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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 of Medicaid recipients has
grown by 35 percent from approximately 318,000 to almost 429,000.

¢ The growth in the Medicaid program has been the result of deliberate program
expansions at the federal and State level.

* Program coverage of individuals 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 ingufficient 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 of Medical Assistance Services for their cooperation and assistance during

the course of this review.

Philip A. Leone
Director

February 20, 1992



JLARC Report Sumvmary

The Virginia Medical Assistance Pro-
gram, more commonly known as Medicaid,
is the iargest health care financing program
available to indigent persons in Virginia. As
such, it provides reimbursement for a variety
of health care services on behalf of qualified
indigent persons. in FY 1991, the program
provided relmbursement for 428,650 recipi-
ents at a total cost of about $1.3 biliion
(including administrative expenses). Since
FY 1987, the number of Medicaid recipients

has grown by about 35 percent, from 318,026
to 428,650. Atthe sametime, the costof the
program has increased approximately 85
percent, from $717 miilion to $1.3 billion.

The rapid growth in the cost of the
Medicaid programand the significantamount
of State general funds expended on it have
fueled legistative concem. During the 1991
Session of the General Assembly, ques-
tions were raised about whether the Virginia
Medicaid program could be impiemented in
a mora cost-effective manner. Senate Joint
Resolution (SJR) 180 was passed to ad-
dress this issue.

SJR 180 directed the Joint Legisiative
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 Heaith Care for All Virgin-
lans and the 1992 Sesslon of the Generai
Assembly, and (2} compiete the review and
present findings and recormmendations to
the Govemor and 1993 Session of the Gen-

- eral Assembly.

This interim reportis 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 for Med-
icaid, services reimbursed by the program,

- service providers, and the structure forfund-

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-
cluding: (1) preliminary research on the
sufficiency of certain reimbursement rates
and (2) a review of the Medicaid forecast

and budget process.



Funding of the Medicaid Program

The Medicald program is jointly fi-
nanced by the states and federai govern-
ment. The federal government’s financial
participation rate is based on a per-capita
income funding formuia. Currently, in Vir-
ginia, the State funds about 50 percentofthe
program (up from 43.5 percent in 1980). in
FY 1991, the State share of the program
totaled about $646 miilion, approximately
10 percent of the general fund budget.

On the federal level, the Health Care
Financing Adminigtration (HCFA), part of
the U.S. Departmant of Health and Human
Services, has oversight responsibiiity for
state Medicaid programs. in Virginia, the

' Department of Medical Assistance Services
(DMAS) has responsibliity for administering
the Medicald program.

DMAS expended a total of $1.3 biilion
to administer the Medicaid program in FY
1991. Medicaid program reimbursements
for five types of medical services accounted
for almaost 80 percent of the total program
expenditures in FY 1991, These reimburse-
meants were for nursing taciiity services, in-
patient hospital services, mental heaith and
mental retardation services, physician ser-

vices, and phanmaceuticai services. Expen-
ditures for nursing facility services and inpa-
tient hospital services accounted for the
iargest portion of program expenditures (24
and 21 percent, respectively).

in FY 1991, eiigible chiidren (age 20
and younger) and aduits with chiidren com-
prised more than two-thirds of ali program
recipients. (Program recipients are defined
as persons enrolied in the program who
actually received Medicaid services.) How-
ever, these recipients incumred iess 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 miliion was spent on
medicai care for these institutionaiized re-
cipients.

Recent Medicald Changes
Have Resuited 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 deiiberate
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program expansions atthe federal and State
level. However, additional factors, including

- elements beyondthe control of the program,
have contributed to the program's growth.
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 for qualified Medicare ben-
eficiaries.

Federal mandates have expanded
Medicaid coverage to certain eligible two-
parent families during 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-
eralmandates 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 1992 and FY 1995 as a result of
these existing federal mandates.

While federally-mandated expansions
have contributed to the increasing costs of
the Virginia Medicaid program, many ofthese
expansions seem reasonable because they
offer opportunities for long-term cost sav-
ings. The average costto 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 benefits for qualified Medicare ben-
eficiaries may offset the costs which could
be incurred by the Medicaid programifthese
impoverished individuals were not able to
retain their Medicare coverage.

! ¢ of State Polici he Medi-
caid Program, 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,
State policies 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
controlied and the costs associated with
Medicaid coverage of this group have also
been contained.

Nevertheless, State ADC income limits
and payment standards may have exacer-
bated the impact of recent federally-man-
dated eligibility expansions. The maximum
ADC payment standardis equivalentto 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 increased several 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 toincrease Medic-
aid coverage forprograms previously funded
solely through general funds coniribute to
overall increases in Medicaid cosls. How-
ever, providing Medicald coverage forthese
programs ultimately reduces the State’s
general fund burden, because State funds
are matched by federal Medicaid funds.

Sther F, Which |  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
Medicaid 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 C. Cat icall ,
Medically Needy Individuals, The Virginia

v

Medicaid program is required to provide
services to individuals who are “categori-
cally needy.” In addition, the State has
opted to provide Medicaid coverage forindi-
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 medically needy. These
individuals have countable income and/or
resources which exceed the limits set for
categorical eligibility. They often must re-
duce their countable 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
categoncally needy (390,407 of 428,650
recipients). The remaining nine percent
were classified as medically needy.

Hmﬂﬁw” ically Neady Individuals B
X ; o The
State is able to limit the number of categori-
cally and medically needy persons covered
by the Medicaid program by setting rela-
tively strictincome 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 determine Medicaid



eligibility for categorically needy individuals
whoare receiving or deemed to be receiving
ADC. The State has set the maximum ADC
payment standard or grantamount to a level
equivalent to about 31 percent ofthe federal
poverty income level ($231 per month for a
family of two 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 10 approximately
41 percent of the federal poverty income
level to qualify for Medicaid in Virginia.

ifanindividual is receiving SSl, eligibil-
ity for Medicaid is not automatic because the
Stateimposes more restrictive resource lim-
its for purposes of determining Medicaid
eligibility. For example, the SSI 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 Columbla provide coverage above
the federal minimum requirement of 133
percent.

In addition, Virginia could provide Med-
icaid coverage toindigent 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

years, largely due to the added cost of
serving this group and the State's severe
budget problems.

Complement of Covered Health Care
Services Is Similar to Other States

The Medicaid program offers a variety
of health care services to its enroliees. 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 heaith
care and do not appear extravagant.

The program provides a number of
services which are mandated by the federal
govemment for categorically needy enroli-
ees. These Include inpatient and outpatient
hospital services, nursing facility services,

- physician services, diagnosticlaboratory and

x-ray services, 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 enroliees, however.

