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INTRODUCTION
Since the publication of our recent report titled “Grading Obamacare While 

Speculating About Trump: Separating Fact from Fiction” on December 21, 

2016, President Donald Trump has been inaugurated, executive orders 

issued and alternative proposals generated. The American Health Care Act, 

introduced March 6, described by conservative Republicans as “Obamacare 

Lite”, has already cleared the House Ways & Means and House Energy & 

Commerce Committees, and is headed to the House Budget Committee; 

House vote is targeted prior to the April 10 recess. Challenges from 

the right (“Freedom Caucus”) and left (Democrats) create uncertainty 

regarding its future, especially in the Senate where Republicans have a 

narrow 52-48 voting margin.   

In this article, we focus on Medicaid, an entitlement program 

providing insurance coverage for 68 million Americans and the Trump 

administration’s initial target for reform. Medicare, with the advocacy of 

AARP and political support from millions of aged Americans, will be far 

more difficult to reform. In addition, Medicare, unlike Medicaid, is largely 

administered from a central focal point, the Centers for Medicare and 

Medicaid Services (CMS), whereas Medicaid represents a decentralized 

program with significant variation among the 50 states. 
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LIKELY WINNERS AND LOSERS 

(BASED ON ASSUMPTIONS)
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Alvarez & Marsal (A&M) expects the following 
reform scenario for Medicaid based on the 
likelihood that the Republican American 
Health Care Act will not be approved without 
significant changes:

• States will be able to elect to receive 
federal funding for State Plan services 
in the form of per capita allotments or 
block grants. All states will be required 
to continue to provide basic coverage to 
mandated groups.  

• States most likely to elect per capita 
allotments are states that have not 
adopted Medicaid expansion. These states 
will draw a federal match on program 
services up to an established cap. CMS 
will prescribe an income limit — likely 100 
percent of the federal poverty level (FPL) 
— and will allow increases in the cap as 
beneficiary enrollment increases.

• States most likely to elect block grants 
are those states with robust Section 1115 
demonstration waivers. These states may 
continue to reform their programs through 
“global waivers.” 

• States that have adopted Medicaid 
expansion will be encouraged to transition 
expanded populations to nonpublic 
coverage options. For those that remain 
eligible for Medicaid, an enhanced match 
will decrease over time to be consistent 
with the federal match on traditional 
Medicaid services.

• States will be encouraged to use personal 
responsibility provisions such as premiums 
and copayments (as per Indiana). Federal 
personal responsibility mandates are 
unlikely due to the difficulty and cost to 
operationalize and collect. 

• The Federal Matching Assistance 
Percentage (FMAP), the share of federal 
funding for Medicaid services and an 
approach for computing annual increases, 
will serve as a negotiating tool to pass 
“repeal and replace” legislation and achieve 
a predetermined budget target. 

• Disproportionate Share Hospital (DSH) 
payment reductions authorized by the ACA 
to begin in FY2018 and extend through 
FY2025 will be pulled back with increased 
allotments going to states that have 
rejected Medicaid expansion. This signals 
an anticipated reversal in the downward 
trend of uncompensated care costs and 
potentially limits the availability of Delivery 
System Reform Incentive Payment 
(DSRIP) funding.  

• Federal payments for DSH, administrative 
costs and other fees will be carved out of 
a per capita allotment. Notably absent from 
mention in proposed “repeal and replace” 
plans, home and community-based 
services (HCBS) authorized under 1915(c) 
waivers may also be carved out. These 
waivers are essential to ensuring continued 
rebalancing with expensive institutional 
services and to meeting expectations 
established by the Supreme Court’s 
Olmstead decision. 

• States electing block grant options will be 
granted broad flexibility in program design. 
These states will be required to continue 
coverage as per statutory mandates and 
will be pressed to have a comprehensive 
strategy to prevent fraud, waste and abuse. 
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Winners
• Medicaid managed care 

organizations (MCO’s). Enrollment 
has been steadily increasing across the 
country, with extensions to high-cost 
populations, i.e., dual-eligible aged, disabled 
and those with special needs. Industry 
and health plan consolidation has raised 
prices and reduced choice. Knowledge, 
sophistication and analytic capabilities 
are a competitive advantage relative to 
Medicaid administrative personnel within 
the states. However, a possible reduction 
in the number of Medicaid beneficiaries 
will pose interim challenges to MCO’s.

• HCBS providers. The underlying trend 
toward non-institutional care for the aged 
and disabled will accelerate.

• States with historically high 
Medicaid spending and inefficient 
service models. These states will be 
rewarded with block grants or per capita 
allotments that are higher, at least initially, 
in comparison to their more efficient and 
conservative counterparts. Note, however, 
CMS may attempt to equalize per capita 
allotments such that high cost states 
such as New York may more closely 
approximate spending in lower cost states 
such as Florida.

Losers
• State budgets. Block grants and per 

capita allotments are oriented toward 
a reduction in longer-term spending. 
Medicaid spending at the state level is 
forecast to increase 5.0–6.0 percent, 
a rate far exceeding the state budget 
revenue growth. Block grant and per capita 
caps prevent “the more you spend, the more 
you get” mentality. Efficient states are likely 
to have a lower level of baseline spending 
than inefficient states. 

• Acute care hospitals. Reduction in 
eligible Medicaid beneficiaries will increase 
the number of uninsured, compounded 
by possible legislation affecting health 
exchanges. A reduction is also likely 
in the rate of Medicaid and Medicare 
reimbursement growth.

• Providers. Reduced federal funding is 
likely to affect Medicaid rate increases 
for physicians, hospitals, skilled nursing 
facilities and home care. Providers will also 
be negatively affected by a higher rate of 
uninsured and bad debt expense.

