure that sufficient and timely documenta
tion exists for each component of the Medi
caid forecast. In the event that jUdgmental
adjustments are made to the baseline com
ponents of the forecast, or the anticipated
effects of policy changes are added to the
forecast, these adjustments or changes
should be identified in the forecast docu
mentation.

Recommendation. The Department
of Medical Assistance SeN/ces forecast re
view panel should be expanded to include
DepartmentofMental Health, Mental Retar
dation and Substance Abuse SeN/ces staff
as appropriate. Participation shouldinclude
a presentation and review of the methods
usedto develop the State mental health and
mental retardation seN/ces component of
the MedicaId forecast at least once each
year.

Recommendation. Given the relative
accuracy of recent MedicaId forecasts and
the overall adequacy of the forecast model
andprocess, increased legislative monitor
ing of the Medicaid forecast and expendi
tures is not required at this time.
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I. Introduction

The State helps fund health care for indigent persons through a variety of
programs. The largest ofthese programs - both in terms ofnumbers served and funding
- is the Virginia Medical Assistance Program, more commonly known as Medicaid.
Medicaid makes health care services available to qualifying citizens who do not have the
financial resources to obtain them. Over the past decade, the federal government has
expanded the Medicaid program by legislating mandated coverage of additional groups
of indigent citizens.

During FY 1991, there were more than 490,000 enrollees (those deemed eligible
for Medicaid) inVirginia's Medicaid program. Further, the program provided reimburse
ment for medical services on behalf of more than 428,000 recipients (enrollees that
received Medicaid-reimbursed services) at a total cost ofmore than $1.3 billion (including
administrative expenses).

The number ofprogram enrollees and recipients, as well as program costs, has
grown significantly. Over the past five years the number of Medicaid enrollees and
recipients has grown by approximately 32 and 35 percent, respectively. However, the
costs of the program have grown by about 85 percent over the same period.

The significant growth in the program, and the fact that the cost ofthe program
represents substantial general fund outlays for the State, resulted in legislative concern
about how well the Medicaid program operates in Virginia. The 1991 General Assembly
passed Senate Joint Resolution (SJR) 180 to address these concerns. SJR 180 requires
the Joint Legislative Audit and Review Commission (JLARC) to conduct a review ofthe
Medicaid program and to assess whether Virginia has implemented the program in the
most cost effective and efficient manner. SJR 180 directs JLARC to provide interim
reports to the Commission on Health Care for All Virginians and to the 1992 Session of
the General Assembly. Findings and recommendations are to be presented to the
Governor and the 1993 Session of the General Assembly.

This interim report is the first in a series on the Virginia Medicaid program. It
provides a general description ofthe program, focusing on program eligibility and recent
program changes. It also presents preliminary findings on Medicaid enrollee access to
primary care and the methods used to forecast and budget Medicaid program expendi
tures.

Other reports in the Medicaid series will focus on issues related to ambulatory
care, hospital care, long-term care, management of the Medicaid program, and funding
ofindigent healthcare in Virginia. These reports will be completed in 1992 and presented
to the 1993 General Assembly.
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THE MEDICAID PROGRAM IN VlRGlNIA

The Medicaid program is a joint federal-state program authori~dunder Title
XIX of the Social Security Act. Participation in Medicaid is optional at the state level.
However, each state and U.S. territory that ChQOSell to participate mUllt do so within
established federal guidelines. The Health Care FinancingAdministration (HCFA),part
of the U.S. Department ofHealth and Human Services, hall overllight responllibility for
state and territorial programs.

In 1966, one year after creation at the federal level by the U.S. CQngreSll, the
Virginia General Assembly authori~d the establishment of a Medicaid program i11 the
Commonwealth. However, beeaU6e of federal requirements for development and ap
proval of a lltate plan, Virginia'lI program did not become operational until 1969.

The Department ofMedical Assistance Services (DMAS) currently hall respon
sibility for administering the Medicaid program in Vi,rginia. This responsibility Wall
shifted to DMAS ill 1985, when the department Wall created. Prior to that, administra.
tion of Medicaid was carried out by the Virginia Department ofHealth.

The costs of the Medicaid program are sh~d by the federal government and
participatmg states. The federal government financial participation rate ranges from a
low of 50 percent to a high of83 percent, inversely based Oll a per-capita mcome funding
formula. Enhanced matchillg rates are available for certain adminilltrative functiOl\6
and demonstration projects. Currently, Virginia is Qne of 18 states and U.S. territorie6
that contribute 50 percellt to their overall Medicaid budgets.

An individual can be determined eligible for Medicaid only ifhe or llhe fits mto
one ofseveral eligibility categories. Most ofthese categoriell have been in placesince the .
program's inception. All state Medicaid programs are required to cover indigent persons
who are entitled to benefits due to their participation in federally-llupported public
allsistance programs. These mclude:

• aged (age 65 and older), blind, ordisabled individuals (including children) who
receive Supplemental Security Income (881) allsistance

• families with dependent children who receive Aid to Dependent Children
(ADC) assistance.

Both public assistance programll make callh payments to qualified individuals
who have limited income and rellources. The SSI program is adminilltered by the Social
SecurityAdministration. The ADC program is administered by theVirginiaDepartment
of Social Services (DSS). In additi.on, certain aged, blind, disabled, and ADO-related
individuals who do not receive public assistance payments but who meet certain income
and resource requirements must also be covered by Medicaid.
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Recently, the federal governmenthas required states to coverindigent pregnant
women, infants (children younger than age one), and children born after September 30,
1983, who are at or belowspecified federal poverty income levels. In addition, the federal
government now requires state Medicaid programs to pay the costs associated with
ensuring Medicare coverage for certain impoverished Medicare beneficiaries.

State Medicaid programs must also provide federally-mandated services in
cluding, but not limited to, ambulatory care services (such as physician services,
diagnostic laboratory and X-ray services, outpatient surgery, and family planning
services), inpatient hospital services, and certain long-term care services within limits.
Additional services, such as pharmaceutical services, may be included at a state's option.
Most covered services mustbe provided to all individuals who meet the eligibilitycriteria.
However, states are required to provide a greater complement of services for certain
individuals who receive Medicaid, including children and pregnant women.

In Virginia, local social services departments are responsible for determining
eligibility and enrolling individuals in the program. Enrollees receive a Medicaid card
each month, which they present to Medicaid providers prior to receiving health care
services. Recipients may be required to pay a small amount (copayment) to Medicaid
providers for certain medical services.

The Medicaid program functions as a third party payer ofmedical services for
eligible individuals. As such, it reimburses health care professionals and facilities for
covered services provided to those enrolled in the program. The MedIcaid program does
not provide direct financial assistance t.a recipieDta.

Currently, theMedieaidpiOIllUllis thefourtblargeatprogram inVll'giniawhen
feden1 and S~te t'inanc1al OOI1tributions are conaidered. In terms ofState general fund
~turee, however, the MedicaidpiOllaDl is actually the third largest State pro
pam. Total~turas for the Nedicaid piOllaDl in FY 1991 were more than $1.3
billion. This included almost $1.27 billion in medical care apenditures for 428,650
recl.pi.entll and $59 million m~turas for piOllaDladministration. Figure 1 depicts
MecUcaid program COIlts by Il'UQor cateaonea of~tures.

In FY 1991, reimbursement for Ave typeI of services accounted for almost 80
percent oftotal program~turas.These were reimbursements for nursing facility
servicea, mpatient hospital servicaB, mental health and mental retardation services,
pbYllician servicaB, and pbarmaceutica1 services. Expenditures for nursing facility
serviceaandmpatientbospitalservicesaccountedforthelargestportionofexpenditureB
(U and 21 percent, respectively). Expenditures for znental health and mental retarda
tionservicea aceolUltedfor the nextlarpst~ture category (about 16 percent in FY
1991).
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,-------------Figure1------------,

FY 1991 Medicaid Expenditures

Total Expenditures =$1.3 billion

Mental Health and
Mental Retardation Services

$210.6 nililon (15.9%)

/

Inpatient Hospital
SeMces

$284.6 nililon (21.5%)

/

"Home HeaJthlPersonal Care
Services

$46 minion (3.5%)

Program
Adninistration

$58.6 nililon (H%)

i

1
Nursing Facility Services
$312.5 nilion (23.6%)

OtherCare,/
Other Practitioners,

lab/X·Rays
$47.5 nillion (3.6%)

Medicare
Insurance Payments

$31 minion (2.3%)

Pharrnaeeutical Services '\..
$102.6 nililon {7.7%~

OuIpatient~
$96.8 nililon (7.3%)

Physician~

$134.61Ti1ion (102%)

Source: JLARC staff analysis ofFY 1991 DMAS unaudited financialstatementB and DMAS records
of paymentB made to the Department of Social Sam.... for eligibility detBrmination and
contractual obligationa in FY 1991. Percentages may not add to 100 due to rounding.

Majority of Medicaid CQsts Am for Services Proyided to
Aged and Djsabled Recipients

The majority of program expenditures (71 percent) during FY 1991 were
directed towards care of the aged and disabled, though they accounted for only 17 and 15
percent of the total number of recipients, respectively (Figure 2). Conversely, less than
one-third of total program expenditures were spent on adults with children (primarily
women) and children (age 20 and younger), who comprised about two-thirds ofVirginia's
Medicaid recipients in FY 1991.

Average costs per recipient reflected these differences in total program expen
ditures. On average, disabled recipients had the highest cost for Medicaid-reimbursed
services, about $6,250 per person in FY 1991 (Table 1). The cost to provide services to
aged individuals was slightly lower, averaging about $6,035 per person. In contrast, the
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~---------Figure2------------,

Number and Type of Medicaid Recipients
Compared to Expenditures
for Each Recipient Group

FY 1991

l---------MedlcaJdReclpients,----------l

Chldren
(~21 and

yolIlgllI)
192,646

Total RecIpients • 428,650

Adullswllh
Chldren'
97,4ro

1-----Medical Care Expenditures by Recipient Groups-----I

ChIaen
(~20and

yolIlgllI)
$174.6 rriIlon

Total Medical care ExpendItures. $1,187,699,179**

'l1io~ i'ICkIdts propnI women and AOC-roIoIod .....
*'Tolal dolo not i>:lOOo mt<icaI en oxptn<IllnI modt aI year-and cost sottIemenls with h8aIIh cara prcMdern.

Source: JLARC staff analysis of HCFA 2082, StatUtkal Report on Medical Care: Eligibla,
Recipiento, PaymenUl, and Servicea, DMAS State FY 1991.

5



------------Table1------------

Medical Care Cost Per Recipient by Type - FY 1991

Recipjent Ty:pe

Disabled
Aged
Blind
Adults with children·
Children age 20 and younger

Average Cost
Per Recinient

$6,250
6,035
4,525
1,687

906

"This group includes pregnant women and ADC-related adultl.

Source: JLARC steff anelyoia of HCFA 2082, StaJiotical Report on Medica! Care: Eligibles,
Recipwu., Payments, and Servieu, State FY 1991.

cost to provide Medicaid services to' children age 20 and younger was the lowest,
averaging $906 per child.

The higher average costs aasociated with medical care for aged and disabled
Medicaid recipients may be due to the nature of the care many of them receive. In FY
1991, about one-quarter of aged Medicaid recipients received institutional care in
nursing facilities and/or hospitals, and about seven percent of disabled Medicaid
recipients received this type of care.

The cost of providing one year of institutionalized care for these recipients
averaged about $16,995 per aged recipient and $35,285 per disabled recipient. This
includes all costs associated with their care in an institution, such as physician services,
pharmaceutical services, and nursingfacility services. Nursing facility services for these
recipients appear to be the mostcostly componentofthis institutional care. The average
cost ofnursing facility services for an individual aged, blind, or disabled recipient ranged
from about $13,900 to almost $16,300 in FY 1991.

Despite the high average costs for aged, blind, and disabled recipients, medical
care expenditures for most VugiDia Medicaid recipients (51 percent) averaged less than
$500 per person in FY 199L Figure 3 compares the levels of payment made by the
Medicaid program by type ofrecipient. Medical costs incurred by more than 70 percent
of the children and almost 50 percent of adults with children were less than $500 per
person. This may be due to the preventive nature of the care they received.

About 28 percent of aged recipients incurred less than $500 per person in
Medicaid expenditures in FY 1991. These low payments on behalfofaged recipients are
probably due to Medicaid payments for their Medicare premiums, deductible amounts,
and coinsurance.
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r----------Fiaure3----------...,
Number and Type of Recipients

by Medicaid PaYment Levels
Fiscal Year 1991

45,000

,000

,000

---~~30,000

25,000

20,000

15,000

144,744 ADC cIlldren ".,
receIvilg $500 or leas

Humblrof

RecIplInls~-------
50,000

• Includes ADC-related children and indigent children eligible under federel provisions releted to
epecified poverty income Ieve\a.

Source: JLARC ataffdepictionofdata on recipienta and peymenta in FY 1991, as prepered by
mUll for House ApPlOprietron. Committee staff.
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JLARC REVIEW

Increasing gaps in health care coverage experienced by the general population
have fueled concerns about citizens' access to basic health care. This has led to increased
reliance on the Medicaid program as a vehicle for expanding health care coverage to
larger numbers of the poor on both a national and state basis. Dramatic growth in the
costs ofproviding this expanded coverage through the Medicaid program has resulted in
additional scrutiny of state Medicaid programs for ways in which program costs can be
contained, while preserving essential health care services.

This JLARC review of the Virginia Medical Assistance Program is a result of
legislative concerns over the growth ofVirginia's Medicaid program. The Commission on
Health Care for All Virginians sponsored SJR 180, requesting that JLARC review the
Medicaid program and assess whether Virginia has implemented the program in the
most cost-effective and efficient manner. Numerous research activities have been
implemented to conduct this assessment.

Study ISSUM

Senate Joint Resolution 180 outlines specific issue areas to be addressed in the
JLARC review of the Medicaid program. Research activities are being conducted to
address the following:

• assess the cost savings and health policy implications oflimiting the scope or
duration of optional services or adjusting recipients' contributions to care

• examine the State's interpretation of federal requirements to determine if'
they have been implemented in the most effective and least costly manner

• determine the effectiveness of current utilization review procedures in con
trolling costs and explore additional options

• evaluate reimbursement methods to determine if they adequately encourage
cost effective delivery of services

• determine the sufficiency of reimbursement rates to provide quality care at
the lowest required cost

• review forecast and budget methods to ensure that they adequately identify
and project the cost ofpolicy changes, service utilization, and new mandates

• determine how the legislative branch could increase its capacity to more
closely monitor Medicaid forecasts and expenditures

• explore the costs of alternative administrative methods for implementing
program requirements and options
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• examine the relationship with other State programs to promote optimal
utilization of State funds

• identify options for using Medicaid funds for services currently supported
solely with general funds

• review the eligibility, scope ofservices, and reimbursement rates for indigent
care at the University of Virginia Medical Center, the Medical College of
Virginia Hospitals, and the Medical College of Hampton Roads, and deter
mine the appropriateness ofgeneral fund and Medicaid allocation methodolo
gies for these institutions.

Due to the broad nature and complexity of the issues set forth in SJR 180, the
issues have been divided among three research teams according to distinct components
of care provided by the Medicaid program. These teams are focusing specific research
issues around three major topical areas: (1) ambulatory care, (2) hospital care, and (3)
long-term care. Issues have also been structured around two other topical areas:
management ofthe Medicaid program and funding ofthe indigent health care system in
Virginia.

Research Activities

A number of research activities have been undertaken to assess the Medicaid
program. Some research activities served to provide more focus to the study and
structure the research. Other activities were conducted specifically to provide prelimi
nary information on the Medicaid program and analyze issues related to program costs,
eligibility, enrollee access to primary care, and forecast and budget methods.

MeetiTl/ls with Health Care EWerts, JLARC staffmet with several individuals
with expertise in health care and Medicaid-related issues. The purpose of these
meetings was to become familiar with the Medicaid program and obtain information
which would assist staff in focusing the study issues and structuring more specific
research activities. Meetings were held with: (1) staff responsible for Medicare and
Medicaid evaluations in the U.S. General Accounting Office (GAO) Human Resources
Division, (2) staff of the Physician Payment Review Commission of the U.S. Congress,
(3) Rand Corporation staff, and (4) staff of the Urban Institute.

Document Reviews. Numerous documents pertaining to the Medicaid program
and health care issues have been collected and reviewed for information on the current
health care environment, Medicaid program costs, eligibility, access to care, Medicaid
forecast and budget techniques, and other issues related to the Medicaid program. A
comprehensive list of these documents has not been included in this interim report.
However, documents that provided important information on the Medicaid program
included:

• The State Plan for the Medical Assistance Program Under Title XIX of the
Social Security Act, DMAS
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• Medicaid manuals, published by HCFA

• Assistance Program Manual, Volume XIII, Virginia Department
of Social Services

• Code ofFederal Regulations Part 430 to 435

• Code ofVirginia, Sections 20-88.01 and 63.1 et seq.

• Statistical Report On Medical Care: Eligibles, Recipients, Payments,
and Services, HCFA 2082 Report, State Fiscal Years 1987-1991

• HCFA Medicaid program fInancial management reports.

In addition, several other reports were obtained and reviewed to gather
information for this interim report. Congressional budget conference reports pertaining
to past legislative mandates for the Medicaid program were collected, as well as Omnibus
Budget Reconciliation Acts of 1986, 1987, 1989, and 1990. The Medicare Catastrophic
Coverage Act of 1988 was also reviewed. A number of reports issued by GAO on the
Medicaid and Medicare programs were also obtained and reviewed. State budget
documents and DMAS unaudited financial statements for the last fIve fiscal years were
assessed, along with reports by the U.S. Office of Management and Budget and HCFA
on Medicaid expenditure forecast and budget methods.

Structured Interviews, JLARC staffconducted structured interviews with staff
in State agencies, local agencies, and one federal agency. Information was collected on
all aspects of the Medicaid program, as well as issues related to program funding,
forecasting and budgeting expenditures, enrollees, recipients, providers, services, reim
bursement, administration of the program, and potential cost containment measures. .

The study team conducted structured interviews with staff in the following
State departments: Medical Assistance Services; Planning and Bud"get; Social Services;
Visually Handicapped; Mental Health, Mental Retardation and Substance Abuse Ser
vices; and Rehabilitative Services. Staff in local social services departments were
interviewed for information on Medicaid eligibility requirements and processes. As part
of the structured interviews, site visits were made to four local social services depart
ments. Finally, one staff member in the Richmond Office of the Social Security
Administration was interviewed for information concerning the relationship between
the Medicaid program and the SSI program, and qualified Medicare benefIciaries.

Conference Attendance, Research activities included attending two conferences
related to the Medicaid program. These conferences covered a number ofissU8s related
to the administration ofthe Medicaid program, and specifIc information on forecast and
budget methods for public assistance programs.

Secondary Data Analyses. Data were collected from a variety of sources and
analyzed using several different computer software packages. Secondary data analyses
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were conducted to assess: current Medicaid program expenditures and increases over
time, the accuracy of the Medicaid forecast and budget proceas, the distribution of
Medicaid enrollees and providers in VlI'ginia, and access to care for Medicaid enrollees.

Analyses ofMedicaid program expenditures were conducted using several data
sources collected from DMAS and HCFA. HCFA 2082 reports were collected from DMAS
for State and federal flBCai years 1987 through 1991. In addition, comparative state
Medicaid data tables were collected from HCFA2082 reports for similar years along with
Medicaid financial management reports and reports ofState Medicaid budget forecasts.
Finally, DMAS unaudited financial statements for FY 1987 through FY 1991 were
collected and analyzed.

Data for the assessment of the Medicaid forecast and budget process were
collected from budget documents, working papers, and forecast documentation main
tained by the DMAS budget division and the health and human resources section ofthe
Department ofPlanning and Budget. These documents contained data on program base
expenditures, policy a<ljustments, expenditure projections, and forecast methodology. In
addition, data from State budget transactions were reviewed to make this assessment.

The analysis ofMedicaid enrollees, providers, and access to primary care relied
on the compilation ofseveral data sources. To conduct these analyses secondary data on
licensed health care providers were collected from the Virginia Department of Health
Professions, the Medical College ofVirginia (MCV) Department ofFamily Practice, and
a JLARC/MCV survey of obstetrical services available at general hospitals. Virginia
population data from the U.S. Census Bureau were collected to make demographic
comparisons between Medicaid enrollees and the general State population. In addition,
data on Medicaid enrollees and providers for the last three fiscal years were collected
from DMAS. These data were analyzed using a statistical software package and the
General Assembly's geographic information system.

Survey ofSelected States. A survey ofother states was conducted to assess the
forecast and budget proceas for the Medicaid program. Nine states were surveyed about
the processes they use to forecast Medicaid program expenditures and the role of their
legislatures in the forecast proceas. These states were selected based on proximity to
Virginia and the sophistication of their forecast methods.

Deport Organjzation

This chapter has presented a briefintroduction to the Medicaidprogram and its
current program costs in Virginia. The next chapter presents a more detailed overview
of the program in Virginia, including a discussion of Medicaid eligibility, covered
services, and service providers. Chapter III discusses the changes in the Medicaid
program over the last five years, including changes in program expenditures and
eligibility criteria, and whetherVirginia is implementingsome ofthese requiredchanges
as intended. Chapter IVpresents an analysis ofMedicaid enrollee acceas to primary care
in Virginia. The final chapter discusses the adequacy and accuracy of current DMAS
methods to forecast and budget Medicaid expenditures.
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II. Overview of the Virginia Medicaid Program

The Virginia Medical Assistance Program makes health care services available
to qualified citizens who do not have the fmancial resources to obtain them. However,
federal program requirements restrict enrollment to individuals who fall within certain
eligibility classifications. Eligibility for Virginia's Medicaid program is even more
restrictive than most other states due to income and resource limits set by the State for
certain eligibility categories. Therefore, many low-income Virginians are not eligible for
Medicaid - particularly single, young adults who are not pregnant, blind, or disabled.

While the State's approach to eligibility for Medicaid is relatively restrictive,
services provided through the Medicaid program seem to cover many basic health care
needs. The programoffers federally-mandated services, such as inpatient and outpatient
hospital services, nursing facility services, physician services, diagnostic laboratory and
X-ray services, and family planning services, among others. The program also provides
coverage for a number ofoptional services, such as pharmaceutical services and limited
dental, optometry, and podiatry services. The mandatory and optional services provided
to Virginia's Medicaid enrollees appear to reflect those that other states offer.

However, manyenrollees do not have access to the full complementofmandated
and optional services due to limitations set by the Virginia Medicaid program. Medicaid
services are more comprehensive for some groups of enrollees, but are more restrictive
for others. In general, children (age 20 and younger) receive the largest complement of
services. Adults and medically needy enrollees have access to more limited services.
Approximately 87 percent ofthe more than 490,000 individuals who were enrolled in the
Virginia Medicaid program during a portion or all of FY 1991 received Medicaid
reimbursed medical services.

In FY 1991, almost $1.3 billion was paid to health care professionals and
facilities for care rendered to Medicaid enrollees. Most Medicaid payments are made to
enrolled providers. However, Vll'ginia also reimburses "non-enrolled" out-of-state
providers that occasionally render services to Virginia Medicaid enrollees. Reimburse
ment for mandatory services comprised about 75 percent of these medical care expendi
tures, while the cost to provide optional Medicaid services totaled about $320 million, or
about 25 percentofmedicalcare expenditures. Mostofthe optional servicesexpenditures
were for care of medically needy recipients.

MEDICAID PROGRAM ELIGmILITY

As an entitlement program, Medicaid mnst provide services to all who are found
eligible. However, citizens mnst enroll in order to receive health care coverage through
theprogram. They mnstsubmit an application to their local departmentofsocial services
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and their financial status must be evaluated. The Virginia Medicaid program utilizes
fairly restrictive financial criteria in determining eligibility. Because enrollment is not
permanent, eligibility is reevaluated every six or 12 months, depending on the enrollee's
particular eligibility classification.

Medicaid Eligibjlity Classifications

To become enrolled in the Medicaid program, an individual must fall within
established eligibility classifications. Each Medicaid enrollee is classified as a member
of one category and one class. Category distinguishes the unique characteristic which
applies to a certain group ofenrollees and is descriptive in nature, while class indicates
the level of need.

The federal government has recently expanded Medicaid eligibility classifica
tions by requiring states to cover certain categories of individuals who have specified
poverty income levels. In addition, the federal government allows states to expand these
mandated categories within broad poverty income parameters. Current Virginia
Medicaid eligibility classifications conform to minimum federal requirements for serving
new categories ofindividuals. While Virginia could expand coverage by addingcategories
or modifying certain income and resource limits, the State has not chosen to do so.
Implementation ofthese expansions would increase the cost ofthe Medicaid program.

CateflOries of Eligibility. Before Medicaid eligibility can be assessed, an
applicant must match the profile of one of several categories. Although only six major
categories will be discussed in the body ofthis report, Appendix B contains a comprehen
sive list of all eligibility classifications within the Virginia Medicaid program.

Four ofthe six major categories are related to a person's status as a participant·
in two public assistance programs: Aid to Dependent Children (ADC) and Supplemental
Security Income (SSI). The four categories related to these public assistance programs
are: (1) ADC-related enrollees, (2) aged enrollees, (3) blind enrollees, and (4) disabled
enrollees (Exhibit 1). Applicants who fall in the last three categories can qualify for
Medicaid as SSI-related enrollees and/or as qualified Medicare beneficiaries (QMBs).
QMBs are Medicare enrollees with incomes at or below 100 percent ofthe federal poverty
income level. For QMBs, Medicaid pays the cost of Medicare premiums, deductible
amounts, and coinsurance.

The other two major eligibility categories which have been added recently
through federally-mandated program expansions are indigent pregnant women and
children. These individuals must have incomes at or below specific federal poverty
income levels to qualify for Medicaid.

In Instances in which applicants fit the description of multiple categories, the
category with the most generous service coverage is usually selected. For example, when
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-----------Exhibit1,...-------------

Major Categories of Medicaid Eligibility

APC.related enrollees:

• All ADC recipients are automatically eligible for Medicaid.

• ADC eligIbility is based upon income criteria set by the General Assembly.

• The ADC income limit varies according to family size and locality of residence.

• The ADC payment standard or maximum grant amount is about 90 percent of the ADC
income limit and is equivalent to about 31 percent offederal poverty income guidelines
($2,052 for one person).

• Deprivation must be a factor for ADC eligibility (at least one parent is either absent,
disabled, or unemployed).

Aged blind or disabled enro)]ees·

SSI.related enrollees:

• Individuals who receive SSI or would be eligible but for exceSs income above the SSI level.

• Individuals who receive SSI must meet more restrictive resource requirements in Virginia
(for example, contiguous property is limited to a value of$5,OOO).

QMBs:

• Medicare enrollees with incomes at or below 100 percent of the federal poverty income
guidelines ($6,620 for one person).

• If QMBs also qualify for Medicaid, they are considered "dually eligible" and receive
additional Medicaid services not covered by Medicare.

Indigent pregnant women"

• Single or married pregnant women with incomes at or below 133 percent of the federal
poverty income guidelines ($8,805 for one person).