Virginia has chosen to provide a similar
package of services to both its categorically
needy and medically needy enroliees, within
certain limits. Childrenand pregnantwomen
receive a broader array of mandatory and
optional medical services than other enroll-
ees. Generally, adults who are not pregnant
receive less extensive 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-
nes.

inFY 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 heaith 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
enroliees. 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. Thetypes 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, iabora-
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 reimbursement meth-
odologies are used to reimburse providers
for services rendered to Medicaid enroliees.
This interim report does not assess these
reimbursement methodologies. However,
additional research and analysis will be con-
ducted during 1992 to evaluate current reim-
bursement methodologies and rates for
Medicaid providers.

Problems in the Timeliness of

Medicaid Eligibility Determinations

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

Vi

children are continuously being revised. In
addition, spousal support requirements and
transter of assets rules used to determine
eligibility for the aged and other institutional-
ized individuals have changed recently. To
complicate the process further, federal regu-
lations related to the changes have notbeen
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 aimost 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 for the 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-
tional 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-
ald eligibility determinations and Medicaid



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

Lagging Enroliment Among Indigent
Pregnant Women and Children May
Indicate Inadequate Qutreach Efforts

Program expansions for indigent preg-
nant women and children appear toc 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 cutreach efforts to encourage enroll-
ment among the targeted groups.

Enroliment 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 enroliment 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 enrolf indigent pregnant
women in Medicaid when they initially visit
the health depariments 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, noplans existto expandthe

Vil

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
toincrease the numberoflocations 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
share hospitals andfederally qualified health
centers participating in the outstationing pro-
gram.

Recommendation. The Department
of Medical Assistance Services should evalu-
ate the success of placing eligibility workers
at focal health departments as part of the
BabyCare program. At a minimum, this
evaluation should include the collection and
analysis of the following data: enroliment
increases, pregnancy stage at enroliment,
and number of prenatal visits. The evalua-
tion should also assess application process-
ing times and the feasibility of expanding 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 have documented 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 access problems experienced by
Medicaid enrollees. Because SJR 180 re-



quires JLARC to determine the sufficiency
of reimbursement rates, it was necessary to
first examine Medicaid enroliee 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 enroliees 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, aimost 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 depariment
clinics to obtain needed care, rather than
primary care physicians located in their com-
munities. Also, some enrollees may not
seek necessary early 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 pni-
mary care are low relative to potential costs
if routine, preventive care is not widely avail-
able or approprately 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 early 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 may have long-term nega-
tive consequences.

Some of the access problems are re-
lated to primary care physician distribution
problems and are not uniqgue to those expe-
rienced by Medicaid enroliees. Therefore,
long-term solutions and broad strategies to
address problems with pnmary 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 {0
operate the program. Accordingly, the Med!-
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 beer accurate. In addition,
Virginia's forecast accuracy compares fa-
vorably with national forecasts and those
produced by other states in the mid-Atiantic
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 appropn-
ate. However, additional review of Medicaid
expenditures estimated by one agency —
the Depariment of Mental Health, Mental

Viit



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, the General 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 Services should re-
view the methodology used by the Depart-
ment 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 be-
tween the two agencies prior to the Depart-
ment of Mental Health, Mental Retardation
and Substance Abuse Services’ formal sub-
mission of revenue projections to the De-
partmentof Medical Assistance Services. In
addition, the Department of Mental Health,

Mental Retardation and Substance Abuse
Services should provide 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 Services 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 Services forecast re-
view panel should be expanded to include
Department of Mental Health, Mental Retar-
dation and Substance Abuse Services stalf
as appropriate. Participation shouldinclude
a presentation and review of the methods
used to develop the State mental health and
mental retardation services component of
the Medicald forecast at least once each
year.

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

IX
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I. Introduction

The State helps fund health care for indigent persons through a variety of
programs. The largest of these programs — both in terms of numbeérs served and funding
~- ig 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
forMedicaid)in Virginia’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 of more than $1.3 billion (including
administrative expenses). :

The number of program 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 of the 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 of the
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 reportis the first in a series on the Virginia Medicaid program. It
provides a general description of the 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 healthcarein Virginia. These reports will be completed in 1992 and presented
to the 1993 General Assembly.



THE MEDICAID PROGRAM IN VIRGINIA

The Medicaid program is a jeint federal-state program authorized under Title
XIX of the Social Security Act. Participation in Medicaid is optional at the state level.
However, each state and U.8. territory that chooses to participate must do so within
established federal guidelines. The Health Care Financing Administration (HCFA), part
of the U.S. Department of Health and Human Services, has oversight responsibility for
state and territorial programs. -

In 1966, one year after creation at the federal level by the U.S. Congress, the
Virginia General Assembly authorized the establishment of a Medicaid program in the
Commonwealth. However, because of federal requirements for development and ap-
proval of a state plan, Virginia's program did not become operational until 1969.

The Department of Medical Assistance Services (DMAS) currently has respon-
sibility for administering the Medicaid program in Virginia, This responasibility was
shifted to DMAS ip 1985, when the department was created. Prior to that, administra-
tion of Medicaid was carried out by the Virginia Department of Health.

The costs of the Medicaid program are shared by the federal government and
participating states. The federal government financial participation rate ranges from a
low of 50 percent to a high of 83 percent, inversely based on a per-capita income funding
formula. Enhanced matching rates are available for certain administrative functions
and demonstration projects. Currently, Virginia is cne of 18 states and U.S. territories
that contribute 50 percent to their overall Medicaid budgets.

An individual can be determined eligible for Medicaid only if he or she fits into
one of several eligibility categories. Moat of these categories have been in place since 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—supporﬁed public
assistance programs. These include:

* aged (age 65 and older), blind, or disabled individuals (including children) who
receive Supplemental Security Income (SSI) assistance

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

Both public assistance programs make cash payments to qualified individuals
who have limited income and resources. The SSI program is administered by the Social
Security Adminigtration. The ADC program is administered by the Virginia Department
of Social Services (DSS8). In addition, certain aged, blind, disabled, and ADC-related
individuals who do not receive public agsistance payments but who meet certain income
and resource requirements must also be covered by Medicaid.



Recently, the federal government has required states to coverindigent pregnant
women, infants {(children younger than age one), and children born after September 30,
1983, who are at or below specified 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 beincluded at a state’s option.
Most covered services must be provided to all individuals who meet the eligibility criteria.
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 of medical 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 {9 recipients.

CURRENT MEDICAID PROGRAM EXPENDITURES

Currently, the Medicaid program is the fourth largest program in Virginia when
federal and State financial contributions are considered. In terms of State general fund
expenditures, however, the Medicaid program is actually the third largest State pro-
gram. Total expenditures for the Medicaid program in FY 1991 were more than $1.3
billion. This included almost $1.27 billion in medical care expenditures for 428,650
recipients and $59 million in expenditures for program administration. Figure 1 depicts
Medicaid program costs by major categories of expenditures.