• People on HCBS waiting lists. It 
remains unclear how states will be able to 
afford to address the needs of people on 
HCBS waiting lists within a block grant or 
per capita allotment environment. 
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SITUATION ANALYSIS 
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Authorized in 1965 by Title XIX of the Social 
Security Act, Medicaid is an entitlement 
program that provides healthcare coverage to 
low-income Americans. Although participation 
in Medicaid is optional, all states have a 
Medicaid program. Each state receives federal 
matching funds to finance services provided 
under a Medicaid State Plan approved by 
CMS. While averaging 63.7 percent (2015) 
nationally, federal matching funds vary by state 
per capita income. “States have substantial 
flexibility to design their programs within 
certain broad Federal requirements related to 
eligibility, services, program administration and 
provider compensation.”1  

Prior to the 2010 enactment of the ACA, 
Medicaid beneficiaries included low-income 
children and parents, people who are blind 
or disabled, and seniors. The ACA enabled 
states to expand Medicaid by increasing 
income eligibility limits (from 100 percent 
to 138 percent of the FPL) and allowing 
“childless able-bodies adults” to participate. For 
expansion populations, the ACA provided an 
initial enhanced federal match of 100 percent, 
declining to 90 percent by 2020. As of 2016, 
31 states had expanded their Medicaid 
program and there were 68 million Medicaid 
beneficiaries. 

Source: http://kff.org/health-reform/slide/current-status-of-the-medicaid-expansion-decision/
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Coverage for Medicaid beneficiaries varies by 
state. Every state plan must include mandatory 
services as specified in the federal statute, 
such as hospitalization, physician services, 
skilled nursing facility (SNF) care, screening, 
diagnosis and treatment for beneficiaries 
under age 21, and home healthcare.2 States 
may also elect State Plan coverage of (a) 
several optional services, such as prescription 
drugs, Intermediate Care Facility (ICF) services 
for people with intellectual disabilities, clinic 
services, therapies, etc.; and/or (b) HCBS. 
States may also offer HCBS to targeted 
populations that without the benefit of these 
services would require care in an institutional 
setting such as an SNF or ICF. Rather than 
the State Plan, these services are typically 
authorized under Section 1915(c) of the Social 
Security Act and commonly referred to as a 
1915(c) HCBS waiver.

For Medicaid expansion populations, states 
must provide an alternative benefit plan (ABP). 
A state’s ABP may not necessarily include 
all of the benefits offered in the Medicaid 
State Plan. It must, however, include the 

10 categories of essential health benefits 
required by the ACA, provide parity in coverage 
between physical and mental health services, 
and offer certain preventive services.3 

 
Medicaid also provides financial support 
to hospitals that serve a large number of 
Medicaid and low-income uninsured patients. 
DSH payments supplement Medicaid 
fees and temper losses for the cost of 
uncompensated care by making payments 
to safety net providers at the rate paid by 
Medicare for inpatient services. Safety net 
hospitals in Medicaid expansion states have 
seen a significant reduction in uncompensated 
care costs, accounting for approximately 
$4 billion of the total $5 billion reduction 
in uncompensated care in 2014. ACA’s 
planned reduction in DSH payments has a 
corresponding inverse relationship with DSRIP 
funding. As part of the 1115 waiver process 
used to design and customize state Medicaid 
expansion programs, DSRIP provides grants 
to providers to improve healthcare indicators 
by creating reimbursement systems that 
incentivize quality.  

Source : Kaiser Foundation, Medicaid.gov
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The number of Medicaid beneficiaries and 
uninsured as a percentage of the total 
population varies by state. The percentage 
of Medicaid beneficiaries ranges from a low 
of 10 percent in North Dakota and Wyoming 
to a high of 29 percent in West Virginia; 
the percentage of uninsured ranges from 
4 percent in Massachusetts to 16 percent 
in Texas. Access is far more limited for the 
uninsured largely dependent upon government 
safety net hospitals and Federally Qualified 
Health Centers (FQHCs) for their healthcare.

Children and non-senior adults account for 75 
percent of Medicaid beneficiaries, but only 32 
percent of Medicaid spending; the aged and 
disabled account for 25 percent of Medicaid 
beneficiaries and 68 percent of spending. 
Spending per enrollee varies substantially 
across each enrollment group with the aged 
($15,346) and disabled ($17,848) far higher 
than children ($2,679) and adults ($4,044). In 
FY2012, the average spending per beneficiary 
was $6,833.  

Source : Kaiser Foundation, Medicaid.gov
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Medicaid beneficiaries and the uninsured 
are also socially disadvantaged and clinically 
vulnerable. These populations include racial 
and ethnic minorities, undocumented and 
documented immigrants (i.e., with green 
cards or under Deferred Action for Parents 
of Americans and Lawful Permanent 
Residents (DAPA)), and those residing within 
impoverished and rural areas. Clinically 
vulnerable populations include those with 
complex comorbidities (i.e., multiple chronic 
medical conditions), the disabled, patients with 
acute and chronic behavioral health issues, and 
substance abusers.

In 2015, Medicaid spending was $564 billion, 
with the federal government, through its FMAP, 
accounting for 63.7 percent of the total. FMAP 
represents the percentage of federal matching 
funds of state expenditures and varies from 

Source: MACStats: Medicaid and CHIP Data Book – December 2016
https://www.macpac.gov/wp-content/uploads/2016/12/MACStats_DataBook_Dec2016.pdf

Source: Lewis V, et al. The Promise and Peril of Accountable 
Care for Vulnerable Populations: A Framework for Overcoming 
Obstacles. Health Affairs 31(8) August 2012
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state to state based on each state’s population 
below the FPL. The ACA for newly eligible 
Medicaid recipients provided 100 percent 
federal funding for 2014, 2015 and 2016, and 
provides 95 percent for 2017, 2018 and 2019, 
and 90 percent thereafter. 

The nonfederal or state-funded portion of 
Medicaid represents 19.3 percent of the 
average state budget. State funds include 
revenues raised through income, sales and 
other broad-based state taxes, as well as 
restricted revenue sources applied to specific 
activities such as provider taxes, lottery 
proceeds, tobacco settlement funds, local funds 
and bond expenditures for capital projects.4 

Total Medicaid spending is forecast to increase 
at a 5.9 percent compound annual growth rate 
(CAGR) to reach $1 trillion by 2025.5 

Approximately 43 percent of total Medicaid 
spending, a surprisingly high percentage, is 
spent with managed care organizations (MCO), 
followed by spending for FFS acute care and 
FFS chronic care. The high level of MCO 
spending reflects a desire by state governments 
to transfer financial risk from the state budget 
to the commercial payer. Population health, 
expenditure, resource allocation and quality data 
— essential for outcomes and accountability 
management — is far more limited for MCOs 
than it is for FFS providers. 