• In computing the eligibility ofpregnant women, incomeis considered but resources are not
counted.

Indigent cbildren-

• Children younger than age six with family incomes at or below 133 percent of the federal
poverty income guidelines ($8,805 for one person).

• Children age six and olderborn after September 30,1983, with family incomes at orbelow
100 percent of the federal poverty income guidelines ($6,620 for one person).

• Deprivation is not a factor - children can qualify as indigent with both parents in the home.

Source: JLARe staffanalysis ofinterviews with Virginia Department of Medical Assistance
Services and Department of Social Services staff on eligibility, and review of "Medicaid
Eligibility Overview," May 16, 1991, provided by DMAS.
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one or more children are part ofan application, an attempt is made to determine whether
they can become eligible under the ADC-related category, since this is the broadest
category of Medicaid coverage for families. In addition, QMBs are evaluated to
determine ifthey may be"duallyeligible," that is, eligible to receive Medicaid-reimbursed
services not covered through the Medicare program.

Classes ofEli{fibility. There are two classes ofMedicaid enrollees: categorically
needy and medically needy. Most categorically needy individuals participate in other
public assistance programs, typically ADC or SSI, though indigent pregnant women and
children have recently been added to this class. In addition, most categorically needy
Medicaid coverage is mandated by federal statute. However, Virginia began covering
selected optional categorically needy groups in 1970 (see Appendix B for a listing ofthese
optional groups).

The Virginia Medicaid program also provides coverage to those who are
classified as medically needy. Medically needy eligibility profJles are consistent with
those for the categorically needy. As such, these enrollees must be part ofa family, aged,
blind, disabled, pregnant, or born after September 30, 1983. However, medically needy
enrollees have countable incomes and/or resources which exceed the limits set for
categorical eligibility. Most medically needy enrollees must reduce their countable
resources and/or "spend down" excess i'ncome by sustaining medical expenses in order to
qualify for Medicaid coverage. Income represents the dollar amount that an enrollee
receives on a regular basis, including salary, retirement payments, and child support.
Resources represent the dollar value ofreal or personal property owned by the enrollee.
However, public assistance benefits are exempted in calculating an individual's count
able income and resources, including ADC payments, auxiliary grants, SSI payments,
food stamps, and fuel assistance.

The State elected to provide medically needy coverage in 1970. Currently"
Virginia is one of 40 states and U.S. territories which provide Medicaid coverage to
medically needy individuals.

Medjcaid Income and Resource IJmits Vary
By Eligibiljty Category and Class

Medicaid income and resource limits vary according to enrollee category and
class of eligibility. Figure 4 lists the income limits for most eligibility classifications.
Much of the difference can be attributed to federal statute. For example, all enrollees
must meet specified income limits, but two categories are exempted from resource limits
due to federal requirements: indigent children and pregnant women. However, some of
the variation in income limits is due to the State's ability to control certain income and
resource criteria established for the ADC and 881 programs.

Recent efforts to change the State ADC income limits and payment standards
(or grant amounts) would have affected the Medicaid program. In addition to increasing
the number of persons eligible for ADC, these attempts would have altered Medicaid
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i Figure4----------------,

Virginia's Monthly Income Limits for Medicaid Enrollees
by Major Categories and Classes·
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income limits for the medically needy class. However, changes have not been made to the
ADC income limits or payment standards since 1986.

Income and Resource Limits For Cateqorically Needy Individuals. .Historically,
VIrginia has limited the number of persons covered as categorically needy under
Medicaid in several ways. First, categorical coverage is limited by setting relatively
restrictive income eligibility criteria for the ADC program. For those individuals who do
not receive ADC monetary payments, the ADC income limits are used as income criteria
for eligibility. An applicant whose income is ator below this level and who meets the other
eligibility criteria for this category may qualify as categorically needy.

It is important to note, however, that ADC income limits in Virginia vary by
locality. Generally, rural localities have lower ADC income limits than urban localities.
Consequently, ADC-related individuals residing in rural areas may be excluded from
obtaining Medicaid eligibility because the income criteria applied in their localities are
lower than those of most urban localities.

Virginia further restricts the number who could qualify as categorically needy
because the 8tate can implement more restrictive resource criteria for 88I-related
applicants for the purposes of determining Medicaid eligibility. For example. to qualify
for 881, an applicant can exclude the'value of his home and all contiguous property.
However, the Virginia Medicaid program caps the value ofcontiguous property that can
be excluded for SSI-related applicants at $5,000 in determining Medicaid eligibility.

Inwme and Resource Limits for Medically Needy Individuals. The number of
persons who could be covered by the Medicaid program as medically needy is limited due
to provisions set forth in federal statute. Medically needy income limits must be equal
to or less than 133 percent ofa state's ADC payment standard (the maximum monetary
grant amount established to cover all allowable maintenance needs ofADC recipients).
As with the categorically needy, the income limits for the medically needy class vary by
locality of residence because they are tied to ADC income limits.

Because ADC is not indexed to inflation, the real value of ADC benefits has
eroded over time. According to the Congressional Budget Office, Virginia's maximum
ADC benefits fell by 49 percent in real terms between 1970 and 1989. Nationally, there
was a 37 percent decline in the real value ofmaximum ADC benefits during the same time
period.

Currently, Virginia's ADC income limits rank 48th in comparison with other
states and the District ofColumbia (Table 2). Therefore, most other states which provide
medically needy coverage probably have broader coverage of medically needy individu
als. Virginia's low ADC income limits result in increased spend-down amounts for
persons who qualify for Medicaid as medically needy. In addition, the low ADC income
limits may result in postponement of needed medical care.

The elderly are particularly impacted by low ADC income limits. For example,
many elderly may receive Social Security benefits. While these benefits may represent
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r------------Table 2 ------------,

Aid to Dependent Children
Monthly Income Limits

and Medically Needy Coverage

State

ADC
Income
Limlta

Coverage of
Medically

Needy State

ADC
Income
Limlta

Coverage of
Medically

Needy

Wyoming
H_";fijkL::::::>:/::::::':
California

DilikidorCOIlimblil .
Wiaconain

Kentucky

.1Il.I'i!{.·i.····

Weet Virginia

~n·
Oklahoma

i·~.
Georgia

...&utb Carolina

South Dakota

MiBSiasippi
Nebraska
Delaware

I .11 I VIRGINtA
Indiana

Miuo1lri
New Mexico

$4W
$«9
$«6
$439

$437
$431

$ill
$401

.$38(l

$364

$362

$356
$350
$340

$331
$326

$3:22
$316
$312
$293

. $293
$270

$257
$255

$250
$247

Note: Income limita are for a family of two.

SoUJ'CM: "State Coverage of Pregnant Women and Children", Nationel Governor'. Association,
January 1991 and "Medicaid Service. State By State", Heelth Care Financing
Administration, October 1, 1990.
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fixed incomes, they may include annual cost-of-living allowances which increase their
income and widen the gap between their income and their ability to qualify for medically
needy Medicaid coverage.

The link between the medically needy income limits and the State ADC income
limits impacts different categories of applicants in different ways. Because of the low
State ADC income limits and payment standards established by the General Assembly,
it is easier for ADC-related applicants to obtain Medicaid eligibility under medically
needy requirements than categorically needy requirements. Consequently, individuals
with incomes that may disqualify them for an ADC monetary payment can still obtain
Medicaid eligibility under requirements for medically needy individuals. For example:

The income limit for a family of two residing in Richmond City and
receiving ADC is $257per month. A family that qualifies for ADC will
automatically receive Medicaid coverage under categorically needy
requirements. However, the medically needy income limit for a family
oftwo residing in Richmond is $308 per month. Hence, a family with
monthly income in e:ccess of $257 per month but less than $308 per
month would qualifjl for Medicaid under medically needy require
ments, even though they would not be eligible for ADC. A spend-down
amount would only be calculated for families with monthly income in
excess of$308 or resources in excess of$1,000.

For aged, blind, or disabled SSI-related applicants, the reverse is true. With
SSI, it is easier to obtain Medicaid eligibility under categorically needy requirements
than medically needy requirements. This is because the categorical SSI income limits are
set higher than the medically needy income limits (133 percent ofthe State ADC payment
standard). To illustrate:

The categorically needy SSI-related income limit for an individual is
$407 per month. If a SSI-related applicant from Richmond City
receives more than $407 per month, he can only quality for Medicaid
under the medicallyneedy requirements. However, the medically needy
income limit for an individual residing in Richmond City is $250 per
month. Hence, the SSI-related applicant whose income exceeds $407
per month will have to incur at least $825 in medical expenditures to
meet the required spend-down amounts prior to receiving Medicaid
coverage for medical services for a six-month period. Once the spend
down amount is met, the applicant will be enrolled for the remainder
ofthat six-month period, at which point the spend-down process will
begin again.

State OPtions Considered in Revisine Medically Needy Criteria. Virginia can
alter the medically needy income limits by revising its ADC income limits and payment
standards. Currently, 133 percent ofthe State ADC payment standard is approximately
41 percent ofthe federal poverty income level. Consequently, the medically needy income
limit for a family oftwo in Richmond would be about $3,687 per year (the federal poverty
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income level for a two-person family is $8,880 peryear). However, by increasingthe State
ADC income limits and payment standards, additional Virginians would be eligible both
for ADC and Medicaid. Recently, consideration was given to revising the State ADC
income limits and payment standards; however, no change was made.

During the 1991 Session ofthe Virginia General Assembly, the budget submit
ted by the Senate included a proposal to increase the State ADC income limits and
payment standards by four percent. Stafffrom the Senate Finance Committee estimated
that as a result ofthis proposal, an additional 4,000 persons would have been eligible for
Medicaid as ADC-related. The projected cost ofprovidingMedicaid services for these new
enrollees was estimated as $6.6 million. Because the Virginia Medicaid program has a
50 percent federal financial participation rate, the State would have been responsible for
contributing $3.3 million on behalf of these enrollees. This proposal was ultimately
rejected. Given the present economic climate, it is unlikely that the State ADC income
limits and payment standards will be increased in the immediate future.

Virginia could also eliminate the more restrictive resource limits for SSI
recipients. In 1990 the Department of Medical Assistance Services (DMAS) estimated
the impact of extending Medicaid coverage to all SSI recipients. For FY 1991 and FY
1992, an estimated 20,020 additional SSI recipients would have been eligible for
Medicaid, reqniring an extra $70 million ($35 million in general funds and $35 million
in matching federal funds). This total was based upon a projected expenditure per
enrollee of $3,396 in FY 1991 and $3,634 in FY 1992.

Medicaid Eligibjlity Process

The Department ofMedical Assistance Services has responsibility for adminis
tering the Virginia Medicaid program. DMAS contracts with the Department of Social
Services (DSS) to conduct eligibility determinations. Applications for Medicaid coverage
must be made at the appropriate local department of social services. Local departments
also work with other agencies in making eligibility decisions. These decisions must be
made within certain federally-mandated and State-required time limits.

Involvement of Other Agencies in the Eligibility Process, If applicants claim
blindness or medical disability as the basis for their eligibility, the local department of
social services arranges for verification of their claims. These applications are referred
for examination to one of two State agencies: the Department for the Visually Handi
capped (DVH) or the Department of Rehabilitative Services (DRS). DVH makes
determinations when an applicant is legally blind. For instances in which medical
disability is the basis for eligibility, DRS makes the determination. DRS staff also work
with applicants who have limited vision along with other disabilities, but who are not
considered legally blind.

DVH and DRS submit their determinations on blindness and disability to the
applicant's local department of social services. The local department completes the
Medicaid eligibility determination process by evaluating the applicant's income and
resources. Figure 5 illustrates this application process.
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The Social Security Administration (SSA) is also indirectly involved in the
Medicaid eligibility process. SSAcontracts with DRS to obtain disability determinations
for SSI-related disabled applicants. In addition, SSA provides income verification for
Medicaid applicants who receive SSI. This information is transmitted through monthly
listings sent to each local department of social services.

Time Limjts for Determining Eljgibility. Local department staff have 45 days
to determine Medicaid eligibility for all categories of applicants, except for blind and
disabled applicants. Local department staffhave 90 days to make eligibility determina
tions for these applicants, because of the necessity for medical review and the involve
ment of other agencies.

The State has elected to notify pregnant women of their eligibility within ten
days, in an effort to expedite appropriate prenatal care. Indigent pregnant women and
children also have abbreviated enrollment forms. All applicants can appeal negative
decisions to DMAS.

Redeterminations, which involve re-evaluating current enrollees' income and
resources to determine whether they are still eligible to receive Medicaid services, are
conducted every six months for ADC-related enrollees and all medically needy enrollees
with spend-down amounts. The other Medicaid enrollees are reconsidered once a year.
Current enrollees can gain or lose Medicaid eligibility based upon their eligibility for ADC
and SSI, pregnancystatus, age, changes in financial status, and the timeliness ofmeeting
medically needy spend-down amounts.

SERVICES COVERED BY THE MEDICAID PROGRAM

The Virginia Medicaid program provides reimbursement for a broad package of
medical services for its recipients. Some of these services are required by federal and
State mandates. In addition, the Virginia program provides coverage for a number of
optional services. Comprehensive coverage of mandatory and optional services is not
provided to all Medicaid recipients, however. Besides providing optional services, states
are able to influence Medicaid services by imposing certain limits on services and
applying for waivers from certain federal requirements.

Examination of the services available through the program revealed that
Virginia's service coverage appears to mirror that offered by most other states. States
must cover federally-mandated services for categorically needy recipients. These include
inpatient and outpatient hospital services, nursing facility services, physician services,
diagnostic laboratory and X-ray services, and family planning services, among others.

Virginia is one of 40 states and U.S. territories that provides a complement of
optional services to Medicaid recipients. The optional services covered by the Virginia
Medicaid program do not appear to be extravagant and also appear to be similar to those
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services provided by most other state Medicaid programs. Examples ofoptional services
include pharmaceutical services (particularly prescription drugs), limited dental ser
vices, eyeglasses and optometry services (for children only), and podiatry services.

Virginia spent about $320 million on optional services in FY 1991 (about 25
percent of medical care expenditures). The most costly optional services were pharma
ceutical services (almost $103 million) and nursing facility services for medically needy
individuals (about $94 million). The majority of the expenditures for optional services
were for the care of medically needy recipients, who comprise about nine percent of all
Medicaid recipients.

Table 3 lists most mandatory and optional services available to Medicaid
enrollees by their eligibility class. Virginia has opted to provide a similar complement
of services to both categorically needy and medically needy individuals within certain
limits. However, there are differences in coverage. The broadest array of Medicaid
reimbursed services is provided to children, followed by pregnant women. Reimburse
ment for services provided to other adults and medically needy recipients is more limited.
In addition, Medicaid provides reimbursement for Medicare coverage on behalfofQMBs
rather than providing reimbu;~sementfor direct medical care.

IJmitatioDs on Services

The Medicaid program includes provisions which are designed to elicit prudent
utilization ofservices. First, many medicallyneedyrecipients are required to make small
copayments or meet a deductible charge for certain services. However, federal regula
tions prohibit copayments for children age 18 and younger (Virginia has extended this
provision to include children age 20 and younger), pregnant women, and institutional
ized individuals, as well as for all recipients ofemergency services and family planning .
services.

Second, the Medicaid program applies limits to certain services for many
recipients. For example, all recipients except children are limited to 21 days ofinpatient
hospital care per episode. Routine dental examinations are only available to children,
and these are limited to one visit every six months. Appendix C provides more extensive
information on Medicaid service benefit limits for recipients.

Third, the Medicaid program emphasizes the provision of services that are
medically necessary and provided in the most cost-effective setting. Medical necessity
reviews are conducted by DMAS staffin an effort to encourage appropriate utilization of
resources. In addition, DMAS has applied for waivers from certain federal requirements.
Waivers allow states additional flexibility in structuring their Medicaid programs. They
can be used to contain costs by providing services in different ways and by targeting
certain groups of enrollees. A description of Medicaid waiver services available in
Virginia is contained in Appendix C.
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Table 3

Mandatory and Optional Services Available
to Medicaid Enrollees by Class of Eligibility

as of December 199f

«ii< ..... < CategoricaflY MedlcaflY
Cost Sharing Amount';Mi""""lll"'. Netdy(CN) Nlltdy(MN)

Ambu/atDly Care
Case management State mandate oplionaI
Oinic services optional oplionaI $1 per visit CNlMN
Dental services optional oplionaI
EPSOT services federal mandate optional
Eyeglasses optional optional
Family=-.services federal mandate oplionaI
Family 8nd • uk: nurse

practitioner services federal mandate optional
Home heaIlh care:

OI.lSe, aide, supplies
&equlpmen~ federal mandate optional

physical &occupational therapy,
speech &audiology optional oplionaI

Lab and X'ray services federal mandate optional
Nurse-rnidwife services federal mandate optional
OplomeWy seMCIlS optional optional $1 per visit CNlMN
Pharmaceutical services (incIudi"J

prescribed drugs) optional optional 1 per Rx CNIMN
Physicallherapy & related services optional optional
Physician services federal mandate oplionaI $1 per office visit MN1$2 per i~tient visit

~services optional oplionaI $1 per office visit MN1$2 per inpatient visit
prenatal servictill State mandate State mandate

Pros1helic devlCIlS optional optional
Rehabilitative seMCIlS optional oplionaI
Rural heaIlh clinic services federal mandate optional 1 per visit CWMN
Transportation optional oplionaI

Hg§pitaI Cars
Emergency services federal mandate optional
Inpatient services federal mandate oplionaI $30 deductible each admission MN
Outpatient services federal mandate optional $2 per visit MN

LOOI1:Tsnn Cars
Ho6pice care federal mandate optional
NursIng facility services federaf mandate optional Patient payment
Skilled oorsIng facility services for

persons youngar than age 21 optional State mandate Patient payment

Msnlal Hsa/th Seo1cs&
Clinical psychologist services State mandate optional $1 per offIce visit MN1$2 per inpatient visit
Commu:1ity mental health &mental

ratardation services State mandate State mandate
lM~tient &flJI'Sing facility

optional not provided Patient payment
Intannecfiate care facility services

for mentally retarded optional not provided Patient payment
-

'Ust~of services does not include services offered th;:ph home- and communay-based wsWer programs. These services
and tail on Medicaid service benet! lOins are desai in Appendix C.

'Cost sharIlg requirementsv~ e1igftJaay classiication and service type. Limas on the imJlOSaion and amount of
coplIYlllenls are guiled by f regUIatIOl1S. Some MedicaKl recipKlnts in iong-term care facaaies and other
mediCal ils1itutions may lie required to offset the cost of care as acondaion of receiving Medicaid-reimburned services.
However, these recipients are allowed to retain aminimal amount of income to pay for pel'lOnai needs.

'Individuals must be age 65 or older and resiling in aSlate facllay designsted as an Institution for Mental Diseases (IMO).

Source: Slste Plan for the Medical Assistance Program Under 7il1e XIX of the Social Security Act, Department of Medical
Assistance Services.
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Waivers from Federal Requirements for Institutional Services. The Virginia
Medicaid program has obtained waivers for a variety of home- and community-based
services (HCBS). These waivers are directed at specific populations in an effort to reduce
costs and improve recipients' qualityofcare. Toobtain a HCBS waiver, a state must show
that the cost to the Medicaid program for services for the targeted population will be less
than or equal to the cost to the Medicaid program for institutional services for this group.

Virginia has received permission to operate a HCBS waiver program as an
alternative to traditional long-term institutional care. Medicaid finances certain
services in full or in part if these services, along with other medical and social services
available in the community, will enable the recipient to remain in his or her home rather
than being placed in a nursing facility or staying in a hospital indefinitely. The program
has chosen to target these services to specific groups ofenrollees, includingAIDS patients
and children who need special "technology-assisted" services, such as those who are
ventilator-dependent. Services reimbursed through the HCBS waiver program include
personal care services, respite care, adult day health care, private duty nursing, and case
management.

PrQ.posed Waiver from Federal Requirements to Manaee Recipients' Care.
Typically, Medicaid enrollees are given "freedom ofchoice" in selecting their health care
provider from among enrolled providers. However, the Virginia Medicaid program has
applied for a waiver from this requirement to implement a managed care pilot program.
This pilot program, the Medallion program, was developed as a result of recommenda
tions by the Commission on Health Care for All Virginians. The Medallion program will
assign all ADC-related enrollees in four localities to a primary care physician. This
physician will act as "gatekeeper" for their necessary care by delivering most services and
making referrals for specialty care or inpatient treatment.

Generally, managed care programs are designed to coordinate primary care for
recipients and ensure continuity of care, reduce unnecessary and inappropriate use of .
emergency room care, and reduce excessive prescriptions and laboratory tests. As part
ofthe waiver request, DMAS has outlined three major goals: (1) to increase access to care
for targeted Medicaid enrollees, (2) to improve the quality ofcare to these enrollees, and
(3) to contain costs through better management of care. Additional information on
Virginia's waiver programs will be collected during the UPCOffiing year, and will be
included in the JLARC report to the 1993 Session of the Virginia General Assembly.

Extended Services for Children

Children have access to more Medicaid services than any other enrollee group.
First, all enrollees age 20 and younger are eligible for early and periodic screening,
diagnostic, and treatment (EPSDT) services; routine physical examinations and eye
glasses; and unlimited inpatient hospital care. All other enrollees are limited to 21 days
of inpatient hospital care per episode.

Second, Medicaid-covered dental services are provided primarily to this age
group. Children receive dental services, including emergency treatment for the relief of
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pain and infection, preventive treatment, and routine therapeutic services such as
extractions and fIllings. Of the 56,363 Medicaid-eovered dental services provided to
Medicaid recipients during FY 1991, 55,486 (98 percent) ofthese services were provided
to children.

Finally, federal ststuts directs stats Medicaid programs to provide eligible
children with any medically necessary services identified during the course ofan EPSDT
screening, even ifthe services are notspecificallycovered through the Medicaid program.
Examples ofservices that are not normally covered by Medicaid but must now be covered
(due to new EPSDT provisions) include inpatient psychiatric hospitalization and sub
stance abuse treatment.

Extended Services for Pregnant Women

Federal statuts permits statss to offer services to Medicaid-eligible pregnant
women that are greatsr in amount, duration, or scope than services for other Medicaid
enrollees'. The only stipulation associatsd with these services is that they be pregnancy
relatsd. In addition to services provided to other catsgorically needy recipients (includ
ing physician services, pharmaceutical services, diagnostic laboratory and x-ray ser
vices, physical therapy, and outpatient surgery), the VirginiaMedicaid program provides
additional coverage for educational, nutritional, and homemaker prenatal services for
pregnant women if approved by a physician. However, Medicaid coverage for pregnant
women ends 60 days following delivery unless they meet the requirements for another
eligibility classification.

Medicajd Courage of QMBs

Qualified Medicare beneficiaries receive very specific Medicaid coverage that is
not available to all Medicaid enrollees. Medicaid will pay Medicare Part A (hospital
insurance) and Part B (medical insurance) premiums, deductible amounts, and coinsur
ance for Medicare-covered services on behalf of QMBs. Further, QMBs who are
detsrmined to be "dually eligible" may receive additional Medicaid-reimbursed services
which are not covered through the Medicare program. Generally, these services would
include Medicaid-reimbursed pharmaceutical services (particularly prescription drugs)
and long-tsrm care in a nursing facility.

HEALTH CARE PROVIDERS

All Medicaid payments are made to health care providers, according to estab
lished criteria. Generally, reimbursement is made only to those health care providers
that are properly enrolled in the Virginia Medicaid program. Enrolled providers must
sign an agreement to accept Medicaid reimbursement as payment in full for services
rendered to Medicaid recipients. Unless they are cancelledat the request ofthe provider,
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because of death, or by DMAS, provider agreements are currently maintained for a five
year period. Several different methodologies are used to reimburse providers for services
rendered.

Virginja Medicajd Providers

Providers practicing in Virginia and those in adjoining states that routinely see
Virginia Medicaid recipients are required to be enrolled in order to receive reimburse
ment. However, Virginia also reimburses "non-enrolled" out-of-state providers that only
occasionally render services to Virginia Medicaid recipients. In order to receive payment,
these non-enrolled providers must file an agreement with DMAS. Providers have up to
one year from the date of service to bill the Medicaid program.

Many providers maintain more than one agreement with DMAS. DMAS
assigns each agreement a unique provider number for billing and reporting purposes. As
ofSeptember 25, 1991, slightly more than 21,300 health care professionals or facilities
had one or more agreements wii,h DMAS to participate in the Virginia Medicaid program.
Because most of the additional agreements maintained with providers are duplicative,
JLARC staffcollapsed the relevant information for each unique provider into one record
in order to determine the actual numberofunique agreements. InSeptember 1991 a total
of 21,828 unique Medicaid agreements were maintained with providers.

All providers do not routinely provide services to Medicaid recipients. However,
more than 90 percent of the providers have agreements which authorize them to
routinely provide services to Virginia Medicaid enrollees. These providers are classified
as "enrolled" and are located in Virginia or neighboring states. As ofSeptember 25, 1991,
they maintained a total of 20,137 unique agreements (Table 4). The majority of these
agreements, 59 percent, are maintained by physicians. Pharmacies, transportation.
providers, and dental care providers combined constitute another 23 percent ofenrolled
provider agreements.

Other health care providers that maintain agreements with the Virginia
Medicaid program do not routinely render services to Virginia Medicaid enrollees. Most
of these providers (1,400) are located in more distant states or are classified as non
enrolled. Another 285 providers (that maintain a total of291 unique agreements) have
limited agreements with DMAS. They are classified as Medicare crossover providers
because they accept Medicaid reimbursement for qualified Medicare beneficiary deduct
ible amounts i1nd coinsurance but do not accept Medicaid enrollees as patients.

Structure tor Funding Services Provjded to Medjcaid Recjpients

As mentioned earlier, the Medicaid program does not directly provide medical
services to eligible individuals enrolled in the program. It provides financial reimburse
ment to health care professionals and institutions for providing approved medical
services, products, and equipment to Medicaid enrollees. Several different methodolo-
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------------Table 4------------

Number of Providers Enrolled
in the Vlrginia Medicaid Program

by Type of Unique Agreement Maintained

Provider Amement TxPe

General Hospital
Mental Hospital
Other Hospital
Nursing Facility
Mental Nursing Facility
Home- and Community-Based Service Provider
Health Department Clinic
Mental Heaith Clinic
Other Clinic
Primary Care Physician'
Other Physician
Nurse Practitioner or Midwife
Other Practitioner
Dental Care (dentists & clinics)
Pharmacy
Maternal Infant Care Coordinator
Laboratory
Transportation Provider
Outpatient Rehabilitation Provider"
Other'

Number
Enrolled

103
22
19

243
27

443
130
85
28

6,219
5,735

18
1,182
1,202
1,596

34
82

1,777
62

1,130

20,137

Percent
of Total

0.51%
0.11
0.09
1.21
0.13
2.20
0.65
0.42
0.14

30.88
28.48

0.09
5.87
5.97
7.93
0.17
0.41
8.82
0.31

..5Jil

100%

lIncludes family or general practice, internal medicine or preventive medicine, obstetrics and
gynecology, and pediatric epecialtiee.