In FY 1981, reimbursement for five types of services accounted for almost 80
percent of total program expenditures. These were reimbursements for nursing facility
services, inpatient hospital services, mental health and mental retardation services,
physician services, and pharmaceutical services. Expenditures for nursing facility
services and inpatient hospital services accounted for the largest portion of expenditures
(24 and 21 percent, respectively). Expenditures for mental health and mental retarda-
tion services accounted for the next largest expenditure category (about 16 percentin FY
1991), SRS _



Figure 1
FY 1991 Medicaid Expenditures

Total Expenditures = $1.3 billion
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Source: JLARC staff analysis of FY 1981 DMAS unaudited financial statements and DMAS records
of payments made to the Department of Social Services for eligibility determination and
contractual obligations in FY 1991, Percentages may not add to 100 due to rounding.

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 of Virginia'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



Figure 2

Number and Type of Medicaid Recipients
Compared to Expenditures
for Each Recipient Group
FY 1991
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Table 1
Medical Care Cost Per Recipient by Type — FY 1991

Average Cost
Recigient T Per Recini
Disabled $6,250
Aged 6,035
Blind 4,625
Adults with children* 1,687
Children age 20 and younger 906

*This group includes pregnant women and ADC-relatsd adults.

Source: JLARC staff analysis of HCFA 2082, Stafistical Report on Medical Care: Eligibles,
Recipients, Payments, and Services, 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 associated 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 hospitais, 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 nursing facility services. Nursing facility services for these
recipients appear to be the most costly component of this institutional care. The average
cost of nursing 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 Virginia Medicaid recipients (51 percent) averaged less than
$500 per person in FY 1991. Figure 3 compares the levels of payment made by the
Medicaid program by type of recipient. 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 behalf of aged recipients are
probably due to Medicaid payments for their Medicare premiums, deductible amounts,
and coinsurance.



Figure 3

Number and Type of Recipients
by Medicaid Payment Levels
Fiscal Year 1991
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* Includes ADC-related children and indigent children eligible under federal provisions related to
specified poverty income levels.

Source: JLARC staff depiction of data on recipients and payments in FY 1991, as prepared by
DMAS for House Appropriations 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 toincreased
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 of providing this expanded coverage through the Medicaid program hasresulted 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 of Virginia'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 Issues
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:

* asgess the cost savings and health policy implications of limiting 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 of policy 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 of services, 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 of general 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 of the Medicaid program and funding of the 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.

Meetings with Health Care Experts. JLARC staff met 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



¢ Medicaid manuals, published by HCFA

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

* Code of Federal Regulations Part 430 to 435
* Code of Virginia, Sections 20-88.01 and 63.1 et seq.

¢ Statistical Report On Medical Care: Eligibles, Recipients, Paymendts,
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 programe 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 staff conducted 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 Budget; 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 of issues related
to the administration of the Medicaid program, and specific information on forecast and
budget methods for public assistance programs,

Secondary Datg 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 process, the distribution of
Medicaid enrollees and providers in Virginia, and access to care for Medicaid enrollees.

Analyses of Medicaid program expenditures were conducted using several data
sources collected from DMAS and HCFA. HCFA 2082 reports were collected from DMAS
for State and federal fiscal years 1987 through 1991. In addition, comparative state
Medicaid data tables were collected from HCF A 2082 reports for similar years along with
Medicaid financial management reports and reports of State 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 of the
Department of Planning and Budget. These documents contained data on program base
expenditures, policy adjustments, expenditure projections, and forecast methodology. In
addition, data from State budget transactions were reviewed to make this assessment.

The analysis of Medicaid enrollees, providers, and access to primary care relied
on the compilation of several 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 of Virginia (MCV) Department of Family Practice, and
a JLARC/MCY survey of obstetrical services available at general hospitals. Virginia
population data from the U.S. Census Bureau were coliected 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 of Selected States. A survey of other states was conducted to assess the
forecast and budget process 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 process. These states were selected based on proximity to
Virginia and the sophiatication of their forecast methods.

R £ O izati

This chapter has presented a briefintroduction to the Medicaid program 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 whether Virginia is implementing some of these required changes
asintended. Chapter IV presents an analysis of Medicaid enrollee access 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 financial 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 program offers federally-mandated services, such asinpatient 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 of optional 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, many enrollees do not have access to the full complement of mandated
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 of the 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, Virginia 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 percent of medical care expenditures. Most of the optional services expenditures
were for care of medically needy recipients.

MEDICAID PROGRAM ELIGIBILITY

As anentitlement program, Medicaid must provide services to all who are found
eligible. However, citizens must enroll in order to receive health care coverage through
the program. They mustsubmit an application totheirlocal department of social 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 Eligibility Classificati

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 of enrollees 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 of individuals. While Virginia could expand coverage by adding categories
or modifying certain income and resource limits, the State has not chosen to do so.
Implementation of these expansions would increase the cost of the Medicaid program.

Categories 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 of this report, Appendix B contains a comprehen-
sive list of all eligibility classifications within the Virginia Medicaid program.

Four of the six major categories are related to a person’s status as a participant-
in two public assistance programs: Aid to Dependent Children (ADDC)and Supplemental
Security Income (88I). 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 of the 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 1instances 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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Exhibit 1

Major Categories of Medicaid Eligibility

ADC-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 of federal 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).

SSI-related enrollees:
* Individuals who receive SSI or would be eligible but for excess income above the SS1 level.

* Individuals who receive SSI must meet more restrictive resource requirementsin Virginia
(for example, contiguous property is limited to a value of $5,000).

QMBs:

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

e If QMBs also qualify for Medicaid, they are considered “dually eligible” and receive
additional Medicaid services not covered by Medicare,

indizent 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 of pregnant women, incomeis considered but resources are not
counted.

Indigent children:

¢ 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 older born after September 30, 1983, with family incomes at or below
160 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: JLARC staff analysis of interviews with Virginia Department of Medical Assistance
Bervices 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 of an application, an attempt ia 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 if they may be “dually eligible,” that is, eligible to receive Medicaid-reimbursed
services not covered through the Medicare program.

Classes of Eligibility. There are two classes of Medicaid 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 of these
optional groups).

The Virginia Medicaid program also provides coverage to those who are
classified as medically needy. Medically needy eligibility profiles are consistent with
those for the categorically needy. As such, these enrollees must be part of a 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 income 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 of real 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.

Medicaid I 1R Limits V
By Eligibility Cat 101

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 SSI 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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Figure 4
Virginia's Monthly Income Limits for Medicaid Enrollees
by Major Categories and Classes*
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* Example provided is for a family of two living in the City of Richmond.
1 Income level used to determine QMB eligibility. Some QMBe may alsc qualify under another category and be dually-eligible.

2 Medically needy income limits for indigent pregnant women and children are the same as tha categorically needy income limits for these groups. However, the
medically needy groups must use exceas income to offset medical bills and spend down to the poverty level,

Source: JLARC stafl analysis of "Medicaid Eligibility Overview,” May 16, 1991, provided by the Virginia Department of Medical Assistance Services.




income limits for the medically needy class. However, changes have not been made tothe
ADC income limits or payment standards since 1986.