Source: CMS National Health Expenditures



14

Medicaid spending per beneficiary varies 
widely by state, with New Jersey, at $13,480, 
more than 2.7 times that of Alabama, at 
$4,983. The wide range in spending reflects 
the beneficiary mix between the high cost 
of the aged and disabled population and low 
costs for children and adults; the number of 
beneficiaries in institutional care, primarily 
nursing homes and, to a lesser extent, 
intermediate care facilities for people with 
intellectual disabilities; differentials in payment 
rates for similar levels and/or types of service 
(e.g., the Medicaid-to-Medicare physician fee 
ratio); geographical differences in labor and 
provider costs; the ability of state Medicaid 
directors to negotiate contract terms with 
MCOs; and other factors. 

States with Medicaid expansion tend to spend 
more per beneficiary on Medicaid than those 
without expansion, reflecting, in general, a 
more liberal spending policy for social services. 

Dual-eligible beneficiaries are those eligible for 
Medicare and Medicaid — either full benefits, 
assistance with Medicare premiums, or cost 

sharing through a Medicare Savings Program 
such as Qualified Medicare Beneficiary (QMB) 
or Specified Low-Income Medicare Beneficiary 
(SLMB) programs. Medicare pays for Part A: 
hospital, non-institutional (post-acute) SNF 
care, hospice and some home health; Part 
B: physician and other professional services, 
durable medical equipment, home health 
services; Part C: Medicare Advantage; and Part 
D: prescription drug benefits.6  

Medicare-covered services are paid first by 
Medicare, as Medicaid is generally the payer 
of last resort. Medicaid “may cover the cost 
of care that Medicare may not cover or may 
partially cover (such as nursing home care, 
personal care, and home- and community-
based services).”7  

In 2013, 10.7 million Medicaid beneficiaries — 
59 percent aged, 41 percent over the age of 65 
and disabled — were dually eligible; 72 percent 
were eligible for full Medicaid benefits. The 
dual-eligible population represents 15 percent 
of all Medicaid beneficiaries and accounts for 
33 percent of costs.8 Medicaid spending per 
dual beneficiary varies widely by state. 

Source : Kaiser Foundation, Medicaid.gov



15REPEAL AND REPLACE: IMPLICATIONS FOR MEDICAID

Source : Kaiser Foundation, Medicaid.gov

Source : Kaiser Foundation
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The primary goal of the ACA was to increase 
coverage and not necessarily to improve the 
efficiency of effectiveness of care delivery, 
i.e., manage costs and outcomes. Since 
implementation, the number of uninsured 
Americans declined between 2013 and 2015 
from 41.0 to 28.5 million, or 35 percent. 
This number is forecast to fluctuate by 
approximately +/-2 million by 2025, assuming 
no legislative or regulatory changes. Nearly 
three-quarters of individuals newly covered by 
the ACA gained coverage via enrollment in a 
state Medicaid program. 

The decrease in uninsured is comprised of 
an increase in people with private health 
insurance coverage and newly enrolled 

Medicaid beneficiaries. As of March 
2016, more than 12.7 million people were 
enrolled in state or federal marketplace 
plans — approximately one-third newly 
insured. Health exchange participation 
figures are significantly below earlier CMS 
and Congressional Budget Office (CBO) 
projections, which estimated that by 2016, 33 
million Americans would be newly covered.9 

As of June 2016, Medicaid enrollment had 
grown by more than 15 million (27 percent). Of 
the new Medicaid enrollees, 78 percent were 
enrolled under the expanded coverage criteria 
since the period before open enrollment (which 
started in October 2013).10 Medicaid enrollment 
grew ahead of expectations by 5 million.11  
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For the entire 2017–2026 period, incremental 
federal spending for people who the ACA 
made eligible for Medicaid coverage is 
projected to be $100 billion per year, whereas 
the comparable figure for premium exchange 
subsidies is $90 billion; in total, this equals 
$190 billion in incremental federal healthcare 
spending per annum.

Safety net hospitals have been a major 
beneficiary of Medicaid expansion under the 
ACA. Safety net hospitals are defined as those 
with a low income utilization ratio exceeding 25 
percent and/or inpatient Medicaid utilization 

greater than one standard deviation above the 
mean within a specific state.12 The number 
of state and local government safety net 
hospitals has declined by 17.9 percent since 
1999, a rate 10 times the decline in the overall 
market. A few of the hospitals have converted 
to not-for-profit status (e.g., University Health 
Shreveport and Conroy), whereas the majority 
have closed. A proprietary analysis by A&M 
highlights the improved earnings before 
interest, tax, depreciation and amortization 
(EBITDA) margins associated with hospitals 
located in Medicaid expansion states.

Source: Medicaid.gov, Table from National Health Expenditures 
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In 2014, Medicaid DSH payments totaled 
$18 billion, with the federal government 
contributing $10 billion and states $8 billion; 
alternative sources suggest a split of $12 
billion and $6 billion, respectively.13  

Originally set to decline in FY2014, DSH 
payment reductions are now scheduled to 
begin in FY2018 and continue to decline 
until FY2025. According to the Medicaid 
and CHIP Payment and Access Commission 
(MACPAC), an opportunity exists for “DSH 
allotments and payments to be better targeted 
toward the states and hospitals that serve a 
disproportionate share of Medicaid and low-
income patients and that have disproportionate 
levels of uncompensated care.”