'Includee clinical psychologists, chiropractore, podiatrists, optometrists, opticians, speech
pethologists, audiologists, and nurse anesthetists.

'Includes facilitiee, rehabilitation agencies, and occupational and physical therapists.

"Includes hospices, ambulatory surgical centers, renal units, and providers of medical
supplies or eqnipment.

Source: JLARC staff analysis of DMAS Medicaid Management Information System provider
subsystam file in SAS format as of September 25,1991, including enrolled providers
located within Virginia, the District of Columbia, Kentucky, Maryland, North Carolina,
Pennsylvania, South Carolina, Tennessee, and West Virginia.
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ies are used to reimburse providers for services rendered. Exhibit 2 illustrates the types
of services reimbursed by the Medicaid program and their respective method of reim
bursement.

The program pays most Medicaid service providers (primarily health care
professionals) a set fee for the specific type of service rendered to Medicaid enrollees
(termed "fee-for-service" reimbursement). Payments are based on the lesser of the
State's fee schedule, the actual charge, or federal Medicare allowances.

-----------Exhibit2:------------
Medicaid Reimbursement Methods

for Specific Services·

TxPe of Service Reimbursement Methodoloe:Y

Inpatient hospital services
Nursing facility services
Physician services
Pharmacy services

Outpatient hospital services
Rehabilitation outpatient services
Comprehensive outpatient rehabilitation facilities
Lab and x-ray services
Federally qualified health center services
Community mental health services
Dental services
Podiatry services
Nurse-midwife services
Optometry services
Home health care services
Hospice services
Durable medical equipment
Medical supplies and equipment
Transportation services

Prospective per diem rate
Prospective per diem rate
Fee-for-service
Reasonable cost or maximum

allowable charge
Cost-based"
Cost-based
Cost-based
Fee-for-service
Cost-based
Fee-for-service
Fee-for-service
Fee-for-service
Fee-for-service
Fee-for-service
Fee-for-service
Fee-for-service
Fee-for-service
Fee-for-service
Fee-for-service

"This list is intended to be illustrative of the varying types of reimbursement mathodology used by
the Medicaid program to reimburse medical services provided to program enrollees. It may not be
comprehensive of all Medicaid services reimbursed by the program.

-*Reimbursement for outpatient hospital services are based on a proportion of actual costs to charges
for these services as set by the Cost Settlement and Audit Division of the Department of Msclical

Assistance Services.

Source: The State Plan Under Title XIX ofthe Social Security Act for Medical Assistance Program,
DMAS.
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Other Medicaid service providers, such as institutional providers (primarily
hospitals or nursing facilities), are reimbursed for services based on a prospectively
determined per diem amount. The prospective per diem amount is generally based on
cost reports submitted to DMAS by the provider for its prior fiscal year and a medical
inflation factor. The methodology used for nursing facility reimbursement also factors
in the types of patients cared for in each facility.

Other service providers are reimbursedin oneoftwo additional ways. First, four
types of services are reimbursed based on the actual cost to provide them. Second,
reimbursement for pharmaceutical services is based on defined reasonable cost allow
ances with a maximum charge.

Several assessments ofprogram reimbursement methodologies are being con
ducted as part of JLARC's ongoing research of the Virginia Medicaid program. These
assessments are in their preliminary stages at this time, however. Findings and
recommendations regarding these reimbursement methodologies will be presented to
the 1993 General Assembly.
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III. Recent Changes in the Medicaid Program

State Medicaid programs have been operating in a rapidly changing health care
environment for the past few yearn. In the last year alone, many states experienced
dramatic increases in their Medicaid costs. The Virginia Medicaid program, like
programs in other states, has had to be responsive to a number ofchanges due to federal
and State policies. Program administrators have had to grapple with a burgeoning
budget and increased caseloads as a result of mandated program changes and the
entitlement nature of the program.

Virginia Medicaid costs increased by almost 30 percent from FY 1990 to
FY 1991. The increase in Medicaid expenditures appeara to be caused by the interplay of
several factors. New federal mandates and changes in State policies are at least partly
responsible for the increases. However, other factors beyond the control of program
administrators, such as inflation in the cost of health care and increasing numbers of
high-cost aged or disabled enrollees, also appear to have had a significant impact.
Although it is difficult to determine the precise impactofvarious factors on program cost
increases, this issue will continue to be a focus of the research effort as it continues
through 1992.

Factors contributing to administrative preBBures are more easy to,identify and
explain. New federal initiatives to expand eligibility have succeeded in increasing the
number of individuals enrolled in Medicaid. While Virginia has complied with the
minimum requirements ofthe new federal initiatives, the Statehas notchosen to provide
the more extensive coverage allowed under federal statutes and implemented in many
other states. NevertheleBB, enrollment increases and increasingly complex eligibility
requirements have placed the eligibility determination system operated by the Depart
ment of Social Services (DSS) under some strain. This system tension is evidenced by
problems affecting the timelineBB of eligibility determinations and redeterminations
made by eligibility workers in local social services departments.

Notwithstanding increases in program costs and mounting preBBure on the
social services system, program expansions for indigent pregnant women and children
offer the State opportunities for long-term cost savings. Virginia may not be taking full
advantage of these potential savings. Medicaid-financed prenatal care for indigent
pregnant women and preventive care for indigent children can help avoid future costs
associated with adverse pregnancy outcomes, and undiagnosed or untreated illnesses
and diseases. However, enrollment increases among these groups have failed to meet
projections, which may indicate inadequate outreach efforts by the State.

GROWTH IN MEDICAID PROGRAM COSTS

SinceFY1981, Medicaidexpenditures for medical care have nearly tripled, from
$432 million to almost $1.3 billion in FY 1991. However, much ofthe program's growth
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has taken place in the last five fiscal years. Since FY 1987, the number of Medicaid
recipients has grown about 35 percent, while the coets ofthe program have increased by
approximately 85 percent (Figure 6). In the last fiscal year alone, the rate ofgrowth for
all Medicaid expenditures was almost 30 percent.

...-----------Fipre6-----------,

Growth in the Medicaid Program:
Comparison of Expenditures to Recipients

FY 1987 . FY 1991

FY 1991 expelllitures:
$1.3 biIion

25%

20%

30%

15%

10%

5%

FY 1991 I9Cipients:
429.000--

KEY
Percent increase over previous
fiscal year in tXDtllc!lturll

Percent illClease over previous
fiscal year in nunW of rtefoItnI.

Source: JLARC staff analysis of Department of Medical Assistance Services unaudited financial
stataments, FY 1987 • FY 1991; and HCFA 2082, Stati8tical &pori on Medical Care:
EUgiblu, ReaipienU, PaymanJa, cmd Services, State FY 1987· FY 1991.
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Not surprisingly, the rate of growth for the five largest expenditure categories
for medical services mirrors overall program growth rates (Figure 7). The average
annual nominal rate ofgrowth from FY 1987 to FY 1991 for the five largest expenditure
categories was about 9.5 percent. However, growth of these five expenditure categories
from FY 1990 to FY 1991 was almost 27 percent.

This increase in program expenditures has been further magnified because the
State has had to pay for an increasing share of total program costs. Because the State's
per-capita income increased during that period, the federal share decreased due to the
impact of the Medicaid funding formula. The federal government's share of the Virginia
Medicaid program's overall costs has decreased from a rate ofabout 56.5 percent in 1980
to 50 percent in 1990.

The precise impact of a variety of other factors on increased program expendi
tures is somewhat more difficult to isolate. One frequently cited cause is recent federal
eligibility expansions, which have resulted in more program recipients. These expan
sions have generally targeted indigent pregnant women and children, and qualified
Medicare beneficiaries (QMBs), which are groups with low average medical costs.

State policies have also had an impact on increased program costs. The
restrictive nature of the State's Aid to Dependent Children (ADC) program has exacer
bated the impactofthe federal mandates. Increasedprovider fees and attempts to obtain
matching federal Medicaid funding for certain State-funded services have also caused
growth in the overall Medicaid budget.

Finally, external factors, or factors that are difficult to control, could also play
a major role in the expenditure increases. These factors include inflation ofhealth care
costs, worsening economic conditions, changing demographic characteristics, and a
growing uninsured population.

Federal MODdatea Baye Affected Program Growth

Recent federal mandates have significantly affected the costs of the Virginia
Medicaid program. Federal mandates have included expansions in eligibility and service
coverage, and changes in reimbursement. Consequently, additional financing has been
required to implement the programmatic changes.

The Virginia Department of Planning and Budget (DPB) estimated that the
total cost offunding federally-mandated changes for the Medicaid program over the last
five fiscal years has been about $85 million (Figure 8). DPB also estimated that the State
may incur additional costs ofapproximately $58 million between FY 1992 and FY 1995
as a result ofexisting federal mandates. When additional federally-mandated changes
are phased-in, the impact on future program costs will be greater than the estimated $58
million. By FY 1995, DPB estimates the cumulative effect of these mandates will
represent about 25 percent of the total Medicaid budget.
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....-----------Figure7------------,

Comparison ofAnnual Medicaid Expenditures
for the Five Largest Medical Care Categories

FY 1982 • FY 1991

+26.5%
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Source: JLARC staff depiction of Department of Medical A..iBtance Services medical care
expenditure worksheet, FY 1982 - FY 1991, derived from unaudited financialltatementa.
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r-----------Figure8-------------,

Portion of General Fund Expenditures for
Medicaid Attributable to Newly Implemented

Federal Mandates Since 1987

KEY -
(

$1,000 Total Portion
General Fund AItrlbutabIe to fT.7
ExpendItures New Federal

900 .lor MedIcakl "- Mandates

800 $34.5

l!? 700
<U
0
Cl 600
15

.~ SOO
~ $5.6

400 $5.3

300

200

100

FY87 FY88 FY89 FY90 FY91 FY92 FY93 FY94
(est) (est.) (est.)

Note: Federal Mandatee depicted in this figure include federal legislative initiatives impacting
the Medicaid program between FY 1987 and FY 1994, such as successive Omnibus Budget
Reconciliation Acts from 1987, 1989, and 1990. Not included are the costs for implementing
many ongoing federal reqnirements as set forth in federal and State Medicaid regulations.
The portion shown as attributable to federal mandatee each year is due to new initiatives
only, and does not include the cumulative effects of previous initiatives.

Source: JLARC steff analysis of Department of Medical Assistance Services (DMAS) fiscal division
report on general fund expenditures for FY 1987 . FY 1991; DPB analysis offederal
legislative mandatee, received 9118191; and DMAS preliminary forecast (November 7,1991)
of Medicald expenditures for FY 1992, FY 1993, and FY 1994.

37



The following list illustrates the diverse nature of federal mandates on state
Medicaid programs over the past several years.

• Federal changes to income and resource standards have resulted in expanded
categories for program eligibility.

• The Family Support Act of 1988 expanded coverage for ADC-eligible two
parent families duringperiods ofunemployment. It also mandated 12 months
of extended Medicaid coverage for families that lose ADC eligibility due to
increased earnings. In 1990, the Commission on Health Care for All Virgin
ians estimated that 25,000 Virginians would be affected by these provisions
at a cost of $22.7 million to the Commonwealth.

• Federal increases in Medicare premium amounts have increased Medicaid
costs for QMBs. In addition, accelerated phase-in ofhigher income standards
for these beneficiaries has increased the projected number of persons who
could be eligible for Medicare premium payments.

• Federal requirements regarding early and periodic screening, diagnostic, and
treatment (EPSDT) services for children have resulted in expanded service
coverage for children.

• Federal nursing home reform legislation has resulted in increased costs for
nursing homes to implement required nurse aide training. These increased
costs have affected Medicaid reimbursement levels.

• Requirements that the State adjust reimbursement rates for hospitals serv
ing a disproportionate share ofMedicaid and indigent patients have increased
reimbursement rates to many hospitals in the State. '

Stafe Poljcies Have Also Bad an Impact on Program Growth

The combined impact offederal mandates has been significant in contributing
to Medicaid program growth in Virginia. However, State policies have also contributed
to Medicaid program growth in several ways. First, restrictive State policies regarding
public assistance program eligibility have magnified the impact of federal mandates.
Second, State policies regarding provider reimbursement rates have contributed to
growingcosts. Finally,Stateefforts to obtain federal financial participation for expanded
optional Medicaid services have resulted in higher Medicaid program costs. Yet, overall
State funding obligations for these services have often been reduced.

Restrictive ADO Income Limits Exacerbate Impact of Federal Mandates on
Elici,bility. To some extent, existing State policies regarding Medicaid program eligibil
ity have exacerbated the impact of new federal mandates to expand Medicaid coverage
to additional groups. As mentioned in the previous chapter, Virginia applies relatively
strict income and resource eligibility standards for ADC. In addition, Virginia applies
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more stringent resource standards for Supplemental Security Income (SS1) recipients in
determiningMedicaid eligibility. The Medicaid eligibilitycriteria for some categories are
based on ADC income limits and payment standards which are set quite low (about 31
percent ofthe federal poverty income level). Therefore, any eligibility changes which are
tied strictly to federal poverty income levels above the ADC income limits will result in
program expansions.

Had Virginia set ADC income limits higher in the past, it is likely that the
impact of recent federal program expansions would have been less dramatic. For
example, some ofthese new enrollees might have already been covered by the program
hadADC income limits been set at a level equal to 50 percent ofthe federal poverty income
level.

Increases in Provider Reimbursement Rates Have ImPacted Procram Costs.
Recently, the State has increased reimbursement rates to certain types of providers to
encourage greater enrollment, and continued or enhanced acceptance of Medicaid
enrollees as patients by existing providers. In addition, settlement of a lawsuit fIled on
behalf of hospitals in the State resulted in increased reimbursement rates for those
providers.

Physician reimbursement rates have been increased four times in the last six
years. In 1986, the State increased reimbursement rates for obstetrical services. In 1988,
the State increased reimbursement rates for primary care procedures to encourage
greater participation by primary care physicians in the program. Physician reimburse
ment rates were also increased in January 1990 for all services. This increase raised
rates from the 10th percentile of average charges to the 15th percentile. Beginning
October 1, 1991, physician reimbursement rates for obstetrical and pediatric services
were further increased to the 25th percentile of average charges.

The State has also recently increased reimbursement rates to providers of
home- and community-based waiver services to avert losing existing providers. This
change went into effect beginning in FY 1992 and is projected to cost approximately $8.5
million during its first year of implementation.

The Medicaid program will also experience increased costs for hospital reim
bursement rates beginning July 1, 1992, due to a recent legal challenge regarding the
adequacy of hospital reimbursement rates. The suit was filed by the Virginia Hospital
Association (VHA). The State's settlement with the VHA will require additional
payments to hospitals each year through FY 1995, totaling about $100 million. The State
will be responsible for funding at least one-halfofthis amount.

Efforts to Increase Federal Revenue Have Increased Pro([OOm Ex,penditures. As
the funding environment in the State has become more restrictive, efforts to utilize other
sources of revenue for State services and programs have been increased. Some of the
more significant efforts have focused on expanding the Medicaid program to cover eligible
populations and services that were previously paid for solely with State and/or local
funds. Providing coverage for these eligible populations and services through the
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Medicaid program has the effect of reducing the State's general fund burden for these
services, since State funds will be matched by federal Medicaid funds.

For example, the State has chosen to provide several community-based mental
health and mental retardation services through the Medicaid program. General funds
for these services are routed through the Department of Medical Assistance Services
(DMAS), giving the appearance of increased Medicaid expenditures. However, since
these funds are now being matched by federal revenue, the actual general fund burden
for these services has been reduced.

Program CQ5tsAre Affected by Seyeral External Factors

Additional factors beyond the control of the Medicaid program have also
influenced growth in program costs. Like other third party payers ofmedical expendi
tures, the program is affected by the overall rise in the cost of health care. The overall
condition of the economy may also affect program costs. In addition, changing demo
graphic characteristics, such as increases in the at-risk elderly population and the rising
number of medically uninsured citizens, have increased reliance on the Medicaid
program to cover larger numbers of indigent persons.

Health Care Cost Inflation Increases PropamExpenditures, Inflation ofhealth
care costs has increasingly influenced the cost of the Medicaid program. Inflation of
health care services, products, and equipment has generally out-paced inflation ofother
domestic goods and services as reflected in the Consumer Price Index (CPl). The medical
care component ofthe CPI increased by an average of7.5 percent over the last five years.
This compares with about four percent for all goods and services measured by the CPI.

As the costs of health care have increased, Medicaid reimbursement levels for·
hospitals and nursing facilities have risen. This rise is due to the use ofa reimbursement
methodology which is based on facility costs plus an allowance for inflation. The
prospective nature of the reimbursement methodology used by DMAS incorporates an
inflation factor to calculate facility rates. Consequently, these Medicaid reimbursement
rates are directly affected by inflation.

Economic Conditions Impact Medicaid Ewenditures. Medicaid enrollment
levels closely mirror the country's economic condition. If the country is experiencing a
stable or prosperous period, Medicaid enrollments tend to stabilize. However, if the
country is experiencing a recession, Medicaid enrollments and consequently expendi
tures will increase as more people become eligible for services. In fact, research indicates
that increases in Medicaid enrollment (and enrollment in other public assistance
programs) actually slightly precede defined recessionary periods, possibly because the
populations that may need services tend to be affected more quickly and severely during
economic downturns.

The recent recession was largely unanticipated by economic forecasters, so the
impact of the additional enrollees was not built into most Medicaid budgets. The
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resulting unexpected increase in utilization and expenditures was one of the factors
leading to the large deficits experienced by Medicaid programs in several states.

Virginia, like other states, has experienced Medicaid enrollment increases
which may reflect changing economic conditions. For example, between September 1990
and September 1991, the VirginiaADC caseload rose from 58,613 cases to 67,859 cases,
an increase of 16 percent. DSS staffestimate that the average ADC case is comprised of
a family of 2.6 persons. Hence, approximately 24,040 individuals were automatically
eligible for the Medicaid program as a result of increased ADC caseloads.

Changing Derrwgraphics Influence ProJlram Growth. Because Medicaid is an
entitlement program, it continues to be impacted by changing societal demographic
characteristics. For example, population projections for Virginia indicate that the
number ofpersons age 65 and older will increase by almost 40 percent over the next 20
years. In 1990, about 22 percent ofthe elderly population were impaired to some degree
(about 147,000 individuals), and about 18 percent of the impaired population resided in
nursing facilities.

As the overall elderly population increases, the number ofimpaired elderly will
also grow. Many of these persons may become eligible for Medicaid due to their frail
physical conditions, fixed incomes, and the high cost of nursing facility care. As these
individuals become eligible for and enrolled in the program, their nursing facility care
will be financed by the Medicaid program.

Rising Rates of Medically Unin.sured Impact Growth. Finally, increasing
numbers of Virginia and U.S. citizens without health care insurance will continue to
exertpressure onstate Medicaid programs tofill the gapin existinghealth care insurance
coverage. In Virginia alone, the number of uninsured citizens increased by 52 percent
from 1986 to 1990. In 1986, the Commonwealth Poll conducted by Virginia Common
wealth University identified 578,000 Virginians with no health insurance coverage. By
1990, this number had grown to 880,000, with children comprising one-third of the
uninsured in Virginia. Unless significant changes occur in the cost of medical care, the
availability and affordability of health insurance, or the method of funding health care
in the United States, the Medicaid program will most likely continue to be the vehicle
used to fill gaps in health care coverage for poor, uninsured citizens.

EFFECTS OF MEDICAID ELIGmILITY CHANGES

Eligibility for Medicaid has grown significantly in recent years for certain
Virginians, particularly indigent pregnant women and children. Much ofthis growth can
be attributed to recent federal mandates which have expanded Medicaid eligibility for
this population. Virginia has chosen to comply with the minimum level of federal
eligibility requirements for these new groups. In contrast, neighboring states have
chosen to expand eligibility beyond the minimum federal requirements.
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Although Virginia has chosen to meet only the minimum federal requirements,
program expansions and new eligibility rules have nonetheless placed the DSS eligibility
determination system under noticeable strain. Local social services departments are
experiencing difficulty in making timely eligibility determinations and redetermina
tions. Local Medicaid eligibility determination staff expressed concerns about their
increased caseloads, the number of federally-mandated changes in the program, the
timeliness with which federal regulations related to those changes are published and
distributed, and confusion associated with interpreting more complex eligibility require
ments.

The program also appears to have problems enrolling new groups of indigent
preguant women and children, which could limit successful health outcomes for these
groups and long-term cost savings for the program. Initial efforts by DSS to identify and
establish Medicaid eligibility for these groups appear to have resulted in some increases
in enrollment of these groups. However, the increases have not been as large as
anticipated. This may indicate some weaknesses in the State'soutreach efforts. Because
prenatal and preventive care for indigent preguant women and children may help to
avert greater costs in the long run, outreach efforts may need to be enhanced to enroll
these groups.

ybyjnja Complies with Minimum Requirements
tor Federal Program Expansjons

A number offederal initiatives between 1986 and 1990have expanded Medicaid
coverage to indigent preguant women and children (Exhibit 3). The new "indigent"
classifications have fewer and less restrictive eligibility requirements than those for
traditional coverage obtained by qualifying for ADC. In addition, the U.S. Congress
mandated payment of Medicare premiums, deductible amounts, and coinsurance for·
QMBs through the Medicaid program.

Currently, the State complies with minimum federal requirements for Medicaid
coverage of these groups. However, unlike neighboring states, Virginia has not chosen
to expand coverage beyond the minimum level required by the federal government,
particularly for indigent pregnant women and children.

According to published reports from the U.S. House ofRepresentatives Commit
tee on the Budget, the financing of pregnancy-related and pediatric services for low
income women and children is considered one of the highest priorities of the Medicaid
program. The primary rationale behind these expansions is to reduce infant mortality
and childhood morbidity.

As illustrated in Figure 9, Virginia provides coverage for pregnant women and
infants up to the federally-mandated level of 133 percent of the federal poverty income
level. In contrast, Tennessee and West Virginia provide coverage up to 150percent ofthe
federal poverty income level. Kentucky, Maryland, and North Carolina provide coverage
up to the maximum allowed by federal statute, 185 percent ofthe federal poverty income
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ExhibitS

Federal Program Expansions Since 1986

Jndigent Qualified Medicare
Federill Pi-eRriant Women IndilreIlt Children Beneficiaries

Legislation option Mllridate Option Mandate Option Mandate

OBRA-86 100% <age 5 100%
at 100% --

OBRA-87 185% infant
at 185%

<age 8
born after
9/30183
at 100%

MCCA-88 75% infant 100%
(7/1/89) at 75% (1/1/93)

(7/1/89)

OBRA-89 133% <age 6
(4/1/90) at 133%

(4/1/90)

OBRA-90 ~age6 ~age6 100%
up to up to (1/1/91)
age 19 age 19 if
at 100% born after

9/30183
at 100%
allows for
phased in
coverage
(7/1/91)

Key:

OBRA: Om._.........-,...."",...,. '''', ""', ""', ,,''J
MCCA: Medicare Catastrophic Coverage Act, passed in 1988

Note: Percentages are based on proportions of federal poverty income level. Date indicates the
effective date mandated by federal legislation. Infant indicates child younger than age one.

Sources: JLARC staffanalysis of information provided by the Virginia Department of Medical
Assistan<,. Services, Office of Policy Research, April 9, 1991, and federal budget acts
dated 19!16 throUgh 1990.,
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r------------Figure9-----------,

Poverty-Related Coverage of Indigent
Pregnant Women and Children in Vtrginia

and Surrounding States, January 1991

,----KEy----,
Allowable individual ncome level as

a percentage 01 the federal poverty

Income level:

• 185%

mIll 150%

0 133%

Source, JLARC.taft" adaptation of National Governors' A..ociation MCH Update, ·Stete
Coverage ofPresnant Women and Children; January 1991.

level. In addition, the District ofColumbia provides coverage at 185 percent ofthe federal
poverty income level.

Virginia has not chosen to fully adopt several other options for expanding
coverage for indigent pregnant women and children. For example, the OBRA-90
provisions for indigent children age six and older who were born after September 30,
1983, allow states to provide immediate coverage for all children between the ages ofsix
and 19 with incomes at or below 100 percentofthe federal poverty income level. Virginia
has chosen to phase in coverage for these youths during the next 11 years.

Based upon 1990 census data, full, imDiediate implementation of this option
(with no phase-in period) could provide Medicaid eligibility for approximately 174,000
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Virginia children. However, the estimated cost ofcovering these children in FY 1992 is
$130.5 million, based upon a DMAS cost estimate of $750 per year to provide Medicaid
coverage to each child.

Changes in Eligibility Regulations and Increased Case100ds May Adversely
Affect the Timeliness of Making Eljvibiljty Determinations

The numerous rules and regulations guiding Medicaid eligibility decisions for
families and children are being revised continuously. In addition, spousal support
requirements and transfer ofassets rules used to determine eligibility for the elderly and
other institutionalized individuals have changed recently. These changes, along with the
lack of an automated system which efficiently processes Medicaid applications, have
complicated local efforts to make quick, accurate decisions on eligibility. In addition,
federal regulations related to federally-mandated program changes are not always
published prior to the required implementation date.

The eligibility changes, combined with the increasing caseloads resulting from
program expansions, have placed the DSS eligibility determination system under
considerable strain. Eligibility determinations were not made within federal and State
time requirements for almost 24 percent of the cases in FY 1991, and redeterminations
received an even lower priority, causing severe system backlogs.

Evaluating Eliqibility for Families Is Now More Complicated. Staff from
several local departments ofsocial services commented on the difficulty of determining
eligibility for families and children due to eligibility rule changes. An applicant who is
denied ADe eligibility must still be evaluated to determine whether he or she is eligible
for Medicaid. Every possible scenario for eligibility must be considered before the
application is denied.

Local department staff must divide families into multiple family budget units
and "deem" income in determining Medicaid eligibility. Deeming income involves
dividing income among family members for the purpose of determining whether any
members meet the Medicaid income requirements.

After dividing available resources among multiple family budget units, local
department staffsometimes find that all children within a single family are not eligible
for Medicaid as categorically needy. Therefore, coverage for these children as medically
needy must be evaluated. However, ifthere is still excess income, the required spend
down amount is typically so high that certain family members are unable to qualify for
medical services through the Medicaid program.

This problem primarily affects older children since age limits preclude them from
obtaining eligibility except as ADC-related categorically or medically needy. However,
children age eight andyoungercanbe covered as indigent children. Exhibit 4 presents a case
example in which two young siblings were determined to be eligible for Medicaid, but their
teenage brother was denied Medicaid coverage.
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r------------ Exhibit 4------------,

Case Example: Determining Eligibility for an
Indigent Pregnant Woman and Her Children

A woman applied for Medicaid for her family of five, which includes her husband,
herself, her unborn child, her five-year-old child, and her teenage child. For the
purposes of determining Medicaid eligibility, unborn children are treated as if they
have been born. The father is employed at a salary of$1,400 per month. The mother
works part time as a babysitter at a salary of$200 per month. Because both parents
are in the home and both are employed, deprivation is not a factor. Hence, the family
does not qualify for ADC, and the local social services staffis only evaluating their
application for Medicaid eligibility.