Virginia has hnnted the number of persons covered as cabegoncally 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 State can implement more restrictive resource criteria for SSI-related
applicants for the purposes of determining Medicaid eligibility. For example, to qualify
for SSI, an applicant can exclude the value of his home and all contiguous property.
However, the Virginia Medicaid program caps the value of contiguous property that can
be excluded for SSI-related applicants at $5,000 in determining Medicaid eligibility.

' } ! iduals. The number of
persons who could be covered by the Medlcald program as medlcally needy is limited due
to provisions set forth in federal statute. Medically needy income limits must be equal
to or less than 133 percent of a state’s ADC payment standard (the maximum monetary
grant amount established to cover all allowable maintenance needs of ADC 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
wasa 37 percent decline in the real value of maximum ADC benefits during the same time
period.

Currently, Virginia’s ADC income limits rank 48th in comparison with other
states and the District of Columbia (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. Forexample,
many elderly may receive Social Security benefits. While these benefiis may represent
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Table 2

Aid to Dependent Children

Monthly Income Limits

and Medically Needy Coverage

ADC Coverage of ADC Coverage of
Income | Medically Income Medically
State Limits Needy State Limits Needy

Hawaii

Wyoming

Rhode Island

$401

Wisconsin

Connecticut

Kentucky

$473

Note: Income limits are for a family of two.

: "State Coverage of Pregnant Women and Children”, Nationa! Governor's Association,

January 1991 and "Medicaid Services State By State™, Health Care Financing
Administration, October 1, 1990,

19




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 ig 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 $257 per 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
of two residing in Richmond is $308 per month. Hence, a family with
monthly income in excess of $257 per month but less than $308 per
month would qualify 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. Thisis because the categorical SSIincome limits are
set higher than the medically needy income limits (133 percent of the 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 Cily
receives more than $407 per month, he can only qualify for Medicaid
under the medically needy 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
of that six-month period, at which point the spend-down process will
begin again.

) erig,. Virginia can
alter the med;cally needy income hmxts by remsmg 1ts A.DC income limits and payment
standards. Currently, 133 percent of the State ADC payment standard is approximately
41 percent of the federal poverty income level. Consequently, the medically needy income
limit for a family of two in Richmond would be about $3,687 per year (the federal poverty
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income level for a two-person familyis $8,880 per year). However, by increasing the 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 of the 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. Staff from the Senate Finance Committee estimated
that as a result of this proposal, an additicnal 4,000 persons would have been eligible for
Medicaid as ADC-related. The projected cost of providing Medicaid 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, requiring 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.

!I i. .]E]. -l m,nl E E i

The Department of Medical 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.

I . jes i gibili : If applicants claim
bhndness or med1ca1 dmablhty as the baaus for thelr ehg1b1hty, 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
consgidered legally blind.

DVH and DRS submit their determinations on blindness and disability to the
applicant’s local department of gocial 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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Figure 5
Medicaid Application Process

Decision

In 45 days

Decision
in 10 Days

*Applicant is categorized as SSI-related, ADC-related, or as an indigent child.

Application

Medicaid |
Card Sent

Source: JLARC staff analysis of information provided by the Department of Medical Assistance Services, the Department of Social Services,
local departments of social services, the Department of Visuaily Handicapped, the Departinent of Rehabilitative Services, and the

Social Security Administration.




The Social Security Administration (SSA) is also indirectly involved in the
Medicaid eligibility process. SSA contracts 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 Limits for Determining Eligibility. Local department staff have 45 days
to determine Medicaid eligibility for all categories of applicants, except for blind and

disabled applicants. Local department staff have 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.
Currentenrollees can gain or lose Medicaid eligibility based upon their eligibility for ADC
and SSI, pregnancy status, age, changes in financial status, and the timeliness of meeting
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. Theseinclude
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 of optional 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 behalf of QMBs
rather than providing reimbui:sement for direct medical care.

Limitati Servi

The Medicaid program includes provisions which are designed to elicit prudent
utilization of services. First, many medically needyrecipients 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 of emergency 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 of inpatient
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 staff in 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 Enroliees by Class of Eligibility

as of December 1991

- Categoricafly | Medicafly: . 10 0o e
 Noody(CN) | Needy(MN) | CostSharing Amount:
Ambulatory Care i
Case managament State mandate optional
Clinic services optional optional $1 per visit CN/MN
Dandal sarvices optional optional
EPSDT services federai mandate oplional
E optional optional
Family ing services foderal mandate | optional
Family and pediatric nurse
practitioner servicas federal mandate ! optional
Home health care: :
nurse, aide, supplies
& aquipment, federal mandate optional
physical & occupafional therapy, _ )
speech & audiology optional optional
Lab and X-ray servicas federal mandate optional
Nurse—rrgd;véfe services federal hr.!\raialndate opm s N
Optomelry sarvices j opti 1 per visit CN/M/
Pharmaceutical services {including * P
peascribad drugs) optional optional 1 per Rx CN/MN
Physical therapy & related services optional optional
Physician services federal mandate |  optional $1 per office visit MN/$2 per inpatient visit
Podiialry services _ optional optional $1 per office visit MN/$2 per inpatient visit
prenatal services State mandale | State mandate
Prosthetic devices optional oplional
Hehabilitative services optional optional
Rural health clinic services federal mandate | optional 1 per visit CN'MN
Transportation optional optional
Hospital Care
Emergency services federal mandate |  optional
inpatient services federal mandate optional $30 deductible each admission MN
Outpatient services federal mandate |  optional $2 per visit MN
Hospice care federal mandate |  optional
Nursing fachiity services federaf mandate optional Patient payment
Sldlled nursing facility services for
persons younger than age 21 optional Siate mandate |  Patient payment
Clinical psychologist servicas Stale mandate optional $1 per office visit MN/$2 per inpatient visit
Community menial heaith & mental
retardation services State mandale | Sfate mandate
#MDs - inpatient & nursing facility ional o
opt not provided atient payment
Intermediale care facility servicas
for mentally refarded optional not provided Patient payment
*Listing of services does not include services offered through home- and community-based waiver programs, These services
and detail on Medicaid service benefit imits are descdbedgin Appendix C.
Cost sharing requirements vi aligibility classification and service type. Limits on the imposition and amount of
copayments ?fg guided by f u f&iguiaiyion& Some Medicaid rscipiewrgg in long-term cwe?gcsﬂﬁias and other

madical institutions may be required to offset the cost of care as a condition of receiving Madicaid-reimbursed services.
However, these recipients are allowad 10 retain a minimal amount of income to pay for parsonal neads.

*individuals must be age 65 or older and residing in a State facility designated as an Institution for Mental Diseasas (IMD).
Source: State Plan for the Medical Assistance Program Under Title XIX of the Social Security Act, Department of Medica

Assistance Services.
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! 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’ quality of care. 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
haschosen to target these services to specific groups of enrollees, including AIDS 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.