Increased Medicaid and health exchange 
insurance coverage has somewhat increased 
provider access, especially when compared 
to those who remain uninsured. Increased 
funding for FQHCs, combined with expanded 
hours at certain facilities, has also helped. 
However, ACA expansion has not addressed 
other continuing barriers such as: 

• Growing shortage of physicians, estimated 
by the American Association of Medical 
Colleges at 46,000–90,000 in 202514  

• Inadequate number of network providers, 
especially specialists in exchange plans 
and Medicaid 

• Limited number of physicians and non-
physician providers willing to accept 
Medicaid patients
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• Patients without an identified primary care 
provider attribution

• Restricted availability of (timely) 
appointments

• Limited provider proximity and/or 
wheelchair transportation access, 
especially acute issues in rural areas

Affordability of care is the major barrier to 
access. Rising out-of-pocket expenses driven 
by higher premiums, coinsurance, copayments 
and, especially deductibles represent financial 

challenges to many Americans. The ACA has 
contributed to premium increases and higher 
copayments and coinsurance not only for 
Americans newly covered under the ACA, 
but also for Americans who had already been 
covered by employer-based coverage or by their 
own individual insurance. Nearly three-quarters 
of households have incomes below $97,000 per 
annum — the family of four maximum for health 
exchange subsidies. The average household 
income was $55,755 in 2015.15  

Sources: 2015 Allotment - Kaiser Family Foundation   http://kff.org/medicaid/state-indicator/federal-dsh-allotments; 2016 Allotment- 
Federal Register; 2017 Allotment- Estimated; 2018-2025 Allotment - MACPAC https://www.macpac.gov/subtopic/disproportionate-share-
hospital-payments/
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MANAGED CARE: INTEGRAL TO 

MEDICAID SPENDING AND OUTCOMES 
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Medicaid MCO enrollment has increased nearly 
threefold since 2000, from 18.8 million to 55.2 
million beneficiaries. Though the growth is 
dramatic, it is slower than in the prior decade 
when enrollment grew nearly sevenfold from 2.7 
million. During this period there has also been 
dramatic health plan consolidation whereby 
five major competitors — Anthem/Wellpoint, 
United Health, Centene (HealthNet), Molina 
and Wellcare — have a 42 percent aggregate 
market share, and the top 10 firms have a 55 
percent share.16

Despite accounting for more than 80 percent 
of Medicaid beneficiaries in 2015, Medicaid 
MCO expenditures of $227 billion represent 43 
percent of the total. Combined, FFS acute care 

and long-term care expenditures totaled $272 
billion or 51 percent of the total. Expenditures 
per beneficiary for managed care beneficiaries 
are $4,118, whereas expenditures for FFS 
beneficiaries are $19,963, reflecting the 
difference in served populations, i.e., children 
and adults versus the aged and disabled. 
Enrollment in Managed Long-Term Services and 
Support (MLTSS) programs that finance and 
support institutional and/or home-based care 
services approximate 1.8 million or 2.6 percent 
of the Medicaid population.17  

Future MCO growth will require a different 
approach to the management of the high-cost 
aged and disabled beneficiary population.

Source: https://www.macpac.gov/wp-content/uploads/2015/11/EXHIBIT-10.-Medicaid-Enrollment-and-Total-Spending-Levels-and-
Annual-Growth-FYs-1966%E2%80%932015.pdf
http://kff.org/medicaid/state-indicator/total-medicaid-mc-enrollment/?activeTab=graph&currentTimeframe=0&startTimeframe=3&sel
ectedDistributions=total-medicaid-managed-care-enrollment  
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There are five major types of Medicaid managed 
care plans providing a range of inpatient and 
ambulatory services including diagnostic tests, 
as well as drug coverage. Several states — 
Alabama, Colorado, Idaho, Montana, North 
Carolina, Oklahoma, South Dakota and Vermont 

— have a majority enrollment in primary care 
case management (PCCM) provider plans. 
Medicaid special needs plans (SNPs) exist 
for HIV and dual-eligible populations requiring 
enhanced management.

Source: http://kff.org/medicaid/state-indicator/total-medicaid-mc-enrollment/?currentTimeframe=0

Source: http://www.statehealthfacts.org/comparetable.jsp?ind=218&cat=4
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Healthcare spending is highly concentrated, 
especially within the Medicaid program, with 
1 percent of beneficiaries accounting for 25 
percent of spending, 5 percent accounting for 
54 percent, and 10 percent accounting for 68 
percent, or more than two-thirds of the total. 
Per beneficiary expenditures for the aged and 
disabled far exceeds that of children and adults.

Medicaid managed care enrollment varies by 
state, with 23 states having more than 80 
percent of eligible beneficiaries enrolled in 
MCOs. Another 15 states have enrollment 
between 61 percent and 80 percent. Capitation 
premiums and payments for managed care plans 
are projected to increase from $192 billion in 
2014 to $515 billion in 2024 for a CAGR of 
10.4 percent. The limited increase in FFS acute 
and long-term care suggests an additional 
transfer of risk to health plans.

Source: https://www.medicaid.gov/medicaid/financing-and-reimbursement/downloads/medicaid-actuarial-report-2015.pdf

Source: Medicaid – CMS FY2008; Commercial - Kaiser Family Foundation calculations using data from U.S. Department of Health and Human 
Services, Agency for Healthcare Research and Quality, Medical Expenditure Panel Survey (MEPS), 2008.; Medicare – CMS 2001
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Opportunities exist to better understand 
the distribution of spending among the 
highest cost conditions including diabetes 
/ endocrine conditions ($255 billion), 
cardiovascular disease ($231 billion), mental 
health and substance abuse ($188 billion), 

musculoskeletal conditions ($183 billion), 
injuries ($168 billion), chronic respiratory 
disease ($132 billion), neurological disease 
($101 billion) and others.18 Many of the same 
patients, especially among the aged, have 
multiple comorbidities.

Source: Center for Financing, Access, and Cost Trends, AHRQ, Household Component of the Medical Expenditure Panel Survey 
(HC=155), 2012
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Analytics are essential for risk stratification, 
i.e., identifying the high and moderate-
cost population at-risk for hospitalization, 
repeated visits to the emergency department, 
use of expensive medications and potential 
for nonadherence to treatment regimens. 
Current approaches often result in confusion 
due to the multiplicity of risk stratification 
models and a failure to assess the total 
cost of care, i.e., hospital, post-acute care, 
ambulatory and pharmaceuticals.

Analytics are also essential to understand 
cost drivers such as provider variation, site 
of service differentials and test redundancy; 
improve population health, quality (outcomes), 
care navigation / coordination and the 
experience of care; and negotiate more 
favorable MCO contracts. 