Both parents are allowed a $90 income disregard, because both are employed. Hence,
their total countable income per month is $1,420:

Husband's monthly income
Wife's monthly income

Subtotal
Disregard allowed for couple ($90 x 2)
Total countable monthly income

$1,400
+ 200
$1,600
- 180
$1,420

Federal law requires that indigent pregnant women and children younger than age
six are eligible for Medicaid iftheir income is less than or equal to 133 percent of the
federal poverty income level. In addition, resource limits are not permitted for this
group. The five-person family monthly income allowance for indigent pregnant
women and children younger than age six is $1,736. Because the monthly family
income is less than the indigent income allowance, the pregnant mother, her unborn
child, and her five-year-old child are eligible for Medicaid as categorically needy.

As long as the family income does not surpass $1,736 per month, the unborn child and
the five-year-old child will be eligible for Medicaid as categorically needy until their
sixth birthday. The income limitfor indigentchildren between the ages of6 and 8 who
were born after September 30, 1983 is 100 percent of the federal poverty level. This
is $1,305 per month for a five-person family, but the family currently earns $1,420
per month. However, these children could qualify as medically needy on their sixth
birthday if they meet a specified spend-down amount for medical services.

The father is not eligible for Medicaid. He would only be eligible for Medicaid ifhe
were a SSI recipient (aged, blind, or disabled), temporarily unemployed, or unem
ployed and a participant in the ADC-Unemployed Parent program. The teenage child
is also ineligible for Medicaid, because he was born before September 30, 1983.

Source: JLARC review ofa Medicaid eligibility case file, September 12, 1991.
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Evaluating Eli&ibility for Institutionalized Elderly Enrollees Is Difficult {or
Local Eligibility Staff. Spousal support and transfer of assets rules have also been
problematic for staff of local social services departments to implement. The Medicare
Catastrophic Coverage Act of 1988 (MCCA-88) enacted new criteria for determining the
eligibility of institutionalized individuals who have a spouse living in the community.
The revisions are designed to ensure that spouses ofnursing facility patients retain their
home and receive an adequate income allowance.

However, the provisions often require that eligibility workers determine the
value of resources available to a potential enrollee. Estimating the value ofitems that
have been acquired by applicants during their lifetime - such as life insurance policies,
burial funds, and other investments -canbe a complicatedand time-consumingprocess.
Most local eligibility workers receive no special training in conducting this type of
investigation and research.

In addition, more stringent transfer ofassets guidelines have been developed as
spousal impoverishment regulations have become more lenient for Medicaid applicants.
The Tax Equity and Fiscal Responsibility Act of 1982 made it easier for states to restrict
transfers, impose liens, and recover the costs ofMedicaid-reimbursed services from the
estates ofMedicaid recipients. The Medicare Catastrophic Coverage Act of1988 included
additional restrictions related to transfer ofassets. These restrictions were developedin
response to numerous cases in which middle class individuals were qualifying for
Medicaid assistance after disposing oftheir resources for less than the fair marketvalue.

As of July 1, 1988, MCCA-88 specified that eligibility would be postponed for
institutionalized individuals who disposed of resources for less than their fair market
value within 30 months of their application for Medicaid. Staff of local socisl services
departments are responsible for evaluating whether inappropriate transfers have taken
place during the 3Q-month period prior to application. !fthis has occurred, the market
value ofthe transferred assets must be computed, and the length of time that this excess
amount would have financed private nursing facility care must be estimated.

Clearly, the new provisions have increased the complexity of the eligibility
determination process. The details and implications of these new provisions are
currently being researched by another study team as part ofthe research effort on issues
related to long-term care. They will be presented at a later date.

Timeliness QUite Eli&ibility Determination Process Has Suffered, The federal
government requires that Medicaid eligibility determinations be completed within
specified time frames. These requirements vary depending on the eligibility category
into which the applicant can be placed. In addition, the State has imposed expedited time
limits for processing Medicaid applications ofpregnant women. Virginia Department of
Social Services data on the timeliness of initial Medicaid applications and redetermina
tions for FY 1991 indicate that eligibility determinations were not made within federal
and State time requirements for almost 24 percent of the cases.

The ability oflocal social services eligibility workers to evaluate applications is
often hampered by the lack ofaccess to revised federal regulations. StaffofDMAS, DSS,
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and local social services departments assert that changes to federal regulations are not
published or transmitted to them prior to the implementation date ofthe new provisions.
Often local eligibility staff must interpret the impact of the changes from incomplete
information, which can lead to processing delays and errors.

Because of increased caseloads and the increased amount of time required to
evaluate each individual application initially, local departments of social services have
had to make tradeoff's in the eligibility process. Consequently, local eligibility staff are
currently concentrating theireff'orts on processing initial applications for the program in
a timely manner. Eligibility redeterminations have been given a low priority because
delays in processing redeterminations will not cause an individual to lose Medicaid
eligibility.

Figure 10 summarizes the average quarterly percentages of initial Medicaid
applications that were reviewed within federal time frames in seven regions and
statewide during FY 1991. Statewide, initial Medicaid application decisions were made
in a timely fashion only 76.1 percent ofthe time. The Southwest region had the highest
average completion rate for timely initial application processing, almost 93 percent. The
Tidewater region had the 10wl~st average rate for timely completion of initial applica
tions, almost 60 percent.

The data used for Figure 10 were self-reported by local departments of social
services and were collected by DSS to assess the timeliness of initial eligibility determi
nations. At the time of this review, there was no other available source for measuring
processingtimeliness. However, inconsistency amongthe local departments in recording
and reporting the data may have affected the accuracy for FY 1991. Astandard definition
has been developed for future reports. According to DSS, the timeliness of processing
initial applications has improved in the current fiscal year.

During site visits to selected local departments of social services, Medicaid
eligibility determination staff indicated that they utilize manual systems to monitor
compliance with application processing deadlines. Currently, there is no central
automated system with which the Statecan monitor whether local departments ofsocial
services are making initial Medicaid eligibility determinations within the allotted time
limits. Department ofSocial Services central office staff said that an on-line system to
track pending Medicaid applications is currently under development, and is scheduled
to begin operation in July 1992.

Although initial Medicaid applications generally receive more attention than
redeterminations, local staff must account for redetermination decisions that have not
been made in a timely fashion. Redetermination decisions, unlike initial determinations,
are monitored by DMAS and DSS. Each month, DMAS listings ofupcoming and past due
redeterminations are sent to eachlocal department ofsocial services. Areview ofthe data
on local redetermination decisions indicated that the Southwest region completed
approximately 95 percent ofits redeterminations within established time limits in FY 1991.
In three of the regions, however, the redetermination backlog was so great that
completion percentages could not be determined.
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...-----------Figure 10-------------,

Average Quarterly Percentages of
Initial Medicaid Applications That Were
Reviewed Within Federal Time Frames

(by Region, FY 1991)

Average Quarterly Percentages Reviewed
0% 10% 20% 30% 40% 50% llO% 10% llO% 90% 100%

Note: The data were menually collected by loeal.ocialaemce department. end aelf·reported to the
Department of80cial Bemtel.

Source: JLARC Itaff depiction of Effi.cie1"'Y and Effectivenua Stand4rcU for Local Agenciu, DSS
Quarterly Reportl for IT 1991.

Redeterminations are frequently given low priority by local eligibility etaff
because overdue redeterminations do not cause enrollees to lose their eligibility. Local
eligibility staffalso request updated financial information from enrolleee before conduct
ing a redetermination. Enrollee failure to submit requested information in a timely
fashion can also delay redetermination decisions.

Examinstion of the data indicates that local eligibility etaff are handling
increased workloads by focueing their efforts on enrolling persons in the Medicaid
program insteadofconducting timely redeterminations ofeligibility. This focue appears
appropriate. Because ofthe time that is required to enroll newly mandated populations
and increased public aaaistance caaeloads, less time is available for redeterminations.

The Medicaid program is only one of several programe for which etaff at local
social servicee departments muet conduct eligibility determinations. Recently, the

49



Secretary of Health and Human Resources provided additional funding for 49 localities
to administer their public assistance programs. This should assist localities in meeting
federal requirements for Medicaid application processing. However, the Secretary
should continue to monitor this area, and provide further guidance and assistance as
necessary.

Recommendation (1). The Secretary of Health and Human Resources
should continue to monitor efforts by local social services departments to
conduct initial Medicaid eligibility determinations and Medicaid redetermi.
nations within federal and State time limits. Further assistance should be
provided to localdepartments ifcompliance with requirements for application
processing does not improve.

I.sggjng EnroUrnent Among Indigent Pregnant Women and Children
May Indicate Inadequate Outreach Efforts

Program expansions fiJrindigent pregnant women and children appear to be an
appropriate and cost-effective IImphasis of the Medicaid program. However, enrollment
of these groups appears to be lagging behind projected program expansions. This may
indicate problems in the current outreach efforts to encourage enrollment among the
targeted groups.

The Omnibus Budget Reconciliation Act of1990 requires states to increase the
number and types of sites at which an indigent pregnant woman can apply for Medicaid
benefits. Virginia complies with the minimum requirements ofthis provision. However,
the General Assembly may wish to consider requiring more widespread implementation
of this provision to achieve potential long-term cost savings from enhancing Medicaid
access for this group.

Program Emphasis on Enrolline Indiermt Preellant Women and Children Is
Cost-Effective. Indigent pregnant women and children have consistently been among the
target groups for program expansions over the years. Research has demonstrated that
improving access to health care for pregnant women and children can have a variety of
positive effects. For example, increased access can reduce the incidence of low birth
weight infants, reduce the number of sick mothers and babies, and reduce infant
mortality.

However, aside from the obvious societal benefits, there is evidence that
improving access for these populations can have cost saving implications. As demon
strated in Chapter I, average costs for indigent pregnant women and children are
significantly lower than average costs for other eligible groups, particularly the aged and
disabled populations. In addition, the relatively small amounts spent on prenatal and
preventive care for indigent pregnant women and children can resultin substantial long
term savings for the program.
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For example, according to a review conducted by the U.S. General Accounting
Office, several studies have found the cost ofproviding comprehensive prenatal care to
be less than the cost of providing medical care associated with poor birth outcomes,
including neonatal intensive care. In addition, the National Academy of Science's
Institute of Medicine found that for every dollar spent on prenatal care, $3.38 could be
saved in the costs of care for low birth-weight infants.

PmjectionsA72/lCar to Overestimate New Elizible GrOUJl$. Recent projections of
indigent pregnant women and children appear to overstate the impact of selected
program expansions. JLARC staffexammedselectedprojections produced byDMAS and
DPB for the 1990 General Assembly session. The review focused on projections for
expansions in these groups for FY 1991, which allowed comparison between projections
and actual new enrollees.

The expansions for indigent pregnant women and children were mandated by
OBRA-89. The new mandate required coverage of indigent pregnant women and
children younger than age six with incomes up to 133 percent of the federal poverty
income level. Prior to the implementationofthe new mandate, which took effectinApril
1990, Virginia wascovering indigentpregnant women andchildrenyounger than age two
with incomes up to 100 percent of the federal poverty income level.

Because OBRA-89 passed after DMAS budget submissions, DPB worked in
consultation with DMAS to develop the estimates ofnewly eligible pregnant women and
children. For FY 1991, DMAS and DPB projected that 3,973 indigent pregnant women
and 26,251 indigent children would be eligible to receive Medicaid-reimbursed services
as a result ofthe OBRA-89 requirements. However, according to data from the Medicaid
Management Information System, only 2,624 additional pregnant women and 20,670
additional children enrolled in the program.

Overestimates Could Indicate Problema in Providing Outreach and Enrolling
Newly Eli8ible Populations, It is difficult to determine whether the overestimates are a
result of problems in the estimation methodology and data, or if they accurately reflect
potential enrollees who are simply not enrolling in the program. However, assuming the
methodology and data are sound, it appears that large numbers of indigent pregnant
women and children may not be enrolling in the program. This increases the possibility
that these eligible populations may enroll during an unexpected period in the future,
causing budgetary problems.

More importantly, it may indicate that current outreach efforts are not suffi
cient. If eligible pregnant women are not aware of the new eligibility guidelines, the
health andcost benefits that can be achieved by increasing access to this population may
not be realized. Enhancing program outreach efforts could help increase program
enrollment among indigent pregnant women and children to anticipated levels, and
thereby reduee the costs to the State andVirginia citizens for care for these groups in the
long-run..
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Outreach Efforts to Reach TarqetedPopulations Should BeEnhanced. The U.S.
Congress included language in OBRA-90 requiring that eligibility workers be placed in
facilities which serve a large number of newly mandated groups. In addition, the State
funded a pilot program to colocate local social services eligibility workers at selected local
health departments to enhance enrollment ofpregnant women. Because ofthe potential
for long-term cost savings in enrolling and providing services to this group, efforts may
need to be enhanced to achieve enrollment projections.

The Omnibus Budget Reconciliation Act of1990 required states to "outstation"
eligibility workers. As of July 1,1991, states had to make provisions for the receipt of
Medicaid applications by indigent pregnant women and children at locations other than
local departments of social services. At a minimum, these locations must be hospitals
which serve a disproportionate share of Medicaid recipients (DSHs) and federally
qualified health centers. Public and private DSHs and health centers can participate in
this program.

As with other federally-mandated provisions, the State has chosen to comply
with the minimum requirements of the OBRA-90 outreach provision. The Department
ofSocial Services is meeting th~ federal requirement by training hospital staff to accept
Medicaid applications from indigent pregnant women and children.

Currently, there are 51 DSHs in Vrrginia However, of the ten largest DSH
hospitals that provided obstetrical and pediatric services in 1989, only two had hospital
based eligibility workers during FY 1991: the Medical College ofVirginia Hospitals and
the University ofVirginia Medical Center. Additional DSH hospitals should be encour
aged to accept,Medicaid applications from indigent pregnant women and children in
order to help the program reach these critical populations. DMAS contracts with DSS
to perform these services. Therefore, DMAS should review projections for indigent
pregnant women and children, compare them to actual enrollees, and ensure that DSS '
expands efforts to increase participation among DSHs and other providers.

One outreach effort underway inVirginia targets indigent pregnant women and
high-risk infants (children younger than age one) who are eligible to receive Medicaid.
According to local administrators it is achieving some early success. This program,
termed BabyCare, is designed to provide physician, hospital, clinic, and nurse-midwife
services for low-income women. In addition, risk assessment, nutrition counseling,
patient education, and homemaker services are covered when prescribed by a physician.
The program is a cooperative venture among DMAS, DSS, and the Virginia Department
of Health (VDH). It is implemented through selected local health departments in the
State, and is financed by the Medicaid program.

On a pilot basis, Medicaid eligibility determination staffhave been placed in ten
local health departments to accept Medicaid applications from indigent pregnant women
who utilize the services of their local health departments. Therefore, during an initial
visit to the health department, an indigent pregnant woman can receive the results ofher
pregnancy test and complete a Medicaid application on-site. Previously, health depart
ment workers referred pregnant women who appeared to be eligible for Medicaid to local
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departments ofsocial services, but manyofthe women did notfollow up on these referrals
to complete a Medicaid application.

Local social services department administrators whoare involvedwithBabyCare
appear to be pleased with the success of the program thus far. One director of a local
department of social services commented that the program has provided services for
many women in the locality. The BabyCare program is also viewed as a way to reduce
the costs of health care for local governments. By ensuring that additional pregnant
women enroll in Medicaid, more oftheir care is paid by federal and State Medicaid funds,
rather than local and State general funds through local health department funding.

Currently, DMAS provides funding for local Medicaid eligibility determination
staff involved in the BabyCare program with federal and State Medicaid funds. DMAS
will continue funding the positions during the 1992-1994 biennium, which marks the end
of the pilot stage of the project. However, there are no plans to expand the program to
additional sites.

According to representatives of the agencies involved in the program (DMAS,
DSS, and VDH), use of the BabyCare program to increase enrollment among pregnant
women in the Medicaid program has been successful. A year-end review ofthe program
conducted in January 1991 indicated that high percentages ofpregnant applicants from
five local health departments had enrolled in Medicaid. Based on that review, five
additional local health departments were added to the program. However, data collected
on the program are limited and more analysis is needed to measure the success of the
program.

Enrollment increases may improve the quality and consistency ofcare provided
to indigent pregnant women. In addition, enrollment increases amongpregnant women
should represent a direct cost savings to the Commonwealth and localities because
services for the new enrollees are paid in part by federal funds, rather than solely with
State and local funds. Therefore, the program should be further assessed to determine
its impact on enrollment of indigent pregnant women. Specifically, it should be
determined whether enrollments have increased at the pilots, at what stage ofpregnancy
women are enrolled, and the number of prenatal visits that are being made by the
enrollees. Collection and analysis of these data are necessary to determine if future
funding is warranted and whether the program should be expanded.

Recommendation (2). The Department ofMedical Assistance Services
should review its projections of indigent pregnant women and children,
compare them with actual enrollees and recipients, and determine if these
projections are accurate. In addition, the Department of Medical Assistance
Services should ensure the Department of Social Services expands its efforts
to increase the number of locations equipped to accept Medicaid applications
from indigent pregnant women and children. At a minimum, these efforts
should include increasingthe number ofdisproportionate share hospitals and
federally qualified health centers participating in the outstationing program.
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Recommendation (3). The Department ofMedical Assistance Services
should evaluate the success of placing eligibility workers at local health
departments as part of the BabyCare program. At a minimum, this evaluation
should include the collection and analysis of the following data: .enrollment
increases, pregnancy stage at enrollment, and number ofprenatal visits. The
evaluation should also assess application processing times and the feasibility
of expanding the pilot effort to additional sites. Findings and recommenda
tions should be presented to the General Assembly prior to the 1994 Session.
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IV. Access to Primary Care

Senate Joint Resolution (SJR) 180 directed the Joint Legislative Audit and
Review Commission (JLARC) to determine the sufficiency of Medicaid reimbursement
rates in providing quality care at the lowest required cost. In order to address the
mandate, it was fIrst necessary to examine Medicaid enrollee access to primary health
care services. Research scheduled next year will test whether identifIed access problems
could be a result of insufficient provider reimbursement or other factors.

Preliminary fIndings indicate that access to primary health care is problematic
for all Virginians in certain areas of the State and for certain services. However, access
to primary care is clearly more limited for Medicaid enrollees. While some ofthe gaps in
care for Medicaid enrollees mirror those documented for the general population, enroll
ees appear to have fewer choices of providers.

Many primary care physicians enrolled in the Medicaid program do not
routinely treat Medicaid enrollees as patients. Consequently, enrollees may have to rely
on local health department clinics rather than primary care physicians located in their
communities for their primary health care needs. They may also rely on alternative
sources for primary care such as hospital outpatient and emergency departments, which
could result in more expensive, sporadic care.

Although additional increases in reimbursement rates might improve Medicaid
enrollee access, the sufficiency of these rates has not yet been examined. It is possible
that factors other than reimbursement may be of equal or greater importance in
influencing primary care physician participation in the Medicaid program. For example,
other studies suggest that provider perceptions of the Medicaid program and Medicaid
enrollees may contribute signif:tcantly to low participation. Research efforts to be
conducted in 1992 will more fully explore the relationship between reimbursement rates
and access to care. In particular, JLARC staff will attempt to determine the effect of
recent reimbursement rate increases on primary care physician participation.

Ensuring access to primary health care for Medicaid enrollees should be a high
priority for the program and the State. Costs associated with primary care are low
relative to potential costs ifroutine, preventive care is not widely available or appropri
ately utilized. Delayed medical treatment or detection of disease could cause enrollee
medical conditions to deteriorate to levels which require more extensive and costly care.
Health care research has shown that the provision of preventive care is particularly
important for children and for pregnant women. Early prenatal care generally improves
birth outcomes and reduces the need for costly neonatal intensive care.
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PARTICIPATION OF PRIMARY HEALTH CARE PROVIDERS
IN THE MEDICAID PROGRAM

According to the Virginia Department ofHealth (VDH), primary care refers to
the first-level contact for routine consultation, diagnosis, and treatment of an acute
medical problem or for treatment of a chronic condition. Primary care also includes
preventive care such as periodic screening for early detection ofdisease, immunizations,
counseling about health risks, and for pregnant women, prenatal and post-partum care.

Typically, the providers of primary care are private practice physicians with a
specialty in general or family practice, internal medicine, pediatrics, or obstetrics and
gynecology (OB/GYN). Primary care physicians generally coordinate all aspects of
patient care, thereby providing continuity and reducing unnecessary or inappropriate
visits and duplication of diagnostic procedures.

Other health care proxessionals and facilities also provide primary care. Nurse
practitioners (including certifiod nurse midwives under physician supervision) and local
health department clinics may render routine treatment and preventive care. In
addition, outpatient and emergency departments of hospitals are used as primary care
providers.

Although most localities in the State have at least one ofthese types ofprimary
care providers enrolled in the Medicaid program, Medicaid providers are concentrated in
urban areas of the State and, to a lesser extent, Southwest Virginia. However,
enrollment figures overstate actual provider participation in the Medicaid program.

While local health department clinics do provide routine treatment and preven
tive care, it is important to note that these clinics are only required to provide certain .
medical services related to communicable diseases, maternal and child health, and
family planning services. Therefore, many ofthem do not provide services which could
be routinely utilized by male adults and the aged.

EnroJled Primary Health Care Providers are Concentrated
in lItho» Areas of the State

The majority of primary care providers enrolled in the Virginia Medicaid
program as ofSeptember 1991 were located in urban areas ofthe State (Table 5). Nearly
23 percent ofthe enrolled providers that had active agreements to render care toVirginia
Medicaid enrollees on a routine basis were located in neighboring states. The largest
provider base outside ofthe State was in Tennessee. The District ofColumbia and North
Carolina had similar, but slightly lower, levels ofprimary care providers enrolled.

Figure 11 more clearly illustrates the distribution of primary care providers
enrolled in the Virginia Medicaid program. Not sUrprisingly, the largest concentrations
are found in the Richmond, NorthernVirginia, andHampton Roads areas. There are also
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..-------------Table IS --------------,

Locations and Numbers of Primary Care Providers
Enrolled in the Virginia Medicaid Program,

by Type as of September 1991

Health Nurile
tfflpf.. PfaCti·
Clinic tioner

Within Virginia:

RumlAreas 532 203 57 53 83 5 933
Urban Areas 897 1,973 467 589 47 10 3,983

Other States:

District of Columbia 10 138 37 120 0 0 305
Kentucky 17 37 5 15 0 0 74
Maryland 11 130 8 27 0 1 177
North Carolina 68 164 33 36 0 0 301
Pennsylvania 3 34 2 38 0 0 77
South Carolina 2 13 1 1 0 0 17
Tennessee 89 202 32 59 0 2 384
West Vrrginia 31 60 9 16 0 0 116

Total 1,660 2,954 651 954 130 18 6,367

Key: ---------------

FP = family PI'liCtice
1M = internal medicine
OB/GYN = obstetrics and gynecology
PED = pediatrics

Note: Rural are81 are defined 81 all countiee in Virginia except Arlington, Chesterfield, Hanover,
Henrico, and Prince William. Urban are81 include all cities and the counties named above.

Source: JLARC staff analysis of Department of Medical Assistance Services Medicaid Management
Information System provider subsystem file in SAS format 81 of September 26, 1991.
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i Figure 11 i

Number of Primary Care Providers Enrolled in
Virginia's Medicaid Program Within Each Locality
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No providers

1 to 4 providers

5 to 20 providers

21 or more providers

Note: Include- primary care pbyoiciaDll, nune practitio""n, and local heelth department clini... Each unique provider is asoiiJled a total
count ofone. If a provider is enrolled in multiple localities, the provider is weighted proportionally in each locality accordine to the
number of enrollment agreements maintained by that provider. Enrolled satellite facilities of local health deportment clioi.. are
each counted as a unique provider for the locality in which they are located.

Source: JLARC staff analysis ofDMAS, MMIS provider subsyBtem file in BAS format as of September 26, 1991.



relatively large concentrations in Southwest Virginia. The lowest concentrations are in
the Alleghany Highlands, South Central, and Northern Neck areas of the State.

The types of providers enrolled vary considerably among localities. For
example, six localities do not have a primary care physician enrolled. Another ten
localities have only one primary care physician enrolled. Twelve localities do not have
an enrolled local health department clinic. However, all but two ofthem have cooperative
community health agreements with adjoining localities. Only 15 nurse practitioners in
the State are enrolled as Medicaid providers, although many more may participate as
staff of local health department clinics. (Additional information on the geographic
distribution of primary care providers and Medicaid enrollees is contained in Appendix
D.)

General hospitals are enrolled as Medicaid providers in 62 of the 68 localities
where they are located. The lack ofan enrolled general hospital could explain why other
types of providers that depend on hospitals for supplementing their practice are not
enrolled or located in particular localities. For example, according to a survey conducted
by the Medical Society of Virginia (MSV), OB/GYNs who deliver babies tend to practice
where there is a hospital with delivery services. Provider enrollment statistics confirm
these survey results. Ninety-six percent of the 524 enrolled OBlGYNs in Virginia are
located in localities which have a general hospital. The remaining 21 OBlGYNs have
practices in localities which adjoin localities with a general hospital.

Primary Care Provider EnrnlJrnent Fjgures Oyeatate
Provider Partjcipatjon jn the Medicajd Program

Approximately 47 percent ofall enrolled primarycare providers do not routinely
treat Medicaid patients. In addition, participation among enrolled primary care
physicians varies geographically and by specialty. Although greater numbers ofprimary
care physicians are located in urban areas, generally smaller percentages of them
actively treat Medicaid enrollees as patients.

Conversely, rural areas have relatively few enrolled primary care physicians,
but greater levels ofactive participation in the Medicaid program. Rural family practice
physicians are more likely to treat Medicaid enrollees than other enrolleq primary care
physicians. Other studies support the finding that rural primary care physicians are
more active than their urban counterparts in treating indigent patients.

Nearly One.HalfofAllEnrolled Primary Care Providers Do Not Routinely Treat
MedicaidPatients. Average monthly payments to enrolled primary care providers by the
Virginia Medicaid program vary considerably (Figure 12). Approximately 16 percent of
all enrolled primary care providers have not received any payments for care rendered to
Medicaid enrollees since January 1990. Clearly they do not routinely treat Medicaid
enrollees. Another 31 percent have very low levels of payments (more than 13 percent
and 17 percent received average monthly payments between $1 and $50 and between $51
and $250, respectively). Therefore, approximately 47 percent ofall enrolled primary care
providers either render no care to Medicaid enrollees or provide very low levels of care.
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...-----------FiIfUl'el~------------.

Average Monthly Payments for
Treating Medicaid Enrollees

By Type of Primary Care Provider
--P_tolPlwldora

AeoaMng the AYef8IJfJ
t.Ionllly Payment

Source: JLARC staff analysis ofDMAS MMIS provider OIlbsystem file in BAS format as of
September 25, 1991.
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Most of these providers have been enrolled for more than one year. Therefore,
they should have submitted at least one bill to the Medicaid program for services
rendered and received payment if they routinely treat enrollees as patients. According
to the Department of Medical Assistance Services (DMAS), providers typically bill the
program within two to four weeks ofrendering services. Payment usually takes another
week or two.