1) %

£y 4 L) 4 = i i NG EC PLET Qre.
Typically, Medicaid enrollees zare given “freedom of choice” 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
of the waiver request, DMAS has outlined three major goals: (1) to increase access to care
for targeted Medicaid enrollees, (2) to improve the quality of care 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 upcoming year, and will be
included in the JLARC report to the 1993 Session of the Virginia General Assembly.

Extended Services for Child

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

126



pain and infection, preventive treatment, and routine therapeutic services such as
extractions and fillings. Of the 56,363 Medicaid-covered dental services provided to
Medicaid recipients during FY 1991, 55,486 (98 percent) of these services were provided
to children.

Finally, federal statute directs state Medicaid programs to provide eligible
children with any medically necessary services identified during the course of an EPSDT
screening, even if the services are not specifically covered through the Medicaid program.
Examples of services 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 statute permits states 1o offer services to Medicaid-eligible pregnant
women that are greater in amount, duration, or scope than services for other Medicaid
enrollees. The only stipulation associated with these services is that they be pregnancy-
related. In addition to services provided to other categorically needy recipients (includ-
ing physician services, pharmaceutical services, diagnostic laboratory and x-ray ser-
vices, physical therapy, and outpatient surgery), the Virginia Medicaid 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.

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
determined 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-term 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. Unlessthey are cancelled at the request of the 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.

!i. 0 » II ll -’2 .’ '

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 orderto 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
of September 25, 1991, slightly more than 21,300 health care professionals or facilities
had one or moreagreements with DMAS to participate in the Virginia Medicaid program.
Because most of the additiona’ agreements maintained with providers are duplicative,
JLARC staff collapsed the relevant information for each unique provider into one record
in order to determine the actual numberof unique agreements. In September 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 of September 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 of enrolled
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 of 291 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 and coinsurance but do not accept Medicaid enrollees as patients.

Structure for Funding Services Provided to Medicaid Recipient

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 Virginia Medicaid Program
by Type of Unique Agreement Maintained

Provider Agreement Type

General Hospital

Mental Hospital

Other Hospital

Nursing Facility

Mental Nursing Facility

Home- and Community-Based Service Provider
Health Department Clinic

Mental Health 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®
Othert

Number Percent
Earolled of Total
103 0.51%
22 0.11
19 0.09
243 1.21
27 0.13
443 2.20
130 0.65
85 0.42
28 0.14
6,219 30.88
5,735 28.48
18 0.09
1,182 5.87
1,202 5.97
1,596 7.93
34 0.17
82 0.41
1,777 8.82
62 0.31
L3130 A.61
20,137 100%

'Includes family or general practice, internal medicine or preventive medicine, obstetrics and

gynecology, and pediatric speciaities.

*Includes clinical psychologists, chiropractors, podiatrists, optometrists, opticians, speech

pathdlogists, audiologists, and nurse anesthetists.

‘Includes facilities, rehabilitation agencies, and occupational and physical therapists.

‘Includes hospices, ambulatory surgica} centers, renal units, and providers of medical

supplies or equipment.

Bource: JLAHC staff analysis of DMAS Medicaid Management Information System provider
subsystem file in SAS format as of September 25, 1991, inciuding enrolled providers
located within Virginia, the District of Columbia, Kentucky, Maryland, North Carolina, .
Penngylvania, South Carolina, Tennessee, and West Virginia.

29



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.

Exhibit 2

Medicaid Reimbursement Methods
for Specific Services’

Type of Service

Inpatient hospital services
Nursing facility services
Physician services
Pharmacy services

Outpatient hospital services
Rehabilitation cutpatient 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

Beimbursement Methodology

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 liat is intended to be illustrative of the varying types of reimbursement methodology 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 Medical

Assistance Services.

Source: The State Plan Under Title XIX of the 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 one of two 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 of program 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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IT1. Recent Changes in the Medicaid Program

State Medicaid programs have been operating in a rapidly changing health care
environment for the past few years. 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 of changes 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 expernditures appears 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 impact of various 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 pressures 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 of the new federal initiatives, the State has not chosen to provide
the more extensive coverage allowed under federal statutes and implemented in many
other states. Nevertheless, 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 timeliness of eligibility determinations and redeterminations
made by eligibility workers in local social services departments.

Notwithstanding increases in program costs and mounting pressure 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 ilinesses
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

Since FY 1981, Medicaid expenditures for medical care have nearly tripled, from
$432 million to almost $1.3 billion in FY 1991, However, much of the 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 costa of the program have increased by
approximately 85 percent (Figure 8). In the last fiscal year alone, the rate of growth for
all Medicaid expsnditures was almost 30 percent.

Figure 6

Growth in the Medicaid Program:

Comparison of Expenditures to Recipients
FY 1987 - FY 1991

T 20%

— 15%

— 10%

- 5%

’,._

FY 1988 FY 1989 FY 1980 FY 1981

Source: JLARC staff analygis of Departmant of Madical Assistance Services unaudited financial
statements, FY 1887 - FY 1691; and HCFA 2082, Statistical Report on Medical Care:
Eligibles, Recipients, Payments, and Services, State FY 1987 - FY 1881,
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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 of growth 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 of about 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 impact of the federal mandates. Increased provider fees and attempts toobtain
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 of health care
costs, worsening economic conditions, changing demographic characteristics, and a
growing uninsured population.

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 of funding 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 of approximately $58 million between FY 1992 and FY 1995
as a result of existing 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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Figure 8

Portion of General Fund Expenditures for
Medicaid Attributable to Newly Implemented
Federal Mandates Since 1987

700+
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FYS87' FY88 FY89 FY9 FY91 FY92 FY93 FY94
(est) (est) (est)

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

Source: JLARC staff analysis of Department of Medical Assistance Services (DMAS) fiscal division
report on general fund expenditures for FY 1987 - FY 1981; DPB analysis of federal
legislative mandates, received 8/18/01; and DMAS preliminary forecast (November 7, 1981)
of Medicaid expenditures for FY 1982, FY 1993, and FY 1994,
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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 inexpanded
categories for program eligibility.

* The Family Support Act of 1988 expanded coverage for ADC-eligible two-
parent families during periods of unemployment. 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 of higher 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 of Medicaid and indigent patients have increased
reimbursement rates to many hospitals in the State.

The combined impact of federal 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
growing costs. Finally, State efforts 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.

Ehg;ﬁdm To some extent emstmg State p011c1es re gardlng Med1ca1d program ehg1b11~
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 (SSI) recipients in
determining Medicaid eligibility. The Medicaid eligibility criteria for some categories are
based on ADC income limits and payment standards which are set quite low (about 31
percent of the 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 of these new enrollees might have already been covered by the program
had ADC income limits been set at alevel equal to 50 percent of the federal poverty income
level.