“Big data” does not equate with insights 
and foresights; the organization of data into 
dashboards by itself also has limitations. 
Insights should lead to targeted actions that 
are measureable and subject to continuous 
process improvement. 

Despite the significant expenditures for 
Medicaid made under the ACA, inequities 
in access to care and outcomes continue to 
exist (see Appendix). The rapid growth of 
MCOs may require state agencies to become 
more active in monitoring and managing 
performance in several dimensions including 
the efficiency and effectiveness of care 
delivery, as well as the beneficiary experience 
of care. 

Sources: National Academy for State Health Policy; A&M Analysis
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PRELIMINARY STEPS 

TO ACA REFORM
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Following the 2016 presidential election, 
the Trump transition team outlined on a 
single webpage the tenets that will guide its 
healthcare policy, which in most respects mirror 
what the candidate said on the campaign trail. 
Despite its publication, the challenge has always 
been to distinguish between the president’s 
campaign rhetoric and actual policy position.

On January 13, 2017, the Senate passed and the 
House concurred with a joint resolution allowing 
revisions to the ACA via budget reconciliation, 
i.e., passage via a majority without possibility of 
a Senate filibuster. This resolution clears the 
legislative path for changes to the ACA.
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Repeal of the ACA continues to be the 
stated policy of the Trump administration. On 
Inauguration Day, January 20, 2017, President 
Trump signed an executive order that does not 
repeal the ACA, but serves as a notice from 
the administration of its intentions to seek 
“prompt repeal” and to “write new regulations 
and exercise discretion,” as legally allowable.  
This may include a more liberal interpretation 
of existing regulations (or a moratorium on 
enforcing those ACA regulations the Trump 
administration does not like), expanded criteria 
for application of the individual mandate 

hardship clause (i.e., fewer Americans to pay a 
penalty with non-coverage), increased use of 
Medicaid waivers for demonstration projects 
and, most significantly, possible elimination 
of health exchange premium subsidies.19 The 
immediate impact of the executive order may 
be limited, though departments responsible 
for ACA enforcement — the Department of 
Health and Human Services, the Treasury 
Department and the Internal Revenue Service 
— may use the executive order to direct 
changes to or suspension of current ACA 
rules and regulations.
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Source: Status of State Action on the Medicaid Expansion Decision,” KFF State Health Facts, updated October 14, 2016.
http://kff.org/health-reform/state-indicator/state-activity-around-expanding-medicaid-under-the-affordable-care-act/ 

A major challenge for the Trump administration 
will be the large number of states with 
Republican senators and Republican House 
representatives, governors and/or Republican-
controlled state legislatures that have 

supported Medicaid expansion and associated 
benefits, i.e., increased coverage largely paid 
for by the federal government, health exchange 
premium subsidies and a reduction in the 
uninsured population.
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Rather than a complete repeal of all ACA 
provisions, there is a growing consensus 
that acknowledges the value in preserving 
some popular components of the Obamacare 
legislation. Coverage for young adults under 
their parents’ health insurance policy is one 
provision example that has broad bipartisan 
support, as well as support from President 
Trump. Bringing in premium dollars on a 
relatively healthy sector of the population 
promotes affordable coverage. Other popular 
ACA provisions, such as required coverage 
of pre-existing conditions and the prohibition 
of annual and lifetime benefit limits, have 
price tags that may become unaffordable 
when coverage mandates are eliminated and 
healthy people choose to become or remain 
uninsured; i.e., many of the provisions have 
interdependencies and thus are not necessarily 

amenable to standalone elimination. The pre-
existing condition provisions, however, may be 
addressed through the adoption of “high-risk” 
pools or some federally backstopped insurance 
coverage for individuals with significant pre-
existing medical conditions.

Several pieces of legislation or legislative 
outlines have emerged since January, suggesting 
the possibility of “repeal and repair” rather 
than “repeal and replace,” given the emerging 
consensus that the ACA is “not all bad” and that 
“repeal and replace” may not be feasible, given 
coverage requirements for 20 million Americans. 
The Patient Freedom Act (PFA), introduced on 
January 23, 2017, by Senators Susan Collins, 
R-ME, and Bill Cassidy, R-LA, is one example 
of legislation that attempts to keep the parts of 
Obamacare that people like and eliminate the 
unpopular provisions.
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On February 17, 2017, House Republicans 
identified their underlying principles associated 
with “repeal and replace” including the use of a 
multiyear transitional period, a reduction in the 
newly insured Medicaid share of the enhanced 
federal match from a maximum of 90 percent 
to the traditional FMAP, a cap on matched 
expenditures via per capita allotments or block 
grants, and the establishment of high-risk pools.

The American Health Care Act (AHCA) 
introduced by House Speaker Paul Ryan on 
March 6, 2017, tracks the “repeal and replace” 
concepts floated by the Speaker in February 
including:  replacing ACA subsidies with tax 
credits and moving Medicaid from an open 
ended entitlement program to a per-head or 
capitated funding program.   

Conservatives leaders of the Republican 
Freedom Caucus described the AHA as 
“ObamaCare Lite”  primarily due to the delayed 
timing of Medicaid expansion repeal (2020), 
and continued federal funding of newly enrolled 
Medicaid expansion beneficiaries (at 90% of 
the total actuarial cost) and low income health 
exchange enrollees. Negotiations are ongoing 
with the conservative leaders. 
 
The AHCA was also criticized by Democrats  for 
many reasons including the elimination of open 
ended entitlements (via per capita allotments) 
and funding for Planned Parenthood clinics, 
reduced insurance payment subsidies for low 
income enrollees using health exchanges, and 
lower taxes on affluent households and drug, 
medical device and insurance companies, 
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estimated by the Joint Committee on Taxation 
at $266 billion over 10 years. Lower federal 
Medicaid funding, estimated by the Center on 
Budget and Policy Priorities at $370 billion over 
10 years, would likely result in fewer services, 
less eligibility, reduced affordability and a rise 
in the number of uninsured.20 In addition, new 
enrollees who exit Medicaid due to income 
(temporarily) exceeding the 138% Federal 
Poverty Limit threshold would not be allowed to 
re-enroll under the new guidelines. 