Urban Primary Care Physicians Generally Have Lower Medicaid Participation
Rates than their Rural Counterparts. Primary care physician participation in the
Medicaid program varies considerably across the State. Figure 13 illustrates various
percentages of primary care physicians enrolled in Medicaid who routinely render care
to Medicaid enrollees. Rural localities generally have the best participation rates (noted
by the dot pattern).

However, rural areas are also more likely to have no primary care physician
participating in the program (noted by black shading) than urban localities. Rural
localities which lack or have few licensed primary care physicians will have problems
with access for Medicaid enrollees regardless of the physician activity level, because
access is problematic for all residents in localities with insufficient numbers oflicensed
physicians.

As Figure 13 also illustrates, lower participation rates (noted by gray shading)
tend to be clustered in urban areas which have large concentrations of enrolled
physicians. For example, in Northern Virginia localities, leBB than 50 percent of the
enrolled physicians routinely participate in the Medicaid program. Since this urban area
has a relatively large concentrationofMedicaid enrollees but relatively low primary care
physician participation rates, access for Medicaid enrollees may be especially problem
atic.

This urban/rural pattern of Medicaid primary care physician enrollment and
participation generally mirrors physician distribution for the general population. The
most recent VDH needs assessment indicates that while cities tend to have a surplus of
primary care physicians, access can be very limited for Medicaid enrollees and other
indigent citizens. Many rural localities continue to have deficiencies in the supply of
primary care physicians, although many ofthese physicians do treat Medicaid enrollees.

Rural Family Practice Physicians Are More Likely to Treat Medicaid Enrollees
than OtherPdmary Care Physicians, As noted above, rural primary care physicians are
more likely than their urban counterparts to treat Medicaid enrollees as patients. And,
primary care physicians in neighboring states are the least likely to treat Virginia
enrollees. However, the specialty of the primary care physician also appears to affect
participation levels.

Family practitioners appear more likely to render care to Medicaid enrollees
than other primary care physicians, since a higher percentage of them have average
payment levels above $250 per month. Most of their average monthly payments are
between $251 and $1,500. This level of activity could approximate treatment for 11 to

61



i Figure13----------------,

Percentage of Enrolled Primary Care Physicians Who
Actively Participate in the Virginia Medicaid Program
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65 Medicaid enrollees each month ifone assumes that most oftheir patient visits are for
intermediate office visits by established patients. This was the most frequent type of
Medicaid claim submitted by providers in FY 1991. Duringcalendaryears 1990 and 1991
(through September), physicians were reimbursed $23 per intermediate office visit.

Family practice physicians with average monthly Medicaid payments that
exceed $1,500 are typically located in rural Virginia. Their higher levels of service, as
indicated by the higher average monthly Medicaid payments, may be related to their
closer community ties and perceptions ofbeing the only available provider for Medicaid
enrollees in their communities.

Average monthly payment levels for internal medicine physicians are less
varied than for family practice physicians. While more internal medicine physicians
enrolled in the Medicaid program are located in urban areas of the State, those who are
located in rural areas are more likely to actively participate.

Enrolled OB/GYNs and pediatricians appear less likely to treat Medicaid
enrollees than other primary care physicians. However, when they do, their average
monthly payments are usually higher than those of family practitioners or internal
medicine physicians. Approximately 35 and 30 percent ofOB/GYNs and pediatricians,
respectively, have average monthly payments ranging from $1,501 to $39,000. Higher
payments COUld, however, be related to more costly procedures for obstetrical care and
to the higher expected annual visit levels for pediatric patients.

A similar urban/rural participation distinction is identified for these two
specialties. However, even fewer OB/GYNs and pediatricians are located in rural areas
than other primary care physicians. This exacerbates access problems for those Medicaid
enrollees needing their services. The problem in accessing obstetrical care may be
further demonstrated by the fact that use ofphysicians in neighboring states by Virginia
Medicaid enrollees, particularly Tennessee, is greatest for obstetrical care.

Other Studies SU'llPort Findines that Rural Physicians More Actively Treat
Medicaid Enrollees than their Urban Counterparts, The January 1990 Medical Society
ofVirginia reportProblems and Solutions to Access to Primary Care, Virginia Physicians
Respond included self-reported statistics by primary care physicians on their participa
tion in the Medicaid program. This report cited survey responses by primary care
physicians with specialties in family practice, internal medicine, or pediatrics. Most of
the physicians responding to the survey stated that they had accepted Medicaid patients
at some point in their careers.

Survey responses suggested that approximately 84 percent ofthe primary care
physicians in Virginia with those three specialties participated in the Medicaid program
in 1989, when the survey was conducted. However, only 64 percent of the primary care
physicians that responded were accepting Medicaid enrollees as new patients. One-third
of them reported that they were restricting the number of Medicaid patients accepted.
Physicians cited several reasons for limiting acceptance ofMedicaid enrollees, including
low levels ofpatient compliance with physician orders, high-risk patients, relatively low
reimbursement levels, and high administrative paperwork burdens.
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As with the Medicaid enrolled provider average monthly payments, self
reported participation levels by primary care physicians varied considerably between
rural and urban physicians. The report showed that rural physicians were much more
likely to participate and to accept Medicaid enrollees as new patients than their urban
counterparts.

Geographic distinctions, such as those found in the MSV survey, have been
documentedelsewhere and for other programs. For example, a recent study by the Urban
Institute on differences in urban and rural physician care also found that rural
physicians were more likely to accept Medicare beneficiaries as patients than their urban
counterparts.

MEETING MEDICAID ENROLLEE PRIMARY CARE NEEDS

At the very least, one can assume that the primary care needs of Medicaid
enrollees are similar to those ofthe general population. Based on national primary care
visit rates and the number of individuals enrolled in the Medicaid program as of
September 1991, it appears that more than 1.2 million primary care physician visits are
needed by Virginia Medicaid enrollees annually. About 46 percentofthe overall need for
care (or 560,000 of the 1.2 million visits) is for pediatric care to serve children in various
eligibility categories. Another 28 percent is for routine gynecological care to meet the
needs of female adolescent and adult enrollees. (About 12 percent of these female
enrollees are pregnant and also in need ofobstetricaI care.) And finally, 26 percent ofthe
need, as defined by visits, is for health care for other adolescent and adult enrollees,
particularly those in the aged category who have remained in their homes.

Statewide, it appears that approximately 500 full-time equivalent primary care .
physicians could serve the Medicaid enrollee population, ifMedicaid enrollees comprised
one-halfof their patient case mix on average. Depending on the mix of primary care
physicians and the assumptions about enrollee population needs, the full-time equiva
lent number could range from a low ofabout 430 to a high of about 660. However, these
estimates probably greatly understate the actual need for primary care physicians to
serve the Medicaid program, since it is unlikely that enrollees would comprise such a
large percentage of physician practices.

Medicaid enrollees comprise approximately six percent ofthe State population.
Therefore it seems more reasonable to assume that they would comprise a similar
proportion ofprimary care physician practices ifall physicians participated equally. In
the MSV survey on primary care access, Medicaid enrollees were reported to comprise
between 5.4 and 32 percent {)f primary care physician practices, depending on the
geographic location and physician specialty.

Given this information, 'it appears that the number of enrolled Medicaid
primary care physicians in Virginia may not be sufficient to meet the needs ofMedicaid
enrollees. And, when the participation levels ofthese providers are considered, it is clear
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that a sufficient number are not currently enrolled. In addition, the distribution ofthese
primary care physicians does not match the needs suggested by Medicaid enrollee
distribution. Even if .all enrolled primary care physicians treated Medicaid enrollees,
access problems would persist for certain types ofcare and in certain geographic areas.
Furthermore, expected increases in the number of Medicaid enrollees are likely to
exacerbate the access problem.

In Many Area5 of the State. Pedjatric Care Needs Are Not Being Met
by SpecjaUstfi

Pediatric care is a critical component of the primary care provided through the
Medicaid program because ofthe number ofchildren enrolled and the benefits associated
withensuringsuchcare. However, pediatricians are enrolled as primary care physicians
in less than 45 percent ofVirginia localities and actively participate in the program in
even fewer localities. Consequently, most pediatric care is provided by other primary
care providers.

Children younger than age 21 currently comprise approximately 55 percent of
all Medicaid enrollees (Table 6). However, the number ofchildren enrolled and the need
for pediatric care will continue to increase due to federally-mandated expansions to
phase-inchildren up to age 19 who are at or below federal poverty income levels. Because
of these federal program expansions, more than one-third of all enrollees are children
younger than age eight. Most enrolled children (about 139,500) are currently eligible
because they receive Aid to Dependent Children (ADC) or meet criteria for the ADC
related category. However, another 45,409 enrolled children are eligible because they
fall below specified federal poverty income levels for indigent children.

Health care research has determined that the costs associated with providing
routine, preventive pediatric care may be dramatically less than the costs for providing
care for conditions left undiagnosed and untreated. For example, the U.S. General
Accounting Office (GAO) noted that failure to obtain routine immunization for measles
can result in lifetime institutional care for a child in its report Early Intervention
Strategies for At-Risk Families. Such institutional care was estimated by GAO to cost
from $500,000 to $1 million for each child's lifetime.

A recent report onhealth programs for poor, youngchildren further underscores
the need for pediatric care by Medicaid-enrolled children. It suggests that children born
and raised in poverty have greater needs for medical care, especially preventive medical
care. Indigent children are more likely to experience death due to premature birth, acute
illnesses, injuries, lead poisoning, nutrition-related problems, and chronic illnesses.
Many of these conditions can be prevented.

Pediatric care needs for impoverished children are recognized as critical by the
federal government. Medicaid programs are required to provide early and periodic
screening, diagnostic, and treatment (EPSDT) services for all enrolled children. In
addition, Medicaid programs must provide any medically necessary services to treat
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------------Table6------------

Gender and Race of Enrollees in the
Medicaid Program by Age as of September 1991

Gender Race
A:lJ:. Mala Female White Bl.a.l:k Q1hw;: T.atal

<1 12,542 12,422 11,173 12,203 1,588 24,964
1-6 48,029 46,720 37,394 53,708 3,647 94,749
7-8 9,610 9,302 6,518 11,867 527 18,912
9 -14 21,939 21,619 14,876 27,506 1,176 43,558

15 - 21 9,484 25,367 14,421 19,179 1,251 34,851
22 - 44 15,380 65,608 36,332 42,733 1,923 80,988
45 - 64 10,914 20,263 17,408 13,018 751 31,177
65- 84 13,454 39,143 28,779 20,013 3,805 52,597
85+ 2255 11259 9215 4076 223 13514

Total 143,607 251,703 176,116 204,303 14,891 395,310

Note: Other includes American Indian or Al~kan native, Oriental or Asian, Spanish American or
Hispanic, and other unspecified races.

Source: JLARC staff analysis of DMAS MMIS eligibility subsystem file in SAS format as of September
23,1991.

conditions identified during EPSDT screenings, regardless of whether the service is
covered under the state plan. Virginia is required to improve the percentage ofMedicaid .
children who receive preventive care through the program from a current estimate of
approximately 58 percent to 80 percent by 1995.

Routine pediatric care and EPSDT services could be provided by pediatricians,
family practitioners, or nurse practitioners. In rural areas, children must rely on clinics
for their care or go to family practitioners since pediatricians are generally only located
in urban areas.

In fact, within the Virginia Medicaid program, EPSDT services are predomi
nantly provided by local health department clinics. Approximately 82 percent oflocal
health department clinics are authorized by the Medicaid program to provide and bill for
EPSDT services. Less than six percent of primary care physicians and none of the
individually enrolled nurse practitioners are authorized to do so. However, it is also
possible that EPSDT diagnostic and preventive procedures are provided by primary care
physicians during office visits but are not billed as EPSDT services. The extent to which
this occurs is not clear at this time.
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The JaNeA! Gap between E"mUM Needs and Medicaid Proyjders
Appears To Be for Care Related to Pregnancy

Most of the pregnant women enrolled in the Medicaid program can probably be
classified as medically high-risk patients. In fact, a physician survey conducted by the
Medical Society ofVirginia found that nearly 95 percent of the responding obstetricians
perceived their Medicaid patients as being medically higher risk and less likely to seek
preventive care than their other patients. More than 70 percent of these obstetricians
perceived Medicaid patients as less likely to comply with physician orders than other
patients.

Because oftheir risks, adequate and early prenatal care is especially important
for pregnant Medicaid enrollees. It is more likely to ensure positive birth outcomes and
relatively lower costs for delivery. However, the extent to which these pregnant women
are currently obtaining prenatal care is not known. Nevertheless, it is clear that in
certain areas of the State, the only available source for prenatal care is the local health
department clinic or possibly a family practice physician, since OB/GYNs are primarily
located in urban areas.

Because of the distribution and number of physicians who currently practice
obstetrics, the problem of access to care during pregnancy is not limited to Medicaid
enrollees (Figure 14). A JLARClMedical College ofVirginia survey of general hospitals
determined that 30 percent of the licensed OBlGYNs in Virginia have eliminated
obstetrics from their practices. Survey results also indicate that only five percent of
licensed family practice physicians in Virginia currently provide delivery services.

However, access problems for pregnant Medicaid enrollees are exacerbated by
self-imposed physician limits on their obstetrics practices and physician perceptions of
the Medicaid program and its enrollees. In addition, some hospitals are not enrolled as
Medicaid providers. Consequently, pregnant Medicaid enrollees may have to travel long
distances to deliver their babies, especially in rural areas.

Obstetrical care and delivery services are needed by approximately 13,000
pregnant women enrolled in the Medicaid program as of September 1991. Almost 99
percent of these women were eligible for Medicaid under criteria for the indigent
pregnant women category. Another 127 women eligible for Medicaid through other
eligibility categories were also pregnant at that time.

It is unlikely that the need for obstetrical care will decrease in the future since
Medicaid coverage for indigent pregnant women is mandated by the federal government.
In addition, adolescent and adult females in their childbearing years comprise approxi
mately one-quarter of all Medicaid enrollees.

The cost-effectiveness ofprenatal care for high-risk, low-income, minority and
adolescent females has been well-documented in health care literature and government
studies. For example, a 1987 GAO report on prenatll1 care noted that "for every dollar
spent on prenatal care for high-risk women, over three dollars could be saved in the cost
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i Figure 14 i

Number of Licensed Physicians Who Practice
Obstetrics in Each Virginia Locality
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ofcare for low birth-weight infants.· In addition, the report noted that the "vast majority
ofnewbom intensive-care costs are incurred for low birth-weight infants."

Since most of the pregnant women enrolled in the Medicaid program meet the
high-risk profile, eDBUring that they obtain early and adequate prenatal care may be
critical to avoiding adverse pregnancy outcomes. Indeed, Medicaid expansionofcoverage
to indigent pregnant women was mandated by the federal government in order to
improve birth outcomes.

As Figure 15 illustrates, most of the pregnant Medicaid enrollees are between
age 17 and 26. Females between the ages ofnine and 16 comprise another five percent.
Inaddition, 34 percent ofthese pregnant women areblack. HealthstatiBtics indicate that
the incidence oflow birth weight among black infants is higher than that ofthe general
population and the number of black infants with low birth weights has increased in
recent years. In addition, black females - even young black females - have a greater
BUSCeptibility to hypertension than other persons, which could further complicate
pregnancies. Available literature also suggests that hypertension among black females
is often more serious.
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September 23, 1991.
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Increasing primary Care Needs tor the Aged
May Exacerbate Access Problems for AU EnmJ)ees

Projected increases in the elderly population will undoubtedly result in greater
numbers ofVirginians becoming eligible for Medicaid coverage under the aged category.
Medicaid enrollees classified as aged can be expected to have or develop chronic medical
conditions and to need an ongoing relationship with a primary care physician. As
reported by the Task Force on Indigent Virginians and Their Access to Primary Medical
Care in 1989:

Increases in the number ofolderVirginians will have a large impact on
the need for primary medical care. The elderly are large consumers of
health care services due to the incidence and prevalence of chronic
illnesses requiringcontinuous treatment. Approximately 15.8percent
of all physician visits by the year 2000 will be made by persons age 65
and older.

Because ofincreased numbers ofelderly on Medicaid and their increased need
for care, access to primary care for all enrollees could become increasingly problematic.
Since many enrolled providers do not actively participate in the Medicaid program, it is
not clear which providers will fill this gap. Local health department clinics are not
required to provide primary care services which are targeted to male adults and the aged
In addition, many primary care physicians that participate in the Medicaid program
limit the number of Medicaid enrollees they will accept as patients. However, it is
possible that these self.imposed limits may affect other categories ofenrollees more than
the aged since many of the elderly may be established patients of primary care
physicians.

Approximately 70 percent of Medicaid enrollees classifled as aged reside at .
home and are likely to have or need a primary care physician to manage their health care
needs. Another four percent of aged Medicaid enrollees receive home· or community.
based services, an alternative to institutional placement, or receive community mental
health or mental retardation services. Although daily personal and medical care needs
for these enrollees are typicallyprovided through nurses ornurse aides, their overall care
should be supervised by a primary care physician.

CONCLUSION

Access to primary care is particularly problematic for the Medicaid population.
Some of the limited access problems reflect a broader problem of physician availability
in Virginia. Nevertheless, participation levels ofenrolled providers clearly indicate that
Medicaid enrollees experience greater access problems than the general population.

The access problems encountered by Medicaid enrollees need to be addressed,
especially since primary care for the Medicaid population appears to be cost-effective. It
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can save the State long-tenn costs associated with extended illness or disability due to
the lack of adequate treatment.

These access problems will require long-tenn solutions and broad strategies to
address problems with Medicaid enrollee access as well as the overall problem ofprimary
care physician supply and geographic distribution. The continued shortage of primary
care physicians underscores the need to cultivate alternative primary care providers who
can deliver care to Medicaid enrollees and provide continuity in the care rendered.
Virginia must alsoeducate Medicaid enrollees about appropriate utilization ofproviders.

As research efforts continue during 1992, JLARC staff will explore ways in
which the Medicaid program can alleviate access problems. One area which will be
examined is the sufficiency of current reimbursement rates. In addition, staff will
identifY and evaluate strategies to better link enrollees with providers of care and
methods to increase provider participation in the program.

Over the past two decades, many governmental actions have been taken in an
attempt to identifY access problems and increase the supply of primary care physicians
for the general population in Virginia. However, more needs to be done within the
Medicaid program to ensure access. Some steps are being initiated to address access
problems, but an evaluation on the success ofthese initiatives may not be completed prior
to the end of this study. For example, a Medicaid managed care pilot program, the
Medallion program, has been developed for implementation in four localities during a
two-year period. It will be important to monitor the managed care program and
detennine its effect on enrollee access to care.
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v: The Medicaid Forecast and Budget Process

Expenditures for the Medicaid program have increased dramatically over the
past several years, particularly during FY 1991. These rapid changes have resulted in
concern among members ofthe General Assembly regarding the State's ability to predict
the impact ofthe increases and respond accordingly. In order to address these concerns,
it is necessary to evaluate the process used to forecast and budget Medicaid program
funding. Therefore, Senate Joint Resolution (SJR) 180 specifically directed the Joint
Legislative Audit and Review Commission (JLARC) to review Medicaid forecast and
budget methods "toensure they adequately identify and project the cost ofpolicy changes,
service utilization, and new mandates.»

The Department ofMedical Assistance Services (DMAS) plays a central role in
developing the Medicaid forecast and budget and estimatingthe impact ofpolicy changes
and new mandates. However, two other executive branch agencies - the Department
of Mental Health, Mental Retardation and Substance Abuse Services (DMHMRSAS)
and the Department ofPlanning and Budget (DPB) - are important participants in the
Medicaid forecast and budget process. Examination of these interagency relationships
suggests that a more structured, formal relationship should be established between
DMAS and DMHMRSAS so DMAS can more closely review and provide input in
DMHMRSAS estimates. On the other hand, DPB's direct involvement in forecasting
Medicaid expenditures and the resulting relationship between DMAS and DPB are
appropriate and should remain unchanged.

Recent budget bills and other budget documents indicate that the forecasts
produced through the executive branch forecast process have generally been accurate.
However, some estimation problems in pastforecasts were found. In addition, Virginia's
forecast accuracy compares favorably with national forecasts and those produced by
other states in the southeastern region.

The adequacy of technical aspects of the DMAS forecast model and the overall
forecast process were also examined. The forecast model substantially meets the criteria
established for the review. However, minor weaknesses were found in certain compo
nents of the current model and with model documentation.

Similarly, the process used to forecast and budget for the Medicaid program
appears to be sound, but legislative involvement in the process is limited. Due to the
increasing significance offunding for the Medicaid program, the General Assembly may
wish to consider options for increasing legislative monitoring and oversight of the
forecast process. However, the results of this review do not indicate a need for increased
legislative involvement at this time.
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DEVELOPMENT OF THE MEDICAID FORECAST AND BUDGET

Over the past several years, DMAS has undertaken efforts to enhance the
agency's forecasting and budgeting capabilities. For example, the budget division was
established as a separate entity from the fiscal division in 1989. Division staffmg has
increased from four professional staff to a current complement often, with emphasis on
technical skills related to forecasting and budget execution. These efforts are reflected
in the increasingly sophisticated methods being used to project Medicaid funding needs.

The development ofthe Medicaid forecast has two primarycomponents: (1) pro
jecting baseline expenditures (assuming there are no policy changes or new mandates)
and (2) estimating the fiscal impact ofpolicy changes and new mandates. DMAS budget
staff develop separate baseline forecasts for discrete elements of the Medicaid budget,
focusing efforts on larger expenditure categories. Estimates of funding required for
policy changes and new mandates are developed and combined with the baseline
forecasts to arrive at the fmal forecast for the DMAS budget proposal.

Throughout this chapter, the phrases "policy changes' and "new mandates' are
used interchangably because they present very similar types of estimation problems.
However, policy changes are generally defined as program changes initiated within the
State. For example, an increase in physician fees proposed by the executive branch and
approved by the General Assembly would be considered a policy change. New mandates
are generally defmed as program changes initiated by the federal government. For
example, the Omnibus Budget Reconciliation Act of 1990 (OBRA-90) requirement that
infants under 133 percent of the federal poverty income level be covered by Medicaid
throughout their first year of life would be considered a new mandate.

The Medicaid budget is affected by at least two other agencies before it is
introduced to the legislature. First, DMAS relies on DMHMRSAS to provide estimates
for mental health and mental retardation facilities and community-based services that
qualify for Medicaid reimbursement. Past estimation problems experienced by
DMHMRSAS suggest that DMAS should more closely review and provide input in the
DMHMRSAS estimation process.

Second, DPB develops the final budget bill based on its review ofDMAS budget
proposals and its own forecast ofMedicaid expenditures. The maintenance ofa separate
forecast for Medicaid expenditures represents an extraordinary level of direct involve
ment in the DMAS budget development process, compared with most other executive
branch agencies. However, due to the size and complexity of the Medicaid budget, this
role is appropriate.

Development of Baseljne Forecast IJtjUzes a variety of Methods

DMAS budget staffdevelop forecasts for at least 36 separate expenditure codes,
which reflect different types of program services (e.g., general hospital, skilled nursing
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facility, dental, and outpatient clinic). These separate forecasts are adjusted to account
for the impact of policy changes and new mandates, and are ultimately combined to
develop the overall budget for the Medicaid program.

Most of the DMAS forecasts are based purely on past expenditure data and
utilize either moving average or other more sophisticated smoothing techniques to
forecast the baseline expenditures (which do not include new policy changes). A moving
average takes the average ofa predetermined number of past expenditure data points.
The average "moves" as more recent data points replace past data points to project
expenditures into the future. Averaging the data has the effect of"smoothing" out large
seasonal trends in the data, if they exist. More sophisticated smoothing methods allow
the forecaster to weight recent data points more heavily or account for seasonal shifts.

The forecast efforts primarily focus on four specific expenditure codes: nursing
facilities (including both skilled and intermediate care facilities), hospitals, physicians,
and pharmaceutical services. These four expenditure codes accounted for 77 percent of
Medicaid expenditures in FY 1991, excluding administrative costs and most mental
health and mental retardation expenditures. Forecasts for these expenditure codes
generally use more sophisticated exponential smoothing techniques to project expendi
tures on the basis of service units and costs per service unit.

One of the more complex forecasts among the four major expenditure codes is
developed for nursing facility expenditures. The nursing facility forecast uses a multiple
regression technique to project future payments to nursing facilities in the State.
Multiple regression attempts to fmd the best representation of the behavior of a
"dependent" variable (in this case, nursing facility expenditures). This representation is
based on "independent" variables that may have an impact on, or relationship to, the
dependent variable of interest.

Key independent variables used in the nursing facility regression equation
include estimates of future service utilization and estimates of fluctuations in the
ConsumerPrice Index. Asimilar model for hospital expenditures has been developed and
is being tested for future use.

At least two separate forecasts are developed for each of the four major
expenditure codes, using differing methods or data sources. For example, in addition to
the regression-based forecast model for nursing facility expenditures, the budget division
develops a comparison forecast using an exponential smoothing technique. The forecasts
are compared to actual expenditures. In addition, information may be obtained from
program staff who have direct knowledge about program implementation and possible
utilization trends. These comparisons and supplemental information are used to arrive
at the final baseline forecast for a particular budget category.

Estimating the Impact of Policy Changes and New Mandates Is Djfficult

Once the base forecasts have been developed, DMAS budget staffmust attempt
to factor in the impact ofpolicy changes and new mandates that will take effect during
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the fiscal year. Although specific methods for estimating the impact of policy changes
vary, depending on the specific type ofpolicy change involved, staffgenerally follow three
basic steps to derive these estimates. Staffmust first estimate the size of the affected
eligible population. Next, the degree to which the eligible population will utilize the
services must be estimated. Finally, the anticipated number ofrecipients is multiplied
by an estimate of the unit cost for the services to arrive at an estimated total cost for the
policy change.

Budget staff at both DMAS and DPB acknowledge that projecting the impact of
policy changes and new mandates is one of the most difficult aspects ofbudgeting for the
program. They cited four primary reasons for this difficulty. First, because new
mandates are frequently intended to serve new eligible populations, there may be little
data from which to generate a cost estimate. DMAS budget staff acknowledge they
frequently must use whatever data and information are available to make their "best
guess' of the impact of the policy change. For example, OBRA-90 required Virginia to
cover all children age six and older who were born after September 30, 1983 in families
with incomes below the federal poverty income level. DMAS utilized a multi-step process
to estimate the number of children who would be affected by the new mandate. The
process included several different factors, such as:

• estimating the number of affected children age six and older who were born
in Virginia after September 30, 1983

• applying a population growth rate for future fiscal years

• determining the number ofchildren who would fall under the federal poverty
income level, including consideration of family income disregards, average
family size, and working vs. non-working mothers

• excluding the number ofchildren already covered by Medicaid through other
provisions

• estimating the participation rate among the eligible children.