Recently, the State has 1ncreased re1mbursement rates bo certa;n types of provxders 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-half of this amount.

the fundmg enﬂrGMent in the State has become more restnctwe efforts 'oo ut111ze 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

39



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
(DMAR), 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.

Additional factors beyond the control of the Medicaid program have also
influenced growth in program costs. Like other third party payers of medical 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. -

: es. Inflation of health
care oosts has mcreasmgly mﬂuenced the cost of the Medlcaxd program. Inflation of
health care services, products, and equipment has generally out-paced inflation of other
domestic goods and services as reflected in the Consumer Price Index (CPI). The medical
care component of the CPI increased by an average of 7.5 percent over the last five years.
This compares with about four percent for all goods and services measured by the CPL

As the costs of health care have increased, Medicaid reimbursement levels for -
hospitals and nursing facilities have risen. Thisrise is due to the use of areimbursement
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 FExpenditures, 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 receni recession was largely unaﬁtiéipabed by economic forecasters, so the
impact of the additional enrollees was not built into most Medicaid budgets. The

40



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 Virginia ADC caseload rose from 58,613 cases to 67,859 cases,
an increase of 16 percent. DSS staff estimate 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 Demographics Influence Program 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 of persons age 65 and older will increase by almost 40 percent over the next 20
years. In 1990, about 22 percent of the 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 of impaired 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 Uninsured Impact Growth. Finally, increasing

numbers of Virginia and U.S. citizens without health care insurance will continue to
exert pressure on state Medicaid programs tofill the gapin existinghealth careinsurance
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 ELIGIBILITY CHANGES

Eligibility for Medicaid has grown significantly in recent years for certain
Virginians, particularly indigent pregnant women and children. Much of this 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
pregnant 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’s outreach efforts. Because
prenatal and preventive care for indigent pregnant women and children may help to
avert greater costs in the long run, outreach efforts may need to be enhanced to enroll
these groups.

!E. » . Q l- -Il zI- - .B - E
fox Fedexal Program Fxpansions

Anumber of federal initiatives between 1986 and 1990 have expanded Medicaid
coverage to indigent pregnant 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 of Representatives 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 leve! of 133 percent of the federal poverty income
level. In contrast, Tennessee and West Virginia provide coverage up to 150 percent of the
federal poverty income level. Kentucky, Maryland, and North Carolina provide coverage
up to the maximum allowed by federal statute, 185 percent of the federal poverty income
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Exhibit 3

Federal Program Expansions Since 1986

. - Qualified Medicare
: :In‘digent Children Beneficiaries
- Option. { Mandate | Option | Mandate

OBRA-86 100% <age b 100%
at 100% e

OBRA-87 185% infant
at 1856%
<age 8
born after
9/30/83
at 100%

MCCA-88 75% infant 100%

(7/1/89) at 76% (1/1/93)
(7/1/89)
OBRA-89 133% <age 6
: (4/1/90) at 133%
(4/1/90)

OBRA-90 >age b >ageb 100%
up to up to (1/1/91)
age 19 age 19 if
at 100% | born after

9/30/83

at 100%

allows for

phased in

coverage

(7/1/91)
Key:

OBRA: Omnibus Budget Reconciliation Act, passed in 1986, 1987, 1889, and 1930
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 staff analysis of information provided by the Virginia Department of Medical
Assgistance Services, Office of Policy Resaarch Apnl 9 1981, and federal budget, acts
dated 19886 through 1990,
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Figure 9

Poverty-Related Coverage of Indigent
Pregnant Women and Children in Virginia
and Surrounding States, January 1991

KEY
Allowable individual Income jevel as
a percentage of the federal poverty
income level: '

* Source: JLARC staff adaptation of National Governors' Association MCH Update, "State
Coverage of Pregnant Women and Children,” January 1991,

level. In addition, the District of Columbia provides coverage at 185 percent of the 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 of six
and 19 with incomes at or below 100 percent of the 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, immediate implemeﬁtation of this option
(with no phase-in period) could provide Medicaid eligibility for approximately 174,000



Virginia children. However, the estimated cost of covering 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.

The numerous rules and regulations guiding Medicaid eligibility decisions for
families and children are being revised continuously. In addition, spousal support
requirements and transfer of assets rules used to determine eligibility for the elderly and
otherinstitutionalized 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 aimost 24 percent of the cases in FY 1991, and redeterminations
received an even lower priority, causing severe system backlogs.

Evalugting Eligibility for Families Is Now More Complicgted, Staff from

several local departments of social services commented on the difficulty of determining
eligibility for families and children due to eligibility rule changes. An applicant who is
denied ADC 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 staff sometimes 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, if there 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 and younger can be 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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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 staff is only evaluating their
application for Medicaid eligibility.

Both parents are allowed a $30income disregard, because both are employed. Hence,
their total countable income per month is $1,420:

Husband’s monthly income $1,400
Wife’s monthly income +_200

Subtotal . $1,600
Disregard allowed for couple ($90 x 2) -.180
Total countable monthly income $1,420

Federal law requires that indigent pregnant women and children younger than age
six are eligible for Medicaid if their 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.

Aslong as the familyincome 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 limit forindigent children between the ages of 6 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 if he
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 of a Medicaid eligibility case file, September 12, 1991,
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Evaluating Eligibility for Institutionalized Elderly Enrollees Is Difficult for
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 of nursing 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 of iteins that
have been acquired by applicants during their lifetime — such as life insurance policies,
burial funds, and other investments —can be acomplicated and time-consuming process.
Most local eligibility workers receive no special training in conducting this type of
investigation and research.

In addition, more stringent transfer of assets 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 of Medicaid-reimbursed services from the
estates of Medicaid recipients. The Medicare Catastrophic Coverage Act of 1988 included
additional restrictions related to transfer of assets. These restrictions were developedin
response to numerous cases in which middle class individuals were qualifying for
Medicaid assistance after disposing of their resources for less than the fair market value.

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 social services
departments are responsible for evaluating whether inappropriate transfers have taken
place during the 30-month period prior to application. If this has occurred, the market
value of the 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 of the research effort on issues
related to long-term care. They will be presented at a later date.