Despite the criticisms, the proposal was 
approved by the Ways and Means and 
the Energy and Commerce committees 
on party-line votes and is heading to the 
Budget Committee. There are currently 237 

Republicans, 193 Democrats and 5 vacancies 
in the House; passage requires 218 votes. 
A House vote is likely prior to Congressional 
recess scheduled for April 10-21, 2017.21 

On March 13, 2017 the Congressional Budget 
Office (CBO) and the Joint Committee on 
Taxation (JCT) provided an estimate of the 
number of uninsured and cost savings for the 
period 2017-26:
 

• The number of uninsured will increase by 
14 million in 2018, 21 million in 2020 and 
24 million in 2026. The near-term increase 
reflects a decision by the previously 
insured to drop coverage due to the 
elimination of the fine provision associated 
with the insurance mandate and those 
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no longer able to afford premium costs 
estimated to rise by 15-20% in 2018 and 
2019, respectively. In the intermediate 
and longer-term, the rise in insured will 
be driven by Medicaid spending caps and 
enrollment reductions.

• A reduction in the federal deficit of $337 
billion results from a decline in healthcare 
outlays (Medicaid, subsidies for non-
group health insurance) by $1.2 trillion 
partially offset by a $900 million decrease 
in revenues (payroll tax and investment 
income surtax for high net worth, insurer 
fees). The reduction in healthcare outlays 
per annum represents 63% of the ACA-
related incremental spend associated with 
Medicaid expansion and premium subsidies.

If approved by the House, the bill heads to the 
Senate for additional committee hearings and 
revision. Already, four of the 52 Republican 
Senators have indicated that they would not 
support the bill, as drafted.  Passage of the 
Joint Resolution on January 13, 2017 permits 
revisions to the ACA via the reconciliation 
process; only 51 votes will be necessary in the 
Senate, rather than the usual 60 vote filibuster, 
motion to proceed. 

In the period between House passage, 
should it occur, and Senate consideration, 
and if the reform bill makes its way to 
President Trump, it will likely undergo 
significant amendment and revision. 
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Despite submission of the AHCA, 
additional insights might still be gleamed 
from Republican plans proposed in 2016 
Approaches described in the Republican 
House leadership’s “Better Way” proposal and 
a House budget resolution seek to replace 
individual and employer mandates and use 
Medicaid block grants to extend states more 
flexibility in reforming their Medicaid programs. 
Presented as discussion draft legislation, the 
Health Access, Empowerment and Liberty 
Act (HAELA) provides greater detail in 
operationalizing the Republicans’ approach.

Sponsored by Congressman Pete Sessions, 
R-TX, and Senator Cassidy, HAELA 
eliminates mandates on insurers, employers 
and individuals. Health plans would no 

longer be compelled to meet minimum 
coverage requirements, increasing options 
for less coverage and lower premiums. In 
eliminating the employer mandates imposed 
by Obamacare, small businesses would no 
longer be forced to offer group coverage 
that, for some, pushed them beyond the 
brink of profitability. Rather than imposing 
penalties, tax credits for premiums and tax-
free health saving accounts would serve 
as the vehicles to enable individuals to 
choose and encourage them to maintain their 
coverage. HAELA also offers some specific 
details on Medicaid reforms absent in House 
Republicans’ other high-level plans.



36

HAELA AND MEDICAID 

PER CAPITA ALLOTMENTS



37REPEAL AND REPLACE: IMPLICATIONS FOR MEDICAID

While past plans to reform Medicaid have 
focused on the use of state block grants, 
HAELA refines that approach in its proposal to 
establish per capita allotments. Similar to the 
approach used to administer funding for the 
popular Children’s Health Insurance Program 
(CHIP), per capita allotments are calculated 
using a beneficiary spending average 
multiplied by the number of enrollees to 
establish a cap for federal funding. The state 
then draws down the federal match as services 
are provided to beneficiaries. The state 
cannot draw federal dollars in excess of the 
established cap. The cap, however, increases 
with enrollment, mitigating state expenditures 
during periods of economic decline. HAELA 
proposes a 75 percent FMAP, which is higher 
than the pre-ACA FMAP national average of 
63.7 percent (2015) and lower than the 95 
percent (2017) enhanced FMAP for ACA 
expansion populations. 

The increased share of the federal match 
would be balanced by a decrease in the 
number of people eligible for Medicaid. 
HAELA proposes an income eligibility limit 
of 100 percent of the FPL. Those losing 
Medicaid eligibility due to decreased income 
limits would be parents in families with 
income between 100 percent and 138 
percent of FPL. Childless adults would return 
to the status of “categorically ineligible,” 
regardless of income. As an alternative 
to Medicaid, HAELA proposes that those 
losing coverage transition to private health 
insurance. Rather than drawing a federal 
match on the Medicaid services people no 
longer are eligible to receive, states could 
draw a federal match on private health 
insurance premiums paid by the state.

Source: Department of Health and Human Services, “Federal Financial Participation in State Assistance Expenditures; Federal Matching Shares 
for Medicaid, the Children’s Health Insurance Program, and Aid to Needy Aged, Blind, or Disabled Persons for October 1, 2016 Through 
September 30, 2017,” 80 Federal Register 73781, November 25, 2015.
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HAELA also provides specificity on the key 
issues of calculating beneficiary spending, 
annual increases to per capita allotments and 
the status of 1115 demonstration waivers. 
Absent specific legislative language, it 
seems most likely that HAELA’s focus is on 
the physical health component of Medicaid 
spending, comprised of medical, acute and 
primary. Across the United States, state 
spending per beneficiary has vast variation. 
Within the sphere of Medicaid physical health 
spending, four categories of beneficiaries 
(aged, blind and disabled, children, and non-
disabled adults) emerge, each with differing 
levels of average costs. Rather than relying 
on either a national average or single state 
average, HAELA proposes to use a state-
specific per capita allotment comprised of an 
average of spending amounts and enrollment 
for each of these four groups to produce what 
is essentially a “weighted average” to derive a 
state’s allotment. This approach would provide 
for higher allotments for states with historically 
higher spending. HAELA seeks to address the 

potential inequities of this approach through 
annual increases.