Second, budget staff must determine how policy changes will be added to the
baseline forecast. Depending on the type ofpolicy change, the fiscal impactofthe change
may occur almost immediately. For example, the implementation of a provider fee
increase will probably have a one-time,predictably-timedimpacl On the other hand, the
impact of the policy change may occur over the course of several months. Ifso, whenever
the program begins covering a new group of eligible clients, several issues must be
considered, includingthe speed with which neweligible groups will become enrolled, how
quickly they will begin actually utilizing services, and when claims billings will begin
reflecting the change.

The forecaster must consider these types of issues in order to estimate how the
impact of the policy change should be phased in over the initial implementation period.
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Again, although some information may be available to help the forecaster estimate the
phase-in period, the process typically involves several subjective judgments.

Third, budget staff must determine the rate at which the data used for the
baseline forecasts will capture the impact of the new policy changes. For example, a
forecaster may estimate that a policy change that takes effect at the beginning ofa fiscal
year (July 1) ultimately will have a $100,000 impact on the budget. A baseline forecast
produced during the fiscal year, for example in October, would include some ofthe impact
ofthat policy change. However, the data for the October forecast would only include three
months during which the policy change is in effect. Consequently, the data probably
wouldnot reflect the full impact ofthe change. Thus, a time lagnormally associated with
the implementation ofa new policy could affect the quality of the data.

If the forecaster were to add the full $100,000 impact to the October baseline
forecast, the forecast could overstate funding needs. Therefore, a certain amount of the
anticipated impact of the policy change must be subtracted from the original $100,000
estimate before it is added to the most recent (October) baseline forecast. A simple
method to determine the amount by which to reduce the policy change impact would be
to assume that the $100,000 should be reduced by 25 percent (to $75,000), since one
quarter of the year has passed. However, this method also assumes that expenditures
will be equal each month, which may not be realistic. Utilization can be expected to
fluctuate significantly from month to month for certain services.

The forecaster faces a similardilemma when projectingfunding needs for future
fiscal years. Some policy changes take effect in the middle of a fiscal year, so their full
impact must be estimated over the course ofat least two fiscal years. When developing
the budget for the second fiscal year, the forecaster must attempt to estimate how much
the effects of a particular policy change were felt during the first year. Within DMAS,
the responsibility for making these determinations is distributed among the budget
cqvision's forecasters according to their expenditure code forecast duties.

Fourth, evaluating the accuracy with which policy changes are estimated is
problematic because it is difficult to isolate the effects ofparticular policy changes from
other changes in the baseline forecasts. For example, DMAS may anticipate an increase
in hospital expenditures due to covering a new eligible population. However, ifhospital
expenditures do in fact increase, it is difficult to determine how much of the increase is
due to covering the new eligible group and how much is due to other factors, such as
inflation or increases in utilization by other groups.

The DMAS budget director stated that the division is working toward a more
systematic way of prospectively accounting for certain policy changes in the baseline
forecasts, rather than projecting them separately and then adding them to the forecast.
In other words, the baseline forecast would be used more as a tool for projecting overall
increases in program expenditures, including selected policy changes. This would make
the forecast error more meaningful in assessing both the baseline forecasts and policy
changes that can be anticipated within the baseline forecasts.
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Certain External Agency Roles Reguim Review

The development ofthe DMAS Medicaid forecast is only one step in the process
for developing the overall Medicaid budget. DMHMRSAS and DPB also play significant
roles in the development and review of the Medicaid budget. Analysis of these roles
indicates that a more structured, formal relationship is needed between DMAS and
DMHMRSAS. This would allow DMAS to more closely review and provide input in
projections provided by DMHMRSAS. However, DPB's role should remain unchanged.

DMAS Should Review DMBMRSAS P1"Qiections More Closely. DMHMRSAS
staff project expenditures for most program components for mental health and mental
retardation services that are eligible for Medicaid reimbursement. These projections are
subsequently added to the DMAS budget proposals. By far, the largest projected
component is mentalhealth and mentalretardationfacility expenditures, which amounted
to about $178.7 million in program eXPenditures in FY 1991. Review ofthe methodology
and for these facility eXPenditure projections and the forecast performance did not reveal
problems.

DMHMRSAS also provides projections for community-based mental health and
mental retardation programs, which amounted to about $15.5 million in program
expenditures in FY 1991. Problems with the estimates for community-based mental
health and mental retardation progtams indicate DMAS should be more active in
reviewing these estimates.

Funding received from the Medicaid program is projected as a revenue source
by DMHMRSAS budget staff. Therefore, if projections of the number of clients and
services that qualifY for Medicaid reimbursement are overestimated by budget staff, the
program experiences a revenue shortfall. To compensate for the shortfall, either
additional funding is required or services must be reduced.

This occurred in FY 1991, when DMHMRSAS began implementation of the
"Community Medicaid Initiative." One purpose of the initiative was to seek federal
Medicaid matching funds for a variety ofcommunity mental health and mental retarda
tion services that were traditionally covered solely by State and local funds. The federal
matching funds were pursued primarily through amendments to the state Medicaid
plan.

In anticipation of receiving federal matching funds for services through the
initiative, State general funds flowing directly from DMHMRSAS to the local community
service boards (CSBs) were reduced. Instead, State general funds were sent through
DMAS to be matched by federal funds. CSBs were then required to bill DMAS for
reimbursement of covered services.

Original estimates projected that $60.8 million in services would be eligible for
Medicaid reimbursement over the 1990-1992 biennium. In essence, this would mean
only $30.4 million in general funds would be required to fund the eligible services, due
to the expected receipt of Medicaid federal matching funds. The other $30.4 million in
general funds earmarked for the eligible services would be available for other uses.
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However, the impact of the initiative was overestimated by DMHMRSA8. As
a result, projt!litions of the number of mentalllealth and mental retardation recipients
qualifying for Medicaid reimbursement (and the estimated receipt of federal revenues
associated with those recipients) were too high. ConsequenUy, CSBs faced a revenue
shortfall of$8.5 million ($4.3 million State general funds) in FY 1991 and $11.1 million
($5.5 million State gentlral funds) in FY 1992. Despite the shortfall, DMHMRSAS staff
point out that implementation of the initilitive still resulted in the replacement of $8
million in general funds with federal revenue in FY 1991 and an tlstimated $13 million
inFY 1992.

In a status report on thtl progreBB of the Community Medicaid Initiative, four
sources for the overestimate were presented:

• there wertl fewer eligible clients than anticipated

• the Health Care Financing Administration <HCFA) disallowed coverage of
certain services or restricted the scope of the services that could be covered

• the decision to cover certain substance abuse services was deferred

• the number ofclaims processed and covered in the first year of the initiative
was overestimated.

DMHMRSAS staff noted that this represented their first attempt to estimate
the number of Medicaid-eligible mental llealth and mental retardation home- and
community-based recipients and the amount of services that qualified for Medicaid
reimbursement. Therefore, they had litUe data or program eJqJerience on which to base
the estimates.

In addition, Pecause the dt!liision to implement the initiative was not made until
July 1989, DMHMRSAS staffhad a short time frame in which to develop the estimates.
Consequently, the process to develop the el!ltimates was rushed and the CS13s were not
included in the initial budget development proceBB. Accordingto DMHMRSAS staff, this
exclusion from the initial budget development process led to some difficulties in
implementing the initiative. Problems and delays with the process for billing DMAS for
services were also encountered by the CSBs.

DMHMRSAS staff stated that three steps have been taken to improve the
estimation proceBB. First, they are obtaining more information directly from the CSBs
regarding the anticipated number of Medicaid clients. Second, data are now available
directly from DMAS on the amounts and historical trends of actual billings, which will
improve the ability of DMHMRSAS budget staff to estimate future billings. Third,
confusion among the CSBs regarding which services are covered under the initiative has
been minimized, which should improve the timeliness of the overall billing and reim
bursement proceBB.

CurrenUy, DMAS budget staff make a limited effort to verify the estimates
provided by DMHMRSAS. In the past, this practice may have been sufficientbt!liause
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Medicaid reimbursements were primarily related to clients in State mental health and
mental retardation facilities, a population that remained relatively stable.

However, as the new funding initiative is being implemented, funding obliga
tions are more dynamic, particularly for community mental health and mental retarda
tion services. Funds for Medicaid services projected by DMAS are not directly affected
if there is an overestimate ofDMHMRSAS Medicaid clients. Nevertheless, an underes
timate could result in the need to shift funds from other program priorities to cover eSB
billings.

Due to the current restrictions on budget growth in the State, continued
emphasis on seeking federal Medicaid funding for covered mental health and mental
retardationservices is anticipated. In fact, the CommunityMedicaid Initiative originally
proposed includingsubstance abuse services. However, implementation offundingthese
services through the Medicaid program was delayed.

DMHMRSAS and DMAS budget staffassert that a strong working relationship
exists between the two agencies. However, as the size of the mental health and mental
retardation portion of the Medicaid budget increases, DMAS staff should work more
closely with DMHMRSAS staff to enhance the accuracy of the estimates for these
services.

Recommendation (4). The Department ofMedical Assistance Services
should review the methodology used by the Department of Mental Health,
Mental Retardation and Substance Abuse Services to develop the mental
health and mental retardation portion of the Medicaid budget. This review
should include at least one meeting between the two agencies prior to the
Department of Mental Health, Mental Retardation and Substance Abuse Ser
vices' formal submission of revenue projections to the Department ofMedical .
Assistance Services. In addition, the Department of Mental Health, Mental
Retardation and Substance Abuse Services should provide written documen
tation, for reference and review purposes, to the Department of Medical
Assistance Services on the methods used to estimate mental health and mental
retardation revenues related to the Medicaid budget.

DPB Role $pears .t\lI.vrcwriate. DPB staff review DMAS budget proposals,
comparing the DMAS forecast estimates to an in-house model ofMedicaid expenditures.
This information is used, in conjunction with any program initiatives approved by the
Governor, to develop the budget bill which is submitted to the General Assembly. DPB
does not typically maintain forecasts for State agency programs. However, the DPB
Medicaid forecast appears to foster necessary interaction with DMAS budget staff and
represents sound forecasting practice for such a significant portion of the State budget.

The DPB forecast model uses an autoregressive integrated moving average
technique (ARIMA) to project future baseline expep.ditures using past expenditure data
Briefly, ARlMA projects data, in this case expenditure data, based on past data values
and fluctuations. AQiustments for policy changes and new mandates are reviewed by the
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DPB analyst assigned to DMAS and the manager of the health and human services
section. They are then added to the baseline forecast.

Expenditures are forecast for four major expenditure categories (hospitals,
nursing facilities, physicians, and pharmaceutical services) and an inclusive "other"
category, which is intended to capture all otherexpenditure categories. These figures are
compared to DMAS estimates submitted through the budget process. Areas for which
there are significant differences are isolated and agency representatives consult with
each other regarding those differences. DPB also analyzes DMAS addendum requests
(or budget amendment requests for odd-year sessions) to determine which will be funded
and at what level. Ultimately, figures for the baseline forecast and approved addenda (or
approved budget amendments) are combined to arrive at the final figures in the
Governor's budget bill.

Generally, DPB staff only review State agency forecast methodologies and
budget submissions. However, separate forecasts are conducted at the agency level for
two major expenditure areas: (1) corrections and (2) Medicaid. These two areas are
among the largest expenditure areas for the State and utilize a significant portion of
available discretionary funds each year. (Special forecasts are also conducted for the
Criminal and Involuntary Mental Commitment Fund and ADC caseload. In addition, a
forecast ofkindergarten through twelfth grade educational expenditures is maintained
primarily for policy analysis purposes.)

As ajoint state-federal entitlement program, in which State funding obligations
are guaranteed, Medicaid represents a spending area that can be volatile and over which
the State exercises relatively little control. In the current budgetary environment, DPB's
active role in the forecasting of Medicaid expenditures is particularly appropriate.
Forecasting literature suggests having more than one independently-derived forecast is
desirable. It allows for comparison among differing sets of reasonable assumptions in
order to help determine which forecast is most accurate.

Furthermore, forecasting literature suggests that if more than one forecast
appears reasonable, it is valid to average these forecasts. In fact, forecasting research
indicates that combining forecasts results in better performance on average than the
individual methods. According to DPB staff, this situation occurred last year, when the
DMAS and DPB forecasts projected different figures for hospital expenditures. When the
agencies were unable to resolve the difference, DPB simply averaged the two forecasts
together to arrive at the figure for the Governor's budget bill.

In addition, analysis of past DMAS budget submissions and DPB reviews of
those submissions indicates at least three other positive effects ofmaintaining separate
forecasts. First, DPB's forecast provides an enhanced level of scrutiny and oversight of
projections made for the program. The two agencies often make significantly different,
yet independently reasonable, assumptions in estimating the impact ofpolicy changes.
Again, given the problems associated with estimating the impact of policy changes, it is
better to have two groups generating estimates than one.
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Second, separate independent forecasts encourage interaction and information
exchange between the two agencies in the development of a significant and dynamic
portion of the State budget. Third, documentation ofmethods used to produce forecasts
and estimate policy changes has become more detailed over time, which leads to easier
understanding and better accountability of the techniques being used.

ACCURACY OF THE MEDICAID FORECAST AND BUDGET

From the perspective of the General Assembly, the most important consider
ation regarding the Medicaid forecast and budget is the accuracy with which the budget
reflects funding needs for the program. Forecasting is an inexact science and forecast
errors are inevitable. However, given the size of the Medicaid budget, even minor errors
can result in large budget shortfalls. Two key issues were examined to assess the
accuracy of the Medicaid forecast and budget process:

• How well does the information provided to the General Assembly project
funding needs for the program?

• How does the performance of Virginia's forecast process compare with fore
casts produced by other states?

The Governor's budget bill reflects the executive branch's best estimate of
anticipated funding needs for the Medicaid program. Analysis of recent budget bill
submissions indicates that from a forecasting standpoint, budget bills have been accurate
reflectionsoffundingneeds for the program. However, budgetshortfalls in FY 1987, FY 1988,
and FY 1991 demonstrate that some problems have been encountered in projecting
Medicaid expenditures in the past. Increased emphasis on communication and informa- .
tion exchange between DPB and DMAS may help decrease forecast errors in the future.

Virginia's forecasts have generally been more accurate than other states in the
mid-Atlantic and southeastern regions and the performance of the overall national
forecast. Possible reasons for this success include interaction between DMAS budget
staff and program staff, flexibility in adjusting the forecast to reflect changes in the
funding environment, and the utilization of a successful forecast methodology.

Budget SbortfaJJs Indicate Need for Increased Communjcation
Between DrB and DMAS

Comparison ofbudget bill submissions for the past three fIscal years with actual
expenditures for program components (excluding administrative costs) indicates the
mean absolute percentage error for the three years examined was only 1.2 percent (Table 7).
In forecasting, it is assumed that errors will occur. The goal is to minimize the size of the
errors as much as possible.
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~-----------Table7------------
Comparison of Budget Bills to Actual Expenditures

for Medicaid, FY 1989 . FY 1991*
Fiscal
Ye.w:

1991
1990
1989

Budget Bill
Projection"

$1,237,774,284
979,006,864
870,793,412

Actual
Expendit;ures

$1,266,436,406
972,268,899
864,447,024

Percent
Emu:

-2.3
.7
.7

"Excludes administrative expenditures.

""Fund amounts listed in the budget bill submitted just prior to the beginning of a fiscal year were
used for tha analysis. For example, tha budgat bill submitted for the 1988 General Assembly
Session provided the estimates of funding neada for FY 1989.

Sources: JLARC staff analysis of budget bills, FY 1988 • FY 1990, and DMA,S unaudited financial
statements, FY 1989 • FY 1991.

However, the amount of error that can be tolerated also depends on the
consequences of the error. For example, the relatively small percentage underestimate
for FY 1991 (-2.3 percent), which was addreased through budget amendments inthe 1991
General Assembly Session, atill amounted to a shortfall in exceas of $28 million.

It is difficult to compare budget bills and actual expenditures prior to FY 1989,
due to differences in the budget bill formats for that period. However, a review ofbudget
documents for FY 1987 and FY 1988 also revealed estimation problema during thoae
years. During the last quarter of FY 1987, DMAS requested and received transfers
totaling $7.9 million inStategeneral funds from the Governor's contingencyfund to cover
program liabilities. Including matching federal funds ofrnore than $8.9 million, the total
shortfall for FY 1987 was expected to be almost $17 million, or roughly 2.9 percent ofthe
overall FY 1987 Medicaid budget.

More significantly, DMAS was forced to request a deficit treasury loan in FY 1988
of$18 million in State general funds. Matching federal funda for the loan totaled $16.1
million, bringing the total shortfall to more than $34 million, or about 5.2 percent of the
overall FY 1988 Medicaid budget. According to DPB staffand available documentation,
the underestimate was largely a result of:

• the inability to fully determine the impact of a change in the inflation factor
used for hospital and nursing facility reimbureement rates

• unanticipated increases in hospital utilization, lengths of stay, and other
unexpected increases in service utilization and inflation
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• unaccounted for imbalance in the general fund contribution required for
Medicare Part B premiums (a 70 percent general fund match was required
instead of the anticipated 48 percent)

• additional impact ofliabilities carried forward from FY 1987.

DPB staffasserted that the impact ofthe inflation factor change and increased
utilization were difficult to project because they lacked sufficient data to precisely
forecast the changes.~ Further, DPB staff stated in the deficit loan decision brief
submitted to the Governor that they were unaware of the increased general fund
requirements for Medicare PartB premiums. No documentationwas available regarding
the cause of the continued impact of FY 1987 liabilities.

Again, although the percentage shortfalls for FY 1987 and FY 1988 seem
relatively small, the funding consequences for a program the size of Medicaid can be
substantial. One method for continuing to improve the accuracy with which Medicaid
expenditures are forecast would be to encourage information exchange and collaboration
between DPB and DMAS budget staff through an established, regular forum.

As will be described in more detail later, DMAS has established a forecast
review group which includes key DMAS staffand a representative from DPB.This group
attempts to meet on a quarterly basis, according to the DMAS budget director. In
addition, DPB staffstated that they now have an open invitation to attend weeklyDMAS
forecast and budget planning meetings. These appear to be positive steps toward
minimizing miscommunication between the agency staffs and improving staffinterac
tion concerning the Medicaid forecast.

Comparison with Other State Medicaid Forecasts Indjcates
Virginia's Forecasts Haye Been More Accurate

All state Medicaid agencies, including DMAS, are required to submit quarterly
forecast reports to HCFA to project future funding needs. Using these forecasts as
benchmarks (compared either to actual expenditures or the most recent forecast),
Virginia's error rate has been lower than the national average over the past two federal
fiscal years (Table 8). In addition, with the exception of federal fiscal year (FIT) 1987,
Virginiahas consistentlybeen more accurate than states in its own region (HCFARegion
III) and states in a neighboring region composed mostly of other southeastern states
(HCFA Region M.

The Virginia forecast performed particularly well during FFY 1991, when
Medicaid program costs experienced a dramatic increase that was largely unanticipated
by most states and the federal government. During FFY 1991, national forecasts had to
be revised upward by 16 percent from the November 1989 forecast to account for
unanticipated increases in Medicaid program costs. In contrast, Virginia's November
1989 forecast was 7.2 percent higher than projected FFY 1991 expenditures and the May
1990 forecast was within 5.4 percent of projected FFY 1991 expenditures.
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-----------Table8-----------

Percentage Forecast Errors From Selected Quarterly
Submissions FFY 1987 . 1991 to HCFA for

VIrginia, HCFARegions In and IV, and the Nation*

HCFA HCFA
Suhmi8Bjon Virginia Bevan IIX-- Region IT· Nation

FFY1991
November 1989 7.2% -20.9% -17.1% -15.8%
May 1990 -5.4 -17.9 -8.6 -11.6

FFY1990
November 1988 2.6 -4.4 -6.4 -5.7
May 1989 4.0 -2.8 -4.3 -4.4

FFY 1989
November 1987 3.4 -3.2 -3.9 -3.2
May 1988 3.4 -2.8 -2.3 -1.5

FFY1988
November 1986 -4.2 -6.7 -5.4 -3.1
May 1987 3.9 -3.8 -3.9 -2.3

FFY1981
November 1985 -7.0 -6.6 1.3 -2.7
May 1986 -9.0 -7.5 2.0 -2.7

"Forecast .rrors w.r. calculated by .ubtracting actual.xp.ndjturee from proj.otions (or, in the cas. of
FFY 1991, .ubtracting the mo.t r.cent proj.ction from past proj.otion.).

"'HCFA Region III: Delawar., District of Columbia, Maryland, P.nn.ylvania, Virginia, W••t Virginia

OMJICFA Region IV: Alabama, Florida, GGorgia, Kentuoky, Mis.i••ippi, North Carolina, South Carolina,
andT.nn.....

Source: JLARC.taff analy.i. of HCFA State.Speoifio Waterfall Charts, FFY 1987 • 1991.

The forecasts submitted to HCFA are generated entirely by DMAS and are not
reviewed by other State agencies, including DPB. It is important to note that these
forecast reports are produced for federal government use and do not have a direct
relationship to the State budget process.

The two submissions provided for comparison are particularly important in the
federal budget development process: the November submission and the May submission
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for the subsequent fiscal year. For example, the November 1990 submission and the May
1991 submission are used to develop the federal Medicaid budget for FFY 1992. The
November submission is used to develop the Medicaid portion ofthe President's budget.
The May submission is used to update the President's budget and is typically used by the
U.S. Congressional appropriations committees to set the federal Medicaid appropriation
for the upcoming federal fiscal year.

The U.S. Department of Health and Human Services (HHS) and the Office of
Management and Budget (OMB) formed a special task force to investigate possible
causes ofthe generallypoor forecasts and isolate effective forecast practices amongstates
that were more successful (Exhibit 5). Information collected by JLARC staff through
document analysis and interviews with DMAS staff indicate that the forecast process
within DMAS generally incorporates the six effective practices identified by the HHSI
OMB task force.

-----------Exhibit5---------,.----

Effective State Medicaid Forecasting Practices
Identified by HHS/OMB Task Force

• A direct link between a state's budget and estimates submitted to the
federal government on the HCFA·25 forms improves the accuracy of
federal estimates.

• The forecast process shouldbe open. Budgetoffice staffshould be aware
of program changes and judgmental adjustments should be openly
reviewed.

• Sound budget concepts should be employed. When possible, the
framework on which the forecast and budget are based should be
flexible enough to allow changes in the estimates.

• Automated systems should be sufficient to handle large amounts of
data.

• Budget staffshould have a combination of quantitative, analytic, and
programming skills.

• A successful forecast methodology should be employed. In particular,
separate estimates should be developed for baseline spending and
program changes. Forecasts for major expenditure categories should
typically use the classic expenditure model:

( Expenditures =Caseload x Average Utilization x Price. )

Source: HHSlOMB Medicaid Management Review, Team Reports, 1991.
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First, the expenditure categories used by the DMAS budget office for forecast
purposes closely reflect those of the RCFA-25 form, which is used to report forecast
estimates to the federal government. Second, there appears to be frequent contact
between DMAS budget staff and DMAS program staff regarding program changes that
may have a fiscal impact.

Third, because the RCFA-25 submissions are not directly tied to the State
budget process, DMAS has the flexibility to unilaterally acljust the estimates submitted
to the federal government. In other states, the submissions may reflect "official"
estimates, such as budget documents, which may not be accurate reflections ofwhat the
Medicaid agency staff believe will happen. For example:

In one ofthe states reviewed by HHS / OMB staff, the budget submitted
to the legislature was consistently less than the actual projections. The
governor of this state used this strategy to allow him to request
additional funds for other programs because the legislature had a
history ofapproving all supplemental funding requests for Medicaid. If
the intentionally low budget figures were submitted to the federal
government on the HCFA·25, substantial errors would result.

Fourth, budget staff indicate that computer resources are adequate to handle
the large amounts ofdata necessary for analysis and budget development. Most analysis
is performed on personal computers with data that are extracted from the State's
mainframe.

Fifth, DMAS budget staff appear to possess the combination of skills recom
mended by the HHS/OMB task force. As part of the effort to increase staffing in the
DMAS budget division, special attention has been given to hiring candidates with
extensive quantitative skills and computer backgrounds.

Sixth, the methodology used by DMAS incorporates the components suggested
by the task force report. As noted earlier, baseline spending and program changes are
estimated separately. In addition, the classic expenditure model recommended by the
HHSlOMB task force is used for estimating the major expenditure codes and most policy
changes.

ADEQUACY OF DMAS FORECAST MODEL AND PROCESS

As part of this review, criteria were established to evaluate: (1) the adequacy
of the DMAS forecast model and (2) the overall forecast process. Criteria to assess the
adequacy of the forecast model were used to examine the more technical aspects of the
model and its administration, such as the degree to which staff understand model
assumptions, the definition and measurement ofmodel variables, and the mathematical
soundness offorecast equations. The criteriaused to evaluate the overall forecast process
focused on such concerns as personnel and data adequacy, regular reporting offorecast
errors, and outside review of forecast methodology.
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The DMAS forecast model and overall process meet most criteria identified by
JLARC staff. However, some limitations were noted in certain components ofthe model,
model documentation, data available for forecasting purposes, and provisions for ex
panded forecast review. In addition, legislative involvement in the current process is
limited. The General Assembly may wish to consider options for increasing legislative
involvement in the Medicaid forecast process.

»MAS Should Continue Tmprovemeny to Fnrooast Model
and Documentation

The criteria for evaluating forecast models were adapted from the JLARC
review titled Revenue Forecasting in the Executive Branch: Process and Models, which
was released in January 1991. Although there are some differences in specific require
ments for revenue forecast models, many ofthe same principles apply to forecasts ofany
type.

Exhibit 6 summarizes the criteria and the compatibility of the OMAS forecast
with those criteria. The DMAS model substantially conforms with four of the six
identified criteria (criteria 1, 3, 4, and 5). However, the model and its administration
could be improved in at least two areas. First, DMAS should continue steps to move
toward unit-based forecasts. Second, althoughprocess documentation exists, some ofthe
documentation should be updated to reflect current practices and policy adjustments.

DMAS Model Conforms with Most Forecast Model Criteria. Interviews with
DMAS budget staff and review ofmodel documentation indicate a clear understanding
ofthe assumptions built into the model (criterion 1). This includes a healthy skepticism
of the model and cross-ehecking of major components with other models to determine
reasonableness. .

JLARC staff also examined the formats used to develop forecasts for the four
major expenditure categories to determine if the equations used are mathematically
sound (criterion 3). The physician and pharmaceutical services forecasts utilize spread
sheets that compile appropriate data and perform an exponential smoothing technique.
The spreadsheet equations appear to accurately reflect documentation of the technique.
Equations used for development of the nursing facility forecast and proposed for use in
developing the hospital forecast are incorporated in a nationally-recognized software
package.

The DMAS model also conforms with criterion 4, accounting for regional
conditions. Although regional conditions are not explicitly considered in the forecast
model, differences are implicitly accounted for in the model. This is achieved, at least for
institutional providers, because the expenditure data used in the forecast reflect
reimbursement rates based in part on individual provider cost reports. Therefore, ifan
institutional provider in Northern Virginia has higher costs, these costs are accounted
for in its reimbursement rate and the expenditures for that facility.
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,.----------Exhibit6-----------,

Criteria for Evaluating Forecast Models
and their Administration

1. Model assumptions are clearly understood by participants
and periodically reviewed.

2. Predictor variables used in models' equations are sufficient,
accurately measured, and the best information available at
the time.