Timeliness of the Eligibility 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
intowhich the applicant can be placed. In addition, the State hasimposed expedited time
limits for processing Medicaid applications of pregnant 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 of local social services eligibility workers to evaluate applications is
often hampered by the lack of access to revised federal regulations. Staff of DMAS, 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 of the new provisions,
Often local eligibility staff must interpret the impact of the changes from mcomplete
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 tradeoffs in the eligibility process. Consequently, local eligibility staff are
currently concentrating their efforts 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 of the time. The Southwest region had the highest
average completion rate for timely initial application processing, almost 93 percent. The
Tidewater region had the low: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
processing timeliness. However,inconsistency among the local departments in recording
and reporting the data may have affected the accuracy for FY 1991. A standard 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 State can monitor whether local departments of social
services are making initial Medicaid eligibility determinations within the allotted time
limits. Department of Social 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
beenmadein a timely fashion. Redetermination decisions, unlike initial determinations,
are monitored by DMAS and DSS. Each month, DMAS listings of upcoming and past due
redeterminations are sent to eachlocal department of social services. A review of the data
on local redetermination decisions indicated that the Southwest region completed
approximately 95 percent of its redeterminations within established time limits in ¥Y 1991.
In three of the regions, however, the redetermmatmn 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
q%w%mmmmmmmm1m

Northern Virginia

Hichmond
Roanoke
o

Tidewater

State Average

Note: The data ware manually collected by local social service departments and self-reported to the
Department of Social Services,

Source: JLARC staff depiction of Efficiency and Effectiveness Standards for Local Agencies, DSS
Quarterly Reports for FY 1991.

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

Examination of the data indicates that local eligibility staff are handling
increased workloads by focusing their efforts on enrolling persons in the Medicaid
program instead of conducting timely redeterminations of eligibility. This focus appears
appropriate. Because of the time that is required to enroll newly mandated populations
and increased public assistance caseloads, less time is available for redeterminations.

'The Medicaid program is only one of several programs for which staff at local
social services departments must conduct eligibility determinations. Recently, the
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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 local departments if compliance with requirements for application
processing does not improve.

Program expansions for indigent pregnant women and children appear tobean
appropriate and cost-effective emphasis 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 of 1990 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 of this 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. .

)

. ETOET T Ly 4 LTQUINE SRGLIECENRE L Ir¢gnG d d
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 result in 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 of providing 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.

5 A ; 7. , Recent projections of
indigent pregnant women and chsldnen appear to overstate the impact of selected
program expansions. JLARC staff examined selected projections produced by DMAS 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 implementation of the new mandate, which took effect in April
1990, Virginia was covering indigent pregnant women and children younger 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 of newly 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 aresult of the 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.

MMEQ&MQMLMM It is diﬁicult to determme whether the overestlmates area
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 and cost 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 reduce the costs to the State and Vu‘gmza citizens for care for these groups in the -
long-run,
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Congress mcluded language in OBRA 90 mquznng that ehg‘lblhty 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 of pregnant women. Because of the 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 of 1990 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 pnvate 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 provigion. The Department
of Social Services is meeting th2 federal requirement by training hospital staff to accept
Medicaid applications from indigent pregnant women and children.

Currently, there are 51 DSHs in Virginia. 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 of Virginia Hospitals and
the University of Virginia 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 DSHg and other providers.

One outreach effort underway in Virginia 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 staff have 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
- vigit to the health department, an indigent pregnant woman can receive the results of her
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 of social services, but many of the women did not follow upon these referrals
to complete a Medicaid application.

Local social services department administrators whoare involved with BabyCare
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 of their 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 of the program
conducted in January 1991 indicated that high percentages of pregnant 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 of care provided
toindigent pregnant women. In addition, enrollment increases among pregnant 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 enroliment of indigent pregnant women. Specifically, it should be
determined whether enrollments have increased at the pilots, at what stage of pregnancy
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 of Medical 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 increasing the number of disproportionate share hospitals and
federally qualified health centers participating in the outstationing program.
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Recommendation (3). The Department of Medical 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 of prenatal 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 ingufficient 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 of the gapsin
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 increasesin 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. Forexample,
other studies suggest that provider perceptions of the Medicaid program and Medicaid
enrollees may contribute significantly 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 if routine, 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 of Health (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 of disease, 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 professionals and facilities also provide primary care. Nurse
practitioners {including certified 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 of these types of primary
care providers enrolled in the Medicaid program, Medicaid providers are concentratedin
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 of them do not provide services which could
be routinely utilized by male adults and the aged.

The majority of primary care providers enrolled in the Virginia Medicaid
program as of September 1991 were located in urban areas of the State (Table 5). Nearly
23 percent of the enrolled providers that had active agreements torender care to Virginia
Medicaid enrollees on a routine basis were located in neighboring states. The largest
provider base outside of the State was in Tennessee. The District of Columbia and North
Carolina had similar, but slightly lower, levels of primary 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, Northern Virginia, and Hampton Roads areas. There are also
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Table 5

Locations and Numbers of Primary Care Providers
Enrolled in the Virginia Medicaid Program,
by Type as of September 1991

Within Virginia:
Rural Areas 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 71
South Carolina 2 13 1 1 0 0 17
Tennessee 89 202 32 b9 0 2 384
West Virginia 31 60 9 16 0 0 © 1186
Total 1,660 |2954 651 954 130 18 6,367
Key:

FP = family practice

™ = jnternal medicine

OB/GYN = obetetrics and gynecology

PED = pediatrica

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

Bource: JLARC staff analysin of Department of Medical Assistance Services Medicaid Management
Information System provider subsystem file in SAS format as of September 25, 1991.
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Figure 11

Number of Primary Care Providers Enrolled in
Virginia's Medicaid Program Within Each Locality

KEY:
l No providers

1 t0 4 providers

5 to 20 providers

21 or more providars

Note: Includes primary care physicians, nurse practitioners, and local health department clinics. Each unique provider is assigned a total
count of one. If a provider is enrolled in multiple localities, the provider is weighted proportionally in each locality according to the
number of enroliment agreements maintained by that provider. Enrolled satellite facilities of local health department clinics are
each counted as a unique provider for the locality in which they are located.

Source: JLARC staff analysis of DMAS, MMIS provider subsystem file in SAS format as of September 25, 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 of an 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 OB/GYNs in Virginia are
located in localities which have a general hospital. The remaining 21 OB/GYNs have
practices in localities which adjoin localities with a general hospital.

Pri Care Provider Enrollment Fi Overstat
Provider Participation in the Medicaid P

Approximately 47 percent of all enrolled primary care providers donot routinely
treat Medicaid patients. In addition, participation among enrolled primary care
physicians varies geographically and by specialty. Although greater numbers of primary
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 of active participation in the Medicaid program. Rural family practice
physicians are more likely to treat Medicaid enrollees than other enrolled 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-Half of All Enrolled Pri Care Providers Do Not Routinely T
Medicaid Patients, 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 of all enrolled primary care
providers either render no care to Medicaid enrollees or provide very low levels of care.
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Figure 12

Average Monthly Payments for
Treating Medicaid Enrollees
By Type of Primary Care Provider

Percent of Providers
Aecaiving the Average

// —— Monthly Payment

%~

Source: JLARC staff analysis of DMAS MMIS provider subaystem file in SAS format as of
September 25, 1891,
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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 of rendering services. Payment usually takes another
week or two.

ban mary Care Phvsicians Generally Have Lower Medicqid 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).

' T
.