Historical growth in Medicaid expenditures 
has exceeded growth in the gross domestic 
product (GDP) but, for all four categories of 
beneficiaries, it has lagged behind the 6.7 
percent growth in private health insurance 
expenditures. Growth would be further 
constricted under HAELA. 

In year 1, HAELA would permit growth in the 
per capita average at a predetermined inflation 
rate, likely tied to a budgetary target. In years 
2 and 3, HAELA’s per capita average would 
be increased by the projected growth in GDP 
plus 1 percent. In years 4 through 10, the draft 
legislation seeks to level the playing field by 
establishing a corridor of state averages by 
population category, allowing for higher growth 
for states with lower averages. Inflation and 
other policy decisions that create winners and 
losers have the potential to pit states against 
each other and create a political firestorm. 

Source: Based on results from a national survey conducted by the Kaiser Commission on Medicaid and the Uninsured and the Georgetown 
University Center for Children and Families, 2015, with additional data updates. http://kff.org/health-reform/issue-brief/medicaid-moving-forward/



39REPEAL AND REPLACE: IMPLICATIONS FOR MEDICAID

Source: Kaiser Family Foundation; KCMU and Urban Insitute estimtates based on data from FY2011 MSIS and CMS-64 reports. Because 
2011 MSIS data were unavailable, 2010 MSIS & CMS-64 data were used for FL, KS, ME, MD, MT, NM, NJ, OK, TX, and UT. Due to data 
quality issues, New Mexico’s data point for the aged is withheld.

Sources: https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/NationalHealthExpendData/
NationalHealthAccountsProjected.html
https://knoema.com/qhswwkc/us-gdp-growth-forecast-2015-2019-and-up-to-2060-data-and-charts
http://www.coinnews.net/tools/cpi-inflation-calculator/consumer-price-index-cpi-and-annual-percent-changes-from-1913-to-2008/
http://www.tradingeconomics.com/united-states/consumer-price-index-cpi/forecast
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HAELA, WAIVER PROGRAMS AND 

THE LIKELIHOOD OF MCO, LTSS AND 

HCBS “CARVE-OUTS”
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There is also a specific provision within 
HAELA that allows approved 1115 
demonstration waivers to continue throughout 
the current approval period. Medicaid 1115 
waiver authority has been available to states 
for decades to design and test reforms to 
federally funded programs. States have 
used 1115 waivers to implement Medicaid 
managed care and to customize their 
approaches to ACA Medicaid expansion. In 
recent years, 1115 waivers have been used to 
promote coordination between physical care, 
behavioral health and addiction services, and 
long-term services and supports. Unwinding 
Medicaid expenditures authorized by 1115 
waivers from more traditional Medicaid 
spending may prove to be a difficult task. This 
portion of Medicaid spending may not easily 
align with plans for per capita allotments and 
may explain why most of the Republican plans 
allow states to choose either a per capita 
allotment or a block grant. 

States that have rejected Medicaid expansion 
or otherwise have austere Medicaid programs 
are at a comparative disadvantage in a block 
grant environment. With per capita allotments, 
the federal government would share fiscal 
risk of an economic downturn and be required 
to raise the cap as enrollment of eligible 
beneficiaries (assumed at 100 percent of the 
FPL) increased. In theory, these conservative 
states could operate in status quo mode with 
expenditures under prescribed caps. These 
states can be contrasted with states that have 
taken innovative approaches to reform their 
Medicaid programs.

Several states have successfully used 1115 
demonstration waivers to make significant 
strides in healthcare reform. A per capita 
allotment threatens to stagnate this progress 
by limiting flexibility and state control of 
program administration. A block grant, referred 
to in the PFA as a “global waiver,” would allow 
states to continue these reform initiatives.  

Source: https://www.medicaid.gov/medicaid/managed-care/authorities/index.html
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Typically administered under the authority 
of §1915(c) of the Social Security Act, 
HCBS waivers may also be carved out of 
initial Medicaid reforms. Long-term services 
and supports encompass a broad range of 
institutional services and HCBS that people 
may need — for several weeks, months, or 
years — when they experience difficulty 
completing daily tasks as a result of aging, 
chronic illness or disability. Long-term services 
and supports (LTSS) spending accounts for 
roughly one-quarter of Medicaid spending, 
whereas  HCBS spending account for just 
over half of LTSS spending. In spite of its 
$40.1 billion 2013 price tag, references to 
§1915(c) waivers have been notably absent 
from proposed reform plans including the PFA 
and HAELA. The nature of HCBS services and 
the population served by §1915(c) waivers 
introduces a complexity to and has cost 
implications for per capita allotments.   

In 2015, the average §1915(c) waiver 
expenditure for a person with an intellectual 
or developmental disability (I/DD) was 
$46,647.22 This amount does not include 
the costs for physical healthcare covered by 
Medicaid State Plan services. HCBS remain 
a cost-effective option to care provided by a 
state-operated ICF that averages $256,40023 
(2015) annually. HCBS offer an alternative 
to care that is appealing to people with I/DD, 
their families and their communities. §1915(c) 
waivers provide states with a vehicle to meet 
the expectations established by the Supreme 
Court’s 1999 Olmstead decision that held 
that people with disabilities have a qualified 
right to receive supports and services in the 
community rather than institutions. 

Source: Kaiser Family Foundation; KCMU and UCSF analysis of CMS Form 372 data.
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In 2015, more than 640,000 people 
nationally were on 133 Section 1915(c) 
waiver waiting lists. The average length of 
time a person spent on a waiting list for I/
DD waiver services was 43 months. As 
new enrollees into a per capita allotment 
environment, the average cost ($47,795) of 
waiver services for people on I/DD waiting 
lists would exceed the average per capita 
allotment for people in the blind / disabled 
category, estimated nationally at $17,709. 
Absent a policy mechanism to adjust the per 
capita allotment for the provision of waiver 
services, it would be increasingly difficult for 
states to reduce waiting lists within a per 
capita allotment capitation.

It seems by design rather than coincidence 
that a Republican-introduced bill (Bill Flores, 
R-TX) sets aside funding for reducing HCBS 
waitlists. If passed, this legislation would make 
funding for HCBS available to states on a 
competitive basis, giving priority to states with 
the highest number of individuals on a waiting 
list. While the language of this draft legislation 
is unclear, it implies that participating states 
would receive a payment equal to 90 percent 
of their typical FMAP rate.  