3. Equations are mathematically sound and tested to ensure
mathematical precision.

4. Different regional conditions are taken into account sufficiently.

5. Forecast errors are analyzed on an ongoing basis.

6. Forecast models are reviewed and documented well, including
any judgmental or policy adjustments

r Key:----------------..""

I....' • Meets criterion [!J. Does not meet criterion.

[1] • Question concerning whether fully meets criterion

DMAS
Model

o

Source: Adapted from Revenue Forecasting in the Executive Branch: Process and Models,
JLARC, 1991.

Furthermore, the audit and cost settlement division produces forecasts for
nursing facilities and hospitals, which are used by the budget division for comparison to
other forecasts. The cost settlement and audit division forecasts also account for
differences among individual providers.

DMAS conforms with criterion 5, which requires that forecast errors be
analyzed on an ongoing basis. Since August 1990, the budget division has produced a
monthly forecast tracking report, which provides a summary of forecast predictions as
compared to actual expenditures for each object code. Budget analysts monitor forecast
errors in their specific areas of responsibility.
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DMASEfforts to Improve Forecast Model Should Continue. The DMAS forecast
model does not fully conform with the criterion related to the sufficiency, accuracy, and
adequacy of the variables used in forecast model equations (criterion 2). The forecast
model may not sufficiently account for factors that affect program expenditures. How
ever, methodological changes already implemented or proposed by the budget division
should address this shortcoming.

Most components of the model rely heavily on past expenditure data to predict
future expenditures. Although data appear to accurately reflect actual expenditures,
over-reliance on expenditure data can be a weakness, particularly during a period of
rapidly increasingor decreasinginflationary pressures. Past expenditure datawould not
necessarily account for these types ofadjustments. In addition, it is difficult to separate
the effects ofinflation and utilization. For example, inflation may occur at a relatively
stable and predictable pace, but an unanticipated increase in utilization may cause
expenditures to jump unexpectedly.

This potential weakness highlights the significance of the budget division's
attempt to move toward unit-based forecasts, particularly for the major expenditure
categories. Documentationofmodel components indicates that the budget division plans
to utilize unit-based forecasts for the expenditure codes when appropriate. These efforts
are still in the early stages, but should receive a high priority in order to improve the
comprehensiveness of the overall forecast model.

Documentation of Forecast Model and Policy Changes Should Be Updated,
Criterion 6 requires that forecast models be reviewed and documented, including any
judgmental or policy adjustments. JLARC staffreviewed documentation maintained for
forecast model components. The documentation comprehensively described methods for
performing baseline projections for specific expenditure codes. However, methodological
documentation for several expenditure codes was dated and no longer reflected current .
practice. In addition, documentation of judgmental inputs or policy changes is not
routinely maintained for outside review.

Detailed documentation is important for at least two reasons. First, documen
tation provides a historical record ofpast methods and adjustments. This record can be
particularly important ifturnover occurs in key forecasting positions and it is necessary
to compare past methods with newermethods. Second, detailed documentation provides
an increased degree of accountability. Therefore, decisions made about forecast compo
nents can be tracked to specific analysts if methodological questions arise.

Recommendation (5). The Department ofMedical Assistance Services
should ensure that sufficient and timely documentation exists for each compo
nent of the Medicaid forecast. In the event that judgmental adjustments are
made to the baseline components of the forecast, or the anticipated effects of
policy changes are added to the forecast, these adjustments or changes should
be identified in the forecast documentation.
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Continued Improyements in Data and Forecast Reyjew
CQuld Enhance Oyera)) fomceet Process

Criteria were identified and adapted from a variety of sources to assess the
overall process for developing the Medicaid forecast, from its inception at DMAS to final
inclusion in the budget bill (Exhibit 7). The assessment indicated the process fully
conforms with three of the five criteria.

Problems noted with the process are relatively minor. First, the data available
to make unit·based forecasts have a relatively short data history. Second, although a

r-----------Exhibit7------------,

Criteria for Evaluating
Forecasting Processes

1. The degree of uncertainty associated with forecasts should
be understood by process participants.

2. The agency msking forecasts should have the data and
personnel required to generate a good estimate.

3. Regular reports on actual expenditures and their variance
from forecasts should be developed and available to agency
staff and interested external participants, as appropriate.

4. The process should maintain the flexibility to respond to
dramatic changes in recipient utilization and program
expenditures by revising the forecasts.

5. The process should include a mechanism requiring some
level ofexpanded review of the forecasts.

Key:---------------......

It/ I = Meets criterion [!J = Does not meet criterion.

[1] =Question concerning whether fully meets criterion

Virginia
Process

Source: Adapted from Revenue Forecastilll1 in tM E:tIlCutive Branch: Process and Models,
JLARC, 1991.
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mechanism exists for expanded review of the Medicaid forecast, DMHMRSAS involve
ment is limited. Provisions should be made to include DMHMRSAS staffon the review
panel as appropriate.

In addition, the General Assembly may wish to consider options for increasing
legislative involvement in the Medicaid forecast process. SJR 180 requests JLARC to
determine "how the legislative branch could increase its capacity to more closely monitor
Medicaid forecasts and expenditures." Options include maintaining a limited review
role, engaging in a stronger technical assessment role, or developing an independent
legislative role.

Overall Proce88 Conforms with Three Process Criteria. The process used to
forecast Medicaid expenditures fully meets process criteria 1, 3, and 4. Interviews with
representatives involved in the development of the Medicaid forecast indicate that
participants are cognizant of the potential weaknesses of the forecast methodologies
(criterion 1). Forecast methodologies generally rely on past data experience to project
future data behavior. Many forecast methodologies can successfully project data in the
short term.

However, the longer the period between forecast development and the event
being forecast, the more likely error is to occur. Furthermore, because of the reliance on
past data, forecasts are unable to account for unanticipated ·shocks" in the data. For
example, a forecast based on data from past periods could not have anticipated the
increase in Medicaid utilization due to the recent recession.

In addition, regular reports of forecast performance are developed by DMAS
staff and are available to other DMAS staff and DPB staff (criterion 3). For example,
forecast tracking reports and other information are obtained by DPB budget staff from
DMAS budget staff for several months beyond the formal date for agency budget .
submissions. This allows DPB staff to use the most up-to-date DMAS information in
their development of the budget bill.

Finally, the DMAS forecast allows for adjustments to be made in response to
changes in service utilization and/or expenditures (criterion 4). The monthly review of
forecast errors by DMAS budget staffallows them to isolate and investigate the sources
of large errors. According to the DMAS budget director, this generally involves
contacting DMAS program staff to determine if there have been unanticipated fluctua
tions in utilization, claims processing delays, client enrollment problems, or some other
problem that could explain the error. The budget staff can then determine if these
problems should be accounted for in future forecasts.

Data History far Unit-Based Forecasts Is Limited. Criterion 2 asserts that the
agency generating a forecast should have the data and personnel required to generate a
good estimate. Staffing increases at DMAS and the DPB staff resources dedicated to
Medicaid forecasting appear to address a portion ofthis criterion. However, the datamay
be somewhat limited due to the lack of historical information.
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Depending on the forecast methodology being used, forecasting literature
recommends a minimum of 50 data points or observations. Substantially longer data
histories (96 to 120observations, or eight to ten years ofmonthlydata) are recommended,
when possible. The data set utilized for the unit-based forecasts produced by DMAS was
developed slightly more than three years ago, in August 1988. Data are produced on a
monthly basis, which means that the data set is composed offewer than 40 observations.

This is not a major concern because there are valid statistical techniques
available to "initialize-or manipulate the data to account for short datahistorles. DMAS
staff recognize the relatively short data history as a potential shortcoming and closely
monitor the data for unexpected changes or anomalies.

DMHMRSAS Representative Should Be Included in Forecast Review Process.
The current overall forecast process proVides for expanded reView ofthe methodologies
used in the forecast. However, participation in this reViewis limitedto selected stafffrom
DMAS and DPB. ProVisions should be made to include DMHMRSAS budget staffin the
reView, when appropriate.

During the spring of1991 , the DMAS budget director formed a forecast reView
panel to establish a consistent forum for reView of the methods used in the DMAS
forecast. The panel consists ofboth DMAS deputy directors, the DMAS budget division
director, the policy diVision director, the fiscal division director, and a representative
from DPB. The panel attempts to meet quarterly and has met three times in 1991.

According to the DMAS budget director, meetings typically deal with technical
aspects offorecasting major components of the DMAS forecast. Smaller components of
the DMAS forecast and mental health and mental retardation components are not
currently includedin the reView. However, as mentioned in the preVious section, mental
health and mental retardation program components projected by DMHMRSAS com
prised 15 percent of the total Medicaid budget in FY 1991. In addition, Medicaid funds
will continue to be pursued as a revenue source for expanded mental health and mental
retardation semces.

Since DMHMRSAS budget staff are not involved in the development of the
overall budget, a permanent position on the review panel may not be necessary.
However, the methods used to develop the State mental health and mental retardation
component should be exposed to an expanded reView.

Recommendation (6). The Department ofMedical Assistance Services
forecast review panel should be expanded to include Department of Mental
Health, Mental Retardation and Substance Abuse Services staff as appropri
ate. Participation should include a presentation and review of the methods
used to develop the State mental health and mental retardation services
component of the Medicaid forecast at least once each year.
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Additional Lellislative Monitorinfl o/tlle Medicaid Forero/lt and Exvenditures
Does Not AllvearNecessary at this Time. Beyond the normal scrutiny ofthe budget that
occurs during General Assembly sessions, legislative monitoring ofthe Medicaid forecast
and expenditures is limited to reviews conducted by staff to the Senate Finance
Committee and the House Appropriations Committee. SJR 180 requests that JLARC
explore methods for increasing this monitoring capacity.

There are at least three ways in which legislative monitoring and oversight of
the Medicaid forecast and budget could be implemented. First, the current method of
limited review conducted by selected legislative staffcould be continued. One ofthe main
advantages ofthis method is that no additional stafftime or resources would be required.
Given that the JLARC staff review found only relatively minor problems with the
forecast, a more substantial role may not be needed. The primary disadvantage is that
the legislative branch would continue to have a limited capacity for monitoring these
expenditures, despite the rapid increases beingexperienced in the Medicaidprogram. As
illustrated earlier, even minor errors can result in large shortfalls in the program, about
which the General Assembly may not be notified until relatively late in the budget
development process.

Second, the legislative branch could engage in a stronger technical assessment
role. This could be achieved through periodic review ofMedicaid forecast methodologies
by legislative staff, possibly stafffrom the legislative money committees, as part of the
existing review panel. This option has several advantages, including providing a
mechanism for early information exchange between the legislative branch and the
executive branch regarding the Medicaid budget. In addition, it would provide the
opportunity for legislative input in the forecast and budget development process, at least
in an advisory capacity. Finally, oversight of the Medicaid budget and forecast process
would be significantly increased.

One disadvantage of this option is the increase in staff time and resources
required toparticipate and prepare for the reviews. In addition, although legislative staff
are periodically requested to review funding policies, there is no precedent for the
proposed level oflegislative staffinvolvement in the review ofthe technical components
of the Medicaid forecast.

The third option is the development of an independent legislative forecast for
the Medicaid program. This would provide the General Assembly with the strongest
position for monitoring Medicaid budget requests, as well as earlier notification of
potential problllms in funding the Medicaid program. In addition, there is the presump
tion that having a third independent forecast to factor into the process would further
enhance the accuracy of the forecast.

However, there are several disadvantages to this option. First, developing an
independent legislative Medicaid forecast would require substantial staff time and
resources. Additional staffcould be required to perform this function. Second, it could
delay the legislative appropriations process while there is debate over which forecast
figure should be used.

94



Third, development ofan independent legislative forecast on a regular basis for
an executive branch program is unprecedented in the State. Furthermore, a JLARC
survey of nine other state Medicaid programs (California, Kentucky, Maryland, New
York, North Carolina, Pennsylvania, Tennessee, Texas, and WestVirginia) revealed that
only three of these states (Maryland, New York, and Texas) develop independent
legislative forecasts. Texas has a legislative agency specifically dedicated to developing
an alternative legislative budget.

However, forecasts developedbystateswith independent legislative forecasts have
generally not been more accurate than VIrginia's forecast, particularly for FFY 1991. The
mean average percentage error for those states in 1 FY 1991 (using the May 1990
submission to HCFA) was 16.9 percent, compared to 5.4 percent for Virginia.

The overall findings ofthe review do not suggest an enhanced level oflegislative
oversight is warranted at this time, especially ifadditional legislative staffresources are
required. Recent forecasts have generally been accurate, and relatively minor problems
were found with the forecast model and process. In addition, planned improvements
should address several of the shortcomings noted during the review. Nevertheless, the
General Assembly may wish to direct JLARC staff to continue monitoring the Medicaid
forecast and budget process during the remainder of the study, which is scheduled to
conclude prior to the 1993 General Assembly session.

Recommendation (7). Given the relative accuracy of recent Medicaid
forecasts and theoveralladequacyofthe forecast modeland process, increased
legislative monitoring of the Medicaid forecast and expenditures is not reo
quired at this time.
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Appendix A

Senate Joint Resolution No. 180

Requesting the Joint Legislative Audit and review Commission to study the
Commonwealth's Medicaid program and the indigent care appropriations to the
state teaching hospitals and the Medical College ofHampton Roads.

Agreed to by the Senate, February 19, 1991
Agreed to by the House of Delegates, February 15, 1991

WHEREAS, a goal of the Commission on Health Care for All Virginians is to provide
access to basic health care for all Virginians; and

WHEREAS, approximately 330,000 persons in Virginia are eligible for the Medicaid
program, but an estimated 300,000 additional Virginians in poverty have no health
insurance; and

WHEREAS, the number ofVirginians eligible for Medicaid has increased by only 10
percent during the last 10 years, but Medicaid expenditures in Virginia have tripled
during that period; and

WHEREAS, costs in the 1990-92 biennium are expected to be more than 40 percent
greater than the costs in the 1988-90 biennium; and

WHEREAS, the Medicaid program now represents about 12 percent of the
Commonwealth's general fund budget, with an estimated $1.4 billion (general fund) cost
for the 1990-92 biennium; and

WHEREAS, Medicaid costs will continue to escalate at a rapid rate as inflation in
health care costs far surpasses other goods and services; and new federal mandates are
likely to continue as Congress expands health insurance for the elderly, disabled, and
poor through Medicare and Medicaid; and

WHEREAS, federal mandates establish the core of the Medicaid program, but
states can partially shape the benefits and costs through policy adjustments in reim
bursement rates for service providers; services offered to recipients; utilization review to
ensure appropriate care; and eligibility for groups of persons, and to some extent, how
much recipients pay for their own care; and

WHEREAS, University of Virginia Medical Center, Medical College of Virginia
Hospitals, and the Medical College of Hampton Roads provide a significant amount of
care to low-income persons and receive state support for this care through Medicaid and
direct general fund appropriations; now therefore, be it

RESOLVED by the Senate, the House of Delegates concurring, That the Joint
Legislative Audit and Review Commission be requested to study the Virginia Medicaid
program and the indigent care appropriations to the state teaching hospitals and the
Medical College of Hampton Roads.

The study shall include, but not be limited to:
1. Assessmentofthe cost savings and health policyimplications oflimiting the scope

or duration of optional services, or adjusting recipients' contributions to their care;
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2. Examination of the interpretation offederal requirements to determine if they
have been implemented in the most effective and least costly manner;

3. Determination of the effectiveness of current utilization review procedures in
controlling costs and exploration of additional options;

4. Evaluation of reimbursement methods to determine if they adequately encour
age cost effective delivery of services;

5. Determination ofthe sufficiency of reimbursement rates to provide quality care
at the lowest required cost;

6. Review of budget and forecasting methods to ensure that they adequately
identify and project the cost of policy changes, service utilization, and new mandates;

7. Determination ofhow the legislative branch could increase its capacity to more
closely monitor Medicaid forecasts and expenditures;

8. Exploration ofthe costs ofalternative administrative methods for implementing
program requirements and options;

9. Examination of the relationship with other State programs to promote optimal
utilization of State funds;

10. Identification of options for using Medicaid funds for services currently sup
ported with general funds; and

11. Reviewofeligibility, scope ofservices, and reimbursement rates for indigentcare
at University ofVirginia Medical Center, Medical College ofVirginia Hospitals, and the
Medical College of Hampton Roads, -and a determination of the appropriateness of
general fund and Medicaid allocation methodologies.

All agencies of the Commonwealth shall provide assistance upon request to the
study as appropriate.

The Joint Legislative Audit and Review Commission shall complete its work in time
to submit its findings and recommendations to the Governor and to the 1993 Session of
the General Assembly, and shall provide interim reports to the Commission on Health
Care for All Virginians and to the 1992 Session of the General Assembly and at other
times as appropriate, using the procedures of the Division of Legislative Automated 
Systems for the processing of legislative documents.
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AppendixB

Classification of VIrginia Medicaid Enrollees

Chapter II of this interim report provides infonnation on six major categories
of eligibility for Medicaid enrollees:

(1) ADC-related enrollees

(2) SSI-related aged enrollees

(3) SSI-related blind enrollees

(4) SSI-related disabled enrollees

(5) indigent pregnant women

(6) indigent children.

Applicants mustmeet the profile ofone ofthese categories before theireligibility
for Medicaid can be assessed. Within each major category, however, there are several
discrete groups ofenrollees. Some ofthese enrollees receive mandatorycoverage through
federal statute, while others are optional groups that the State elected to coverbeginning
in 1970. The table for this appendix includes a comprehensive list of all eligibility
categories which are covered through the Virginia Medicaid program. In addition, the
table also provides the year that Virginia initiated coverage of each group, and the
number of enrollees in each category as of September 23, 1991.
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Classification of Virginia Medicaid Enrollees

Dale Number of Dale Number of

Co=- Enrol.... Coverage Enrollees
Classlftcallon 'A 9/23/91 Classlftcatlon Added 9/23/91

MandatoryCategorically Needy 0p!10lIM eateqorlqlly Needy (continued)

Individuals receiving or deemed 10 be receiving ADC QliIdren in stalei10cally funded subsidized adoptions 1986 197
AOC money paymenl 1969 174,288
ADC-Unemployed Parenl 1990 2,080 ComlclIons children 1976 224
Tille IV-E children 1981 3,151

Fesler can! children 2,832
Individuals receiving or deemed 10 be receiving 581 Public agency 1970

Aged 1969 34,148 Private agency 1984
Blind 1969 900
Disabled 1969 49,446

0p!10lIMMedically Needy
categorically needy non-money paymenl ADC or 581 1969 22,246

Aged . 1970 16,015
Children younger than age 2 born 10 Medicaid-eligible 1984 6,093
molher Blind 1970 fl)

Children younger than age 6 1990 35,424 Disabled 1970 3,308

Pregnanl women 1986 12,784 Corrections children 1976 10

Children age 6and older born alter 9130183' 1988 3M3 Fosler care/adoption assislance children 1970 289

Qua~1ied Medicare Beneficiaries 1988 10,143 ADC and ADC-Unemp!oyed Parenl 1970" 5,929

Qua~ Disabled and Working Individuals 1990 3 Pregnanl women 1984 fl)

OptIon" Catego!1cs!/y Needy Children younger than age 8 born alter 9130183 1988 708

Individuals in institutions or community-based 1982 5,004 Children younger than age 2 born 10 Medicaid-eligible 1984 141
care waiver programs al aspacial income level molher

Auxi~ry Granl recipients 1974 5,841 Refugees mid-1970's 867

Children younger than age 21 in anursing Iacility 1972 36 TOTAL 395,310

'This group became mandatory on 7/1191. Pnwlouslysome 01 them wera classified as medically needy. "AOC coverage was added In 1970 but ADC-~edParent was added in 1990.
Source: JlARC staff analysis of DMAS MMIS elgIJlliIy subsystem ffle in SAS formal as of Septeni>er 23, 1991,