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 of licensed
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, less than 50 percent of the
enrolled physicians routinely participate in the Medicaid program. Since thisurban area
has arelatively large concentration of Medicaid 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 of these physicians do treat Medicaid enrollees.

gl Family Practice Physicians Are More Like eat Medicaid Enrollee

3 ci 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
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Figure 13

Percentage of Enrolled Primary Care Physicians Who
Actively Participate in the Virginia Medicaid Program

Nons enrolied or
none participate

Less than 50 percent
parlicipate

Betwean 50 and
75 percent participate

More than 75 percent
participate

Note: Active participation is defined as receiving Medicaid reimbursement of more than $250 each month, on average. Each unique
provider is assigned a total count of one. If a provider is enrolled in multiple localities, the provider is weighted proportionally in
each locality according to the number of enroliment agreements maintained by that provider. Enrclied satellite facilities of local
health department clinics are each counted as a unique provider for the locality in which they are located.

Source: JLARC staff analysis of DMAS, MMIS provider subsystem file in SAS format as of September 25, 1991,




65 Medicaid enrollees each month if one assumes that most of their patient visits are for
intermediate office vigits by established patients. This was the most frequent type of
Medicaid claim submitted by providersin FY 1991. During calendar years 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 of being 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 of OB/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
enrcllees needing their services. The problem in accessing obstetrical care may be
further demonstrated by the fact that use of physiciansin neighboring states by Virginia
Medicaid enrollees, particularly Tennessee, is greatest for obstetrical care.

¢ - The January 1990 Medmal Soc1ety
of Vu-gmm report Pmblems and Solutwns 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 of the 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 of Medicaid enrollees, including
low levels of patient 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
documented elsewhere and for other programs. For example, arecent 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 of the 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 vigits are
needed by Virginia Medicaid enrollees annually. About 46 percent of the overall need for
care (or 560,000 of the 1.2 million vigits) 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 of obstetrical care.) And finally, 26 percent of the
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, if Medicaid enrolliees comprised
one-half of 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 of about 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 of the State population.
Therefore it seems more reasonable to assume that they would comprise a similar
proportion of primary care physician practices if all physicians participated equally. In
the MSV survey on primary care access, Medicaid enrollees were reported to comprise
between 5.4 and 32 percent of 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 of Medicaid
enrollees. And, when the participation levels of these providers are consgidered, it isclear
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that a sufficient number are not currently enrolled. In addition, the distribution of these
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 of care and in certain geographic areas.
Furthermore, expected increases in the number of Medicaid enrollees are likely to
exacerbate the access problem.

Pediatric care is a critical component of the primary care provided through the
Medicaid program because of the number of children enrolled and the benefits associated
with ensuring such care, However, pediatricians are enrolled ag primary care physicians
in less than 45 percent of Virginia 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 of children enrolled and the need
for pediatric care will continue to increase due to federally-mandated expansions to
phase-in children 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.

Arecentreport on health programs for poor, young children further underscores
the need for pediatric care by Medicaid-enrolled children. It suggests that children born
and raiged 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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Table 6

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

Gender Race

Age Male Female  White Black QOther Total

<1 12,542 12,422 11,173 12,203 1,688 24,964

1-6 48,029 46,720 37,394 53,708 3,647 94,749

7-8 9610 9,302 6,618 11,867 527 18,912

9-14 21,939 21,619 14,876 27,506 1,176 43,5568
16-21 9,484 25,367 14,421 19,179 1,261 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 7561 31,177
65 - 84 13,454 39,143 28,779 20,013 3,806 52,697
85 + 22556 41289 ~2.210 4016 223 13014
Total 143,607 251,703 176,116 204,303 14,891 395,310

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

Source: JLARC staff analysis of DMAS MMIS eligibility subsyatem 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 of Medicaid
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 of local
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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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 of Virginia 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 of their 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 JLARC/Medical College of Virginia survey of general hospitals
determined that 30 percent of the licensed OB/GYNs in Virginia have eliminated
obstetrica 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 enroliees. In addition, some hospitals are not enrolled as
Medicaid providers. Consequently, pregnant Medicaid enrollees may have o 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 of prenatal 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 prenatal 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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Figure 14

Number of Licensed Physicians Who Practice
Obstetrics in Each Virginia Locality

No physicians

2 to 10 physicians

11 or more

Note: Includes Virginia licensed OBAGYNs and family practice physicians only. Physicians who practice in more than one locality are
weighted proportionally in sach locality where they maintain & practice,

Source: JLARC staff analysis of MCV files of licensed primary care physicians and JLARC/MCV survey of general hospitals on obstetrical
and delivery services.




of care for low birth-weight infants.” In addition, the report noted that the “vast majority
of newborn intensive-care coets are incurred for low birth-weight infants.”

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

As Figure 15 iHustrates, most of the pregnant Medicaid enrollees are between
age 17 and 26. Females between the ages of nine and 16 comprise another five percent.
In addition, 34 percent of these pregnant women areblack. Health statistica indicate that
the incidence of low birth weight among black infants is higher than that of the 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
susceptibility to hypertension than other persons, which could further complicate
pregnancies. Available literature also suggests that hypertension among black females
is often more serious.

Figure 15

Number of Pregnant Enrollees by Age

Number of Pregnant Enrollees

Source: JLARC staff analysis of DMAS MMIS eligibility subaystem file in SAS format as of
Septamber 28, 1991.
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Projected increases in the elderly population will undoubtedly result in greater
numbers of Virginians 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 of older Virginians will have alargeimpact 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 requiring continuous treatment. Approximately 15.8 percent
of all physician visits by the year 2000 will be made by persons age 65
and older.

Because of increased numbers of elderly 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 of enrollees more than
the aged since many of the elderly may be established patients of primary care
physicians.

Approximately 70 percent of Medicaid enrollees classified 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 typically provided through nurses or nurse 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 of enrolled 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-term costs associated with extended illness or disability due to
the lack of adequate treatment.

These access problems will require long-term solutions and broad strategies to
address problems with Medicaid enrollee access as well as the overall problem of primary
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 also educate Medicaid enrollees about appropriate utilization of providers.

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 of these 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
determine 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 of the General Assembly regarding the State’s ability to predict
the impact of the 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 “to ensure they adequately identify and project the cost of policy changes,
service utilization, and new mandates.”

The Department of Medical Assistance Services (DMAS) plays a central role in
developing the Medicaid forecast and budget and estimating the impact of policy 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 of Planning 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 s0 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 past forecasts 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 of funding 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 staffing has
increased from four professional staff {0 a current complement of ten, 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 of the Medicaid forecast has two primary components: (1) pro-
jecting baseline expenditures (assuming there are no policy changes or new mandates)
and (2) estimating the fiscal impact of policy 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 final 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 defined 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 of DMAS budget
proposals and its own forecast of Medicaid expenditures. The maintenance of a 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.

DMAS budget staff develop 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 of a predetermined number of past expenditure data points.
The average “moves” as more recent data points