Source: ADA PARC (2014) Number of Persons on Medicaid 1915(c) HCBS Waiver Waitlists http://centerondisability.org/ada_parc/utils/
indicators.php?id=9
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PER CAPITA ALLOTMENTS 
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From 2016–2026, according to the CBO, 
mandatory federal outlays are forecast to 
increase from $2.5 to $4.1 trillion (CAGR: 
5.3 percent), discretionary outlays from $1.2 
to $1.4 trillion (CAGR: 1.8 percent) and 
interest from $255 to $830 billion (CAGR: 
12.5 percent). Medicare ($596 billion) and 
Medicaid ($261 billion) alone account for 51 
percent of the federal increase in mandatory 
outlays, whereas Social Security accounts for 
42 percent. A deficit of $544 billion in 2016 
is forecast to reach $1,366 billion in 2026, 
leading to an increase in the debt held by the 
public of $23.8 trillion.24 The figures exclude 
the $1.0 trillion dollar infrastructure investment 
as discussed by President Trump, as well as 
offsetting tax increases.

The projected increase in state-funded 
Medicaid spending of 5.0–6.0 percent 
(based on alternative estimates) far exceeds 
the rate of state revenue growth, thereby 
creating likely budgetary shortfalls.
 

Republicans in Congress and several 
conservative think tanks have long suggested 
that the way to gain control over entitlement 
spending, and Medicaid in particular, is to give 
states a fixed amount of funding. An often 
used phrase is allowing “50 state experiments 
for Medicaid reform.” The two widely discussed 
ways to control funding are block grants to 
states and payments made on per capita 
allotments. States may be given the option to 
“select and stick” with one option or the other, 
or Congress may impose a selection for all 
states. Both involve a fundamental shift away 
from an open-ended Medicaid entitlement 
program to one where, at least at the federal 
level, spending is capped. The figure on the 
next page outlines the key components of a 
block grant and per capita allotments. 

One key takeaway from the discussion of 
paying states fixed amounts to run Medicaid 
is how spending baselines are established. 

Source: https://www.cbo.gov/sites/default/files/114th-congress-2015-2016/reports/51129-2016Outlook.pdf
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Baseline is an arcane federal budget term 
defined as “expenditures in a specified 
time period that will be used to determine 
the federal contribution to a state Medicaid 
program for a designated period into the 
future.” State Medicaid spending often is 
reported with a significant lag by CMS. “Is 
it the most recent years’ spending levels? 
Does it represent an average of X number of 
years’ spending? What happens if I expand 
enrollment?” These are just a few questions 
that have yet to be answered in the reform 
efforts. How and when a state’s Medicaid 
spending baseline level is set will be the 
subject of intense negotiation with Congress.

A second key takeaway is the inflation factor 
applied to the baseline. Some reform plans 
set a fixed amount (i.e., 3 percent) and others 
utilize some sort of index such as medical cost 
inflation. The challenge, as one can imagine, 
is which factor to choose and does the factor 

chosen actually control entitlement spending 
as envisioned? Regardless of which factor is 
chosen, there will be states that have higher 
and lower medical cost inflation factors. 
This will almost surely result in states that 
“win” and states that “lose,” given the factor 
applied. How much a state’s Medicaid 
spending is increased annually — based 
on factors applied to baseline spending 
levels — will also become the subject of 
intense negotiation with Congress.

As the chart below illustrates, a block grant 
sets one lump sum amount to fund state 
Medicaid programs while the per capita 
allotments (as indicated in the proposed 
HAELA legislation) would allow states to 
draw federal financial participation (FFP) on 
Medicaid-eligible services until an expenditure 
cap is reached. Four caps would be calculated 
by establishing an average expenditure 
for each of the categories that comprise 



47REPEAL AND REPLACE: IMPLICATIONS FOR MEDICAID

Medicaid beneficiaries — aged, individuals with 
disabilities, adults and children — multiplied 
by the number of eligible beneficiaries in 
each group. Each of these categories would 
potentially have separate growth factors 
applied. The HAELA legislation also proposes 
to reimburse states by category as they spend 
(up to category caps), which is similar to how 
Medicaid is reimbursed today.

Block grants and per capita allotments are not 
new concepts. In 1996, federal funding for 
the welfare reform program, Aid to Families 
with Dependent Children (AFDC), was block 

granted. States were allotted their share of 
$16.5 billion in federal funding based on their 
expenditures in a selected baseline year. While 
welfare reform was successful in reducing 
the number of families receiving Temporary 
Assistance for Needy Families (TANF) welfare 
checks, critics contend that many families 
that lost benefits moved deeper into poverty. 
Although states were required to spend TANF 
funding for one of four priority areas, these 
areas were open to broad interpretation, 
making federal oversight of TANF spending 
difficult and limited.

Source: CBPP, The Washington Post
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CHIP extends flexibility to the states to 
customize coverage of children and pregnant 
women within a capitated allotment that 
in some ways resembles the per capita 
allotments proposed in HAELA. States that 
elect to administer CHIP programs must 
establish a mandated income eligibility floor. 
Pre-ACA, the floor was set at 100 percent 
of the FPL, requiring those under that limit 
to be covered by Medicaid. Children and 
pregnant woman with income above that 
floor could receive coverage under CHIP at 
an enhanced FMAP, ranging from 65 to 88 
percent. Reauthorized by the ACA, the CHIP 
eligibility floor was raised to 138 percent and 
enhanced FMAP was increased by 23 percent. 
ACA repeal would return CHIP to the 100 
percent of FPL floor and decrease FMAP by 
23 percent. 

CHIP’s similarity to per capita allotments is 
found in the capitation of federal funding and 

how states “draw down” federal dollars. Rather 
than a grant of lump-sum funding, CHIP draws 
federal dollars as a percentage match on the 
cost of services purchased. States cannot 
spend more than their allotment. 

CHIP differs from HAELA’s proposed per 
capita allotments in that CHIP establishes a 
federal spending limit regardless of enrollment. 
Under HAELA, states’ Medicaid per capita 
allotments