Appendix C

Medicaid Service Benefit Limits and Waiver Services

~~~- ISERVICE BENEFIT LIMITSI--------

The following is a listing ofBOme ofthe most common Medicaid service benefit
limits provided by the Department ofMedical Assistance Services as ofMarch 29,1991.

Genera) ):;xchJ§iOns from CQverage

• experimental procedures
• acupuncture
• autopsy examinations
• unkept appointments

Inpatient Hospital

Limited to 21 days in II spell of illness for adult patients when the patient's
condition meets the intensity of service criteria. Excluded are admissions for:

• organ transplants other than kidney and cornea
• surgery when the procedure could be performed on an outpatient basis
• alcoholism and drug abuse rehabilitation

PbYlic;an Services

Limited to:

·26 sessions of individual psychotherapy without pre-authorization

• one annual comprehensive office visit

• one annual extended office visit

• pap smears once each six months

• house calls only for patients who are bedridden and for whom a trip to a
physician's office is inadvisable
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Physjcjan Services (continued)

• one nursing home visit (intermediate and extended) per month

• abortions only when the life or health of the woman is endangered

• sterilizations only for individuals older than age 21 who are mentally compe
tent and who give informed consent in advance

• surgery for morbid obesity only under limited conditions

• mandatory second surgical opinions for designated procedures is required

Physician services are not covered for the following:

• cosmetic surgery

• elective surgery unless preauthorized

• transplant surgery except for kidneys and corneas

• experimental surgery

• inpatient surgery that could be performed on an outpatient basis

In most cases, individual consideration may be requested if the physician feels
that there is medical justification for coverage differing from the above limits.

Dental Services

Services are limited to children except for limited oral surgery for adults.
Exclusions include:

• bleaching of teeth
• pulp vitality tests
• occlusal adjustments
• gingeval curettage
• cavity liners and intermediate bases under restorations
• minor scaling associated with routine prophylaxis
• prescriptions, biologicals or supplies
• local anesthesia
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Pharmacy

Limited to legend drugs except for:

• insulin

• needles and syringes for diabetics

• glucose test strips for children

• family planning drugs and supplies

• specific therapeutic categories for nursing home patients

Exclusions include the following:

• anorexiant drugs for weight loss

• transdermal delivery systems

• DESI drugs

• investigational/experimental drugs or drugs which have been recalled

• dietary or nutritional supplements that are not legend drugs

• vaccines for routine immunizations

• drugs whose manufacturer does not have a rebate agreement with the federal
government

Optometry Services

Services are limited to children only. In addition, the following limits apply:

• eyeglasses provided once every two years
• inpatient visits for the number of days approved for the hospital stay only

Maternal and Infant Care CoordjnatioD

Services are limited to high risk pregnant women and children up to age one.
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Nursing Facility Care

Services are limited to individuals approved by the NursingHome Preadmission
Screening Committee.

Early and Periodic Screening. DjagnQstic. and Treatment Services

Services are limited to individuals under 21 years of age. Comprehensive
screenings are covered when scheduled according to the Periodicity Schedule.

I,ohQt8tQry Seryjces

The following exclusions apply to laboratory services:

• sensitivity studies when a culture growth shows no growth or urine cultures
with containment growth (10" or less) - payment will only be made for the
culture

• syphilis testing- specimens should be sent to the State Laboratory, payment
will only be made for specimen handling and/or conveyance

• forensic testa

Mental Health Clinic Services

The following exclusions apply:

• remedial education

• day care

• social behavior modification

• psychological testing done for purpose of educational diagnosis, school or
institution admission, and/or placement, or on court order

• rehabilitative alcoholism and drug abuse therapy

• socialization

• play therapy

• occupational therapy
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Menta! Health Cljnjc Silrvices (exclulIiotUI continued)

• mpatient care
• telephone conllultationll
• mail order prellcriptiotUI

Podjatry Services

Servicell are limited to treatment ofdiseBllesofthe foot- amputation ofthe foot
or toes is not covered. The following ~ts apply:

• X-rays above the foot and ankle are not covered

• routine palliative trimming ofcorns, warts or callulles is generally not covered
(exception when pathological condition is present)

Prosthetic Devices

These are limited to artificial arms and legs, and the itemll necessary for
attaching the prosthesell, when preauthoriud. ExclusiotUI include:

• orthotic devices, spinal, cervical, thoracic, or sacral
• orthopedic footwear or modificatiotUI
• breast prollthelles

• trussell

Special Prenatal Services

Services are limited to the following:

• patient education - six sessiotUI of group education
• nutritional education -limited to initial assessment and two follow-up visits
• homemaker education - not to exceed four hours per day for 28 days
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---IMEDICAID COMMUNITY·BASED WAIVER SERVICESI---

All waiver services are federal options. However, the General Assembly has
mandated the development ofa full range ofwaiver services. Ageneral limitation applied
to all waiver services is that these services are available only to individuals who would
be institutionalized at Medicaid expense except for the waiver services. Individual
se~ limits are spelled out in each waiver.

Elderly and Disabled Waiver

This waiver program covers the provision of personal care services, adult day
health care, and respite care.

Personal Care Serviees:

• instituted in 1982

• designed to provide home based personal care services to elderly and disabled
individuals who are determined to be at risk of nursing home placement

• covered services include assistance with activities of daily living (bathing,
feeding, dressing, toileting, mobility, etc.), minimal housekeeping services
and meal preparation, shopping, bowel and bladder programs, routine wound
care, range of motion exercises, and supervision

• services are limited to those activities that can be safely performed by a nurse
aide

Adult Day Health Care:

• instituted in July 1989

• designed to provide personal care services in a congregate daytime setting to
elderly and disabled individuals who are determined to be at risk of nursing
home placement

• covered services include assistance with activities ofdaily living, nursing care,
coordination of physician ordered rehabilitation services (physical therapy,
occupational therapy, and speech-pathology therapy), nutrition (one meal a
day must be provided), emergency transportation to or from the center, care
coordination, and recreational/socialization activities
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Elderly and Disabled Waiver (continued)

Respite Care:

• instituted in July 1989

• designed to provide personal care and nursing services in the home on a
temporary basis to elderly or disabled individuals who are at risk ofnursing
home placement when the live-in caregiver requires a temporary relief or
respite

• covered services include assistance with activities of daily living, minimal
housekeeping services and meal preparation, supervision, bowel and bladder
programs, range of motion exercises, routine wound care, skilled nursing
services that can be provided by a licensed practical nurse, registered nurse
supervision

TechnQIQgy Assisted Children Waiver

Technologically assisted children waiver services were instituted in 1988 as a
waiver program covering ventilator dependent children. The waiver was extended in
1990 to cover a broader group of technologically assisted children.

• designed to provide private duty nursing in the home to children (age 20 and
younger) who are chronically ill or severely impaired and require mechanical
ventilation at least part of the day or prolonged intravenous administration
ofnutritional substances or drugs, or have daily dependence on other device
based respiratory or nutritional support, and who are at risk of admission or
prolonged stay in a hospital, nursing facility, or other long-term care facility

• covered services include private duty nursing, respite care, medical supplies
and equipment not otherwise available under the State Plan for Medical
Assistance

Mental Retardation Waiver

• implemented in January 1991

• designed to provide training, residential support, day support, and case
management to mentally retarded individuals who are at risk of institution
alization

• covered services include training, assistance and supervision to enable the
individual to maintain or improve hislher health, development and physical
condition (monitoring of health status, medication and need for medical
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Menta! Retardation Waiver (continued)

assistance), assistance and training in performing activities of daily living,
training and use of community resources (shopping, transportation, social
and recreational events), training in intellectual, sensory, motor and affective
social development, consultation for caregivers in implementation of an
individual program plan, and case management services

AIDSlAlpS..ReJated Complex Waiver

• implemented January 1991

• designed to provide case management, personal care services, and private
duty nursing to adults and children diagnosed with HIV and who are at risk
of institutionalization

• covered services include case management, assistance with activities ofdaily
living, minimal housekeeping services and meal preparation, shopping, day
health care services in a congregate setting, nutrition counseling, respite care,
and private duty nursing .
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AppendixD

Geographic Distributions of Medicaid Enrollees and
Physicians Related to Primary Care Access
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Number of Primary Care Physicians Enrolled in the
Medicaid Program Within Each Virginia Locality

as of September 25, 1991
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Number ofPrimary Care Physicians Who Actively Participate
in the Vuginia Medicaid Program WithinEach Locality
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Ratio of Primary Care Physicians who Actively Participate in the
Virginia Medicaid Program to Medicaid Enrollees in Each Locality
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Number ofEnrollees in the Virginia Medicaid Program
within Each Locality as ofSeptember 23, 1991*
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Number of Licensed Physicians in VirginiaWho Practice a
Primary Care Specialty Within Each Locality
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AppendixE

Agency RespQnses

As part of an extensive data validation process, each State agency involved in
a JLARC assessment effort is given the opportunity to comment on an exposure draft of
the report. This appendix contains responses by the Department ofMedical Assistance
Services, the Department ofSocial Services, the Department of Mental Health, Mental
Retardation and Substance Abuse Services, and the Department of Planning and
Budget.

Appropriate technical corrections resulting from the written comments have
been made in this version of the report. Page references in the agency response relate
to an earlier exposure draft and may not correspond to page numbers in this version of
the report.
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Mr. Philip Leone
Director
Joint Legislative Audit and Review Commission
Suite 1100
General Assembly Building
Capitol Square
Richmond. Virginia 23219

Dear Mr. Leone:

We have reviewed the exposure draft. Interim Report; Reyiew
of the Virginia Medical Assistance Program and are pleased with
the overall report. As requested. we have taken the liberty to
both annotate the draft report where expedient as well as provide
attachments with proposed comments and changes.

We appreciate the complexity of the Medicaid program and hope
you will find our suggestions helpful.

Bruce U. Kozlowski

BUK/tgj

Attachment



Comments Concerning the JLARC Exposure Draft:
"REVIEW OF THE VIRGINIA MEDICAL ASSISTANCE PROGRAM"

1. In the summary on page iv, fourth paragraph, the statement
"They often must 'spend-down' their excess income and/or
resources by sustaining medical expenses equal to the excess
amount" may be misleading. The term spend-down applies only
to excess income. Incurred medical expenses may not be used
to reduce countable resources. An individual is ineligible
as long as he owns excess resources. The resources must
actually be spent before they are no longer countable.

2. On page v, the narrative gives the impression that the only
more restrictive criteria is that affecting ownership of
contiguous property. While it is the best known, it is n.Q.t
the only one. The more restrictive criterion that affects
the most recipients is the requirement that institutionalized
recipients may retain their former home for only six months.

3. On page 27, the last sentence in paragraph 2 mistakenly
states that "If SSI recipients cannot meet the more
restrictive criteria for Medicaid coverage as categorically
needy, they mus t spend-down to become cover ed as med i cally
needy." The 209(b) more restrictive criteria apply to both
the categorically needy and the medically needy. Therefore,
a person who does not meet the more restrictive criteria can
not be eligible as either categorically or medically needy.

4. On page 30, the study states that the categorically needy SSI
income limi t is $610 per month. This is the limit for a
couple. The SSI limit for one person is $407 per month.

5. On page 34, the first paragraph states that SSA subcontracts
with DRS to obtain disability determinations for SSI-related
disabled applicants. Actually, SSA contracts with DRS to
provide disability determinations for both SSA and SSI
applicants. DMAS contracts with DRS to provide disability
determinations for SSI-related medically needy applicants.



6. On page 80, paragraph 2, the study descr ibes "BabyCare" as a
Virginia Health Department program. BabyCare is a DMAS
program. It involves both eligibility criteria and expanded
services. The Health Department is the primary provider of
the expanded prenatal services and of Maternal and Infant
Care Coordination, but the description is not accurate.

7. There are other statements in the report concerning
eligibility determination and the BabyCare Health Department
pilots which are not accurate. DSS is commenting on these in
their response to the draft report.

8. On page 42, the report indicates that QMB's with dual
eligibility are entitled to services not covered by Medicare
but reimbursable by Medicaid, including long-term care.
Medicare covers skilled nursing facility care, therefore,
Medicaid would be responsible only for deductibles and for
intermediate care.

9. On page 45, paragraph 2, the report states "Fees are based on
the lesser of the State's fee.. .... The term should be
"payments are based on...... The amount of the Medicaid fee
is the same for all providers but the payment may be
different because the provider does not charge the full fee.

10. On page 46 and 47, reimbursement for pharmacy services is
described as "reasonable cost.. or "maximum allowable
charge". This statement may be misleading. Reimbursement is
comprised of the payment for the reasonable cost of the drug
as determined by the First Data Bank, a national pricing
organization and a dispensing fee set by the Department. In
Medicaid, the term "reasonable cost.. is usually associated
with reimbursement based on the reported costs of the
provider.

11. On page 58, paragraph 3, the term, "home health care" must be
replaced with the term "providers of home- and
community-based waiver services". These are two distinct
programs. The home health care providers would be quick to
point out that they did not receive such a rate increase, nor
did the Department have authority to provide stich an increase.

12. On pa~e 83, third paragraph, the report indicates that some
reciplents receive primary care in more expens i ve hospital
settings. While it is true that some recipients do obtain
non-emergency services inappropriately in these settings, it
is not more expens i ve to the Medicaid program. Hospi tals
billing for non-emergency services delivered in an emergency
setting are reimbursed at the same rate as if the services
had been delivered in a physician's office.
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13. On page 85, paragraph three, the sentence "Nurse
practitioners ... " must be modified to read, "Nurse
practitioners under the supervision of a physicians". This
is a federal requirement and the lack of physicians willing
to provide such supervision is the reason so few nurse
practitioners are enrolled in the program .

. 14. On page 108, the report indicates that access to care is
particularly problematic for the Medicaid population.
Federal regulations require the state to operate in such a
manner as to assure that access for the Medicaid population
is the same as access for the general population. HCFA has
approved the state plan as meeting all applicable federal
regulations, therefore, it may not be prudent to release a
public document indicating that there is not equal access.

15. On page 133, paragraph three, the report indicated that there
is no direct relationship between the forecasts submitted to
the federal government and the forecasts used in the state
budget process. The same models are used to make both
forecasts; the only difference being the period covered by a
fiscal year.

-3-
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TO:

C01VIMONvVEALTH of VIRGINIA
DEPARTMENT OF SOCIAL SEIWICES

December ~2, ~99~

The Honor~ble Howard M. Cullum
Seore~ary of He~lth ~n~ H~an ~e$Qurce$

FROM: Larry O. Jackson, Commissioner
Dep~rtment of Sooial Services

SUBJECT: JLARC's Jnterim Re~ort: Review of the Virginia Medioal
Assistanoe Program

AttAohed. plaa;s:e fin<;l. <;lOmmont:~ re",a;-d,in'i/ ohanges an<;l. correotions
that need to be made to the J~C Interi, Report of the Virginia
Medical Assistance Program. The changes ~nd correotions concern
the eli9il:)1:1.itll' determin.. t. i en prOQI!l$s. Policy corrections were
disousseo. with Ann Cook at the O'i'part'll\Elnt of Meo.ic~l Assist~noe
Servi<;es ~nd will be reported by PMAS. l;";l.ge numbers and suggested
changes are liste<:l in the orde;!: theY apPQar in the dr~ft re);'ort.
If you have any questions, ~l~ase contact Diana $alvatore, Program
Manager, Medical Assistance unit ~t 662-9048.

~PS/:bb

c: Ms. Deborah P. Oswalt
Mr. B. Norris Vassar

Attachment

Arl Equal Ol'J)lJl'tunity Agmc\'
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REVlEW OF THE VIRGINIA MEDICAL ASSISTANCE PROGRAM

December 10, 1991

Page 30, Third paragraph:

"To illustrate:
The categoricallY needy SSI-related income limit is •.• " llQ1. not
$610 as stated in the draft, $407 is the SSI amount for an
individual; $610 is the SSI amount for a oouple,

Page 68, First Paragraph:

"Eligibility requirements are not made within federal time
reqUirements almost 24 peroent of the time .•.. " While this was
true at the time the information was gathered, applioation
processing times have improved, There was a discrepanoyin the way
the information was manually reported by local departments of
sooial services. Local departments were instructed to examine the
reports for aoouraoy and to correct any inaoourate reports in the
month of September, 1991. The figures for October, 1991 which
reflect timeliness of application prooessing show an increase to
90,7 percent statewide in timely processing. Therefore, as of
October, eligibility determinations are not made within federal
time requirements 9.3 percent of the time,

Page 72, Third paraqraph:

The figures listed are correot for FY '91. However, sinoe that
time, the manually reported statistics have been corrected. 6ased
on the oorrected figures in the month of October, initial Medicaid
application decisions were made in a timely fashion 90.7 percent of
the time. The Southwest region had the highest average completion
rate for timely initial application processing, 95.9 percent. The
Northern Virginia region had the lowest average rate for timely
completion of initial applications, 87.5 percent.

Page 75, Second paragraph:

"Recently, the secretary of Health and Human Resources provided
additional funding for 23 localities to administer their pUblio
assistance caseloads." The funding for the 23 localities was for
Food Stamp caseloads. In November, the Secretary provided
additional funding for 49 localities for interim assistance for
benefit programs.



J~RC INTERIM REPORT
Page Two

page 79, Third paragraph;

"The Department of Social SerV1ces is att.;;mpting to meet the
requirement by training hospital staff to accept Medicaid
applications ... "( italics added). The phrase i:lttempting to Jr;oet
implies that this option is not acceptable according to federal
guidelines. In fact, training of provider staff is fully
acceptable as a means to implement Section 4602 of OBRA '90. I
suggest this read, liThe Department of Social Services is meeting
the requirement by training hospital staff to accept Medicaid
applications ... "

page 81, Fourth paragraph:

The last sentence states that no precise data have been collected
to measure the success of placing workers on site at health
departments. In fact, a year end review of the pilot project was
completed in January, 1991 to measure the effectiveness of the
Health Department Eligibility Worker Pilot Project. A copy of that
report is attached.

Page 82, Recommendation (2):

... "In addition, the Department of Medical Assistance Services
should ensure the Department of Social Services expands its efforts
to increase the number of locations equipped to accept Medicaid
applications from indigent pregnant women and children." The
Department of Social Services has worked diligently with local
departments of social services, the Virginia Hospital Association
and the Virginia Primary Care Association to outstation workers.
An outline of the outreach efforts follows.

OUTREACH EFFORTS:

December 1. 1989. A video teleconference about the BabyCare
Program was jointly conducted by the Departments of Social
Services, Medical Assistance Services and Health on December
1, 1989. The purpose of the teleconferenCe was to give all
workers a better understanding of the BabyCare Program and to
train health department staff to take applications for
Medically Indigent pregnant women and for Medically Indigent
children.

August 17, 1990. On August 17, 1990 a meeting was held with
directors of local departments of social services in areas
where dsa hospitals were located to specifically inform them
of the ability to place workers at hospitals. The directors
were given copies of a possible contract to use and were given
information about how to get computer equipment for use at the
hospitals. The directors were encouraged to contact
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hospital administrators in their areas to arrange for
outstationing of workers.

May 31, 1991. Meetings were held with representatives of
Primary Care Association which is the representative agency
for federally qualified health centers and the Virginia
Hospital Association. The first meeting was on May 31, 1991
to acquaint both associations with the proposals for training
provider staff under the provisions of OBRA '90. Follow-up
meetings were held with the Primary Care Association on August
8, 1991 and August 22, 1991. The August 22 meeting was a
state-wide meeting of the Primary Care Association which was
attended by representatives of all federally qualified health
centers. Following the meeting on May 31, 1991, information
about outstationing was placed in the Virginia Hospital
Association newsletter.

Continuing efforts. Over the past two years, DSS staff have
consulted individually with hospitals and local departments of
social services about how to go about outstationing workers.
Placement of a worker at Woodrow wilson hospital is imminent.
Also, one worker was placed at Hampton General Hospital in
July, 1990 and three workers were placed at the Children's
Hospital of the King's Daughters (CHKD) in December, 1990.
Hampton General and CHKD are both dsa hospita1s. There are
other workers placed at various hospitals throughout the
state, SUCh as in Arlington, Prince William County, Fairfax,
and Petersburg. Because the hospital pays the entire salary
of the worker and the State DSS does not enter into the
contract, the DSS does not track p1acement of all workers.



HEALTII DEPARTMENT ELIGIDILITY WORKER Pn.,OT PROJECT

\'EAR END REVIEW

January 24, 1991

The Health Department Eligibility worker Pilot Project began
operation in January, 1990 as a cooperative venture between the
Department of Medical Assistance Services (DMAS) , the State Health
Department and the Virginia Department of Social Services. The
pilot was begun to determine the effectiveness of locating Medicaid
workers on site at local health departments. The Department of
Medical Assistance services provided the non-federally matched
portion of costs for the worker, the State Health Department
provided space and equipment and the Virginia Department of Social
Services provided supervision and training.

Workers were placed in four areas in January, 1>190. They were
Chesterfield-Colonial Heights, Pittsylvania-Danvillle, Lynchburg
and Portsmouth. Petersburg was originally designated as a pilot
site but because the local department of social services could not
obtain initial operating funds, they had to be deleted as a site.
Prince William Health District was added as the fifth pilot in
July, 1990.

Effectiveness of the project was to be determined after one year of
operation based on three measures.

1. The first effectiveness measure was the increased
reimbursement by Medicaid due to increased Medicaid enrollment
when compared to the one year period immediately prior to the
effective date of the contract.

Reimbursement figures were obtained from Robert Stroube, M.D,
Deputy Commissioner for the state Health Department. Please
see the attached table. All areas showed an increase in
revenue collected, in SOllie areas the increase was substantial.
Part of this increase, however, resulted frOm a change in
coding; it could not all be attributed to the pilot project.

The revenue generated in the areas where the Medicaid workers
were placed showed a dramatic increase when compared to the
statewide average. For example, the revenue generated in
Medicaid BabyCare showed an average increase of 118.9 percent
for the pilot areas as compared to 28.85 percent statewide.
The Maternal Case Management revenue showed an average
increase of 165.1 percent for the pilot areas as compared to
-.33 percent statewide. Total average BabyCare revenue for

the pilot areas showed an increase of 137.4 percent as
compared to the statewide totals of 6.65 percent. In calendar
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Health Department Eligibility Worker Pilot Project
Year End Review
Page Two

P.?

year 1989, the percentage of BabyCare revenue for the pilot
areas was 11. 90 percent of the total collected statewide.
This increased to 26.51 percent in calendar year 1990.

2. The second effectiveness measure was the increased numbers of
BabyCare eligibles enrolled in Medioaid when oompared to the
one year period immediately prior to the effective date of the
contract.

In April, 1990, the Medicaid income level for Medically
Indigent pregnant women and children was raised from 100
percent to 133 percent of the poverty level. At the same
time, the age level for children was raised from two to six.
Because of this Change in the income and age levels, the
comparison to FY '89 cannot be used.

Even though these figures cannot be used exclusively as a
measure of the effectiveness of the pilot projects, the
Chesterfield Health District, for example, showed an increase
from 62 percent of the income A's enrolled in Medicaid to 92
percent enrolled after the Medicaid worker was placed.

3. The third effectiveness measure was the inCreased numbers of
BabyCare eligibles enrolled in Medicaid within 10 days of the
date of application for Medicaid when compared to the one year
period immediately prior to the effective date of the
contract.

Since there was no computer tracking system for pending cases
there were no figures for FY '89 to be used for comparison.
However, one major reason for this pilot was the consensus on
the part of all parties concerned that the ten day processing
time frame was not being met in the pilot areas.

1990 figures Were obtained from the local departments Of
social services and are noted below. The pilots are:

Chesterfield-Colonial Hei9hts (CM/COL)
Pittsylvania-Danville (P/O)
Lynchburg (LYNCH)
Portsmouth (PORTS)
Prince William (PR WM)



Health Department Eligibility Worker Pilot Project
Year End Review
Page Three

Calendar Year (JAN-DEC) 1990

f S "1tt1Loca De~ar men s 0 OC'la ServJ.ces
~

CH/COL P/D LYNCH PORTS PRWM*
,..,,,

Number of Referrals 600 744 273 483 272

Number of Applications 600 623 273 468 258
Taken

Average Time from 7-9 26 15-20 10 23
Application to Approval

Number of Cases Approved 497 477 234 411 184

Approval Rate (PERCENT) 82.8 76.5 85.7 87.8 71.3

Average Applications/Month 50 52 23 39 43

cost per Application 44.14 28.87 49.97 32.12 26.55
(DOLLARS) ....

.. Prince William began operation in July, 1990.
**The cost for Lynchburg has not been confirmed.
slightly higher.

It may be

primary reasons for denial: In all areas the primary reason for
denial was failure to provide income information.

It also appears, although no data were kept to support the
assumption, that women are being enrolled earlier in their
pregnancies. Also, these women are bringing their children in for
pediatric checkUps.

The ten day turnaround time is being met in two pilot agencies, but
not in the remaining three. In two of the agencies not meeting the
time frame (Pittlsyvania-Danville and prince William) the reason
given was that the worker covers numerous clinics sites at
different locations in the area served and the applications must be
given to three local departments of sooial services. The third
(Lynchburg) axperienced a vacancy in this position from October
through December and thus the average number of days for processing
increased. In all three areas, the time frame in which the
applio<:Lnt submitted necessary information could account for the
delay in average processing time. According to Medicaid policy,
the applicant is given up to 45 days to bring in information before
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the case is denied, although the worker is to take action within
ten days when information is available.
In addition to the effectiveness measures noted in the contract,
one other benefit should weigh heavily on the decision about
whether or not to continue and to expand the pilots. This issue
was raised in a letter from Dennis R. swanson, M.D., District
Health Director for the Pittsylvania-Danville Health District.

Dr. Swanson stated that the success of the pilot project in
Pittsylvania-Danville has greatly influenced the ability of the
Danville area to recruit two and, possible, three obstetricians.
Given the three obstetricians, the Danville area should have
adequate obstetrical coverage for the indigent patient population
which accounts for approximately 500 deliveries a year. A copy of
Dr. Swanson's letter is attached.

Recommendations:

1. Continue pilots in Pittsylvania-Danville, Chesterfield
Colonial Heights and Portsmouth as they are currently
functioning. These pilots appear highly successful when
looking at numbers of applicants enrolled and the increased
revenue generated to the Health Department. The Prince
William site will continue operation for one year before an
effectiveness evaluation is completed.

2. Explore the feasibility of sharing the worker at the Lynchburg
site with neighboring counties within the Health District. If
this is not feasible, consideration should be given to either
reducing the hours of the worker to one-half time of replacing
this pilot with another area that shows the need for a full
time worker.

The numbers of applications for Lynchburg are very low When
compared to the other pilots. It is also taking longer than
the projected ten days to get applicants enrolled. The
revenue generated to the Health Department increased although
there is no way of knowing how much this worker contributed to
the increase.

3. Expand this concept immediately into five additional Health
Districts which will be agreed to by the Department of Medical
Assistance services, the State Health Department and the
Virginia Department of Social Services. The Health Department
proposes the following five areas be targeted for expansion;
Alexandria, Fairfax, Richmond city, Norfolk and Newport News.
Two additional areas, Hampton and Petersburg, were targeted if
funds permit or if one of the five expansion agencies cannot
participate.
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DEPARTMENT OF'

Mental Health, jvlent(~l Re/ludation and Subsl,ance Abuse SCI"vias

December 10, 1991

M.A.ILlNG ADORES:S
POBOX 1791

nICHt--lONG, VA ;;:J~H

TEL 160,1) ?aer-3s;::~

The Honorable Howard M. Cullum
Secretary of Health and Human Resources
Ninth Street Office Building
Richmond, Virginia 23219

Dear Howard:

Thank you for the opportunity to comment on the Exposure Draft
of the JLARC Medicaid study. Based on my staff's review Of the
draft, I Offer the following comments and suggestions.

The section titled 'DMAS Should Review OMHMRSAS Projections
More Closely', beginning on page 121, is somewhat confusing because
it groups the Department's institutional Medicaid reimbursement
activities, Which account for a major portion of some state
facility bUdgets, with the Community Medicaid State Plan Option
(SPO) initiative, which represents a relatively small share of the
CSBs' budgets. Most of the discussicm in this section of the stUdy
focuses on the SPO, yet the recommendation appears to include all
DMHMRSAS Medicaid activities. It might help to clarify the
concerns in the report if the two activities were addressed
separately.

The study refers to the MR Home and Community Based waiver
several times. The Waiver and state Plan Option are distinct
activities with fundamentallY different effects on the services
system. The Waiver, by its nature, did not contribute to the
revenue shortfall in the first year of the State Plan Option, since
it is not replacing state General funds like the spo. Thus,
references to the Waiver may further confuse the reader and should
probably be deleted.

The parugruph on page 122 which discusses overestimation of
the initiative' s impact is correct. However, it would be more
balanced if it noted that community Services Boards (CSBs) were
also involved in implementation decisions immediately after the
initial decision to embark on the initiative. The Virginia
Association of Community Services Boards and the Department

VOICE/TOO (804) 371-897?
FAX (804) 1e.13~4~46
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established the Medicaid Executive Committee in February, 1990 to
address implementation issues and concerns. CSBs were also
extensively involved through several surveys and in board by board
negotiations about revised fee targets and the size of the
anticipated revenue shortfall. This paragraph would also be more
balanced if it acknowledged the substantial General Fund savings
realized through the successful implementation of this initiative.
Even though its impact was initially overestimated, the SPO still
replaced more the $8 million of State General Funds with Federal
Medicaid revenues in FY 1991 and is expected to replace almost $13
million in FY 1992.

The reasons on page 122 for the overestimate are not equally
significant. By far, the most consequential reason for the
shortfall was the large number of clients thought to be eligible
for Medicaid who were found to be ineligible. The most frequent
causes for ineligibility included:

- having too much income or too many resources,
- being a Qualified Medicare Beneficiary,
- coverage under a parent's health insurance policy, and
- personal or parental reluctance to apply for benefits.

Also, the decision to defer coverage for some substance abuse
services did not cause the overestimation, it merely increased the
size of the shortfall in the second year of the biennium. Finally,
the last reason cited -- the number of claims processed and covered
in the first year -- was not a reason, it was an effect of the
first and second reasons.

The first paragraph on page 123 is accurate but not complete.
As noted above, CSBs were involved extensively, thro~gh the
Medicaid Executive Committee and several surveys, ~n the
development of the initiative after the initial decision was made
and the preliminary estimates were developed. It is reasonable to
assume that the original estimates would have been more accurate if
CSBs had been involved from the very beginning of the process.
Clearly, their exclusion at the starting point caused some
implementation problems, because of the lack of trust created by
that exclusion. However, it would be accurate to indicate that
this lack of trust no longer exists, due in large part to the
successful operation of the Medicaid Executive Committee.

The last sentence in the middle paragraph on page 123 is not
correct. All CSBs were already familiar with the process for
billing DMAS for service claims, under the Clinic Option coverage
for mental health outpatient services. What CSBs have become more
familiar with are details of the State Plan Option services (e.g.
covered services, eligibility criteria, staff and provider
qualifications), the third step cited in the preceding sentence.

The concern raised at the end of the first paragraph on page
124, While possible, is not probable. Since the match for this
initiative comes from the csa appropriation, an underestimate of



clients (hence a need for greater reimbursement) would be handled
by transferring more matching funds from the CSBs rather than from
other Medicaid programs.

The implication, in the second paragraph on page 124, that
DMAS staff Were marginally involved in the estimates for the SPO
services does not reflect the extensive involvement of DMAS staff
from several offices in all phases of the development and
implementation of this initiative. DMAS staff have met frequently
with the Medicaid Executive Committee and have worked closely with
DMHMRSAS staff from various offices. Those DMAS representatives
received information about how the original and revised SPO fee
targets were projected. The participation and assistance of the
DMAS has been invaluable to the success of this initiative.

Finally, I concur with the recommendation on page 124.
However, I want to note that a close working relationship already
exists between DMAS and DMHMRSAS staffs. I would like to request
that the following language be inserted after the first sentence of
the recommendation:

Currently, there is a strong working relationship between the
DMAS and the DMHMRSAS Which should become more strUctured to
include formalized revenUe projection reviews.

I would also like to reiterate my suggestion that comments and
concerns about the two aspects of the Department's Medicaid billing
activities, state facilities and community Medicaid State Plan
Option, should be discussed separately. Again, I appreciate the
opportunity to review and comment on this exposure draft. Please
call me if you have any questions about this letter.

KED/pg

pc: Bruce U. Kozlowski
Robert H. Lockridge
James c. Bumpas
Robert H. Shackelford, Jr.
Paul R. Gilding
John F. Jackson
Benjamin Saunders



KAREN F WASHABAU
DIRECTOR

COMMONWEALTH of VIRGINIA

Department of Planning and Budget

December 13, 1991

DEC ;

POST OFFICE BOX 1422
RICHMOND, VIRGINIA 23211

Mr. Ph111p A. Leone
D1rector
Jo1nt Leg1s1at1ve Aud1t and Rev1ew Comm1ss10n
Su1te 1100, General Assembly Bu11d1ng, Cap1tol Square
R1chmond, V1rg1n1a 23219

Oear Ph11:

I appreclate the opportun1ty to revlew and comment on Chapter V of the
exposure draft report of the V1rg1n1a Med1cal Ass1stance Program. Generally,
the report accurately descrlbes DPB's role 1n the Medlca1d forecast1ng process.

The follow1ng m1nor rev1s10ns are offered for your cons1derat10n:

Page 126. f1rst paragraph, 11ne 4. DPB does not forecast for educat10n
act1v1t1es. However, we do forecast the Cr1mlnal and Involuntary Mental
Comm1tment fund and ADC caseloads wh1ch were not lncluded 1n the report.

Page 130. flrst bullet. I would 11ke to substltute the phrase "the
1nabllHy to fully determ1ne" for "poor estlmates of". Th1s reword1ng more
accurately expla1ns the sltuatlon surround1ng the lnflatlon est1mate.

Slncerely yours,

Karen f. Washabau

c: The Honorable Paul W. T1mmreck
The Honorable Howard M. Cullum
Bruce U. Kozlowsk1

FAX f8{)4l 225-3291 TOD (804) 786-7574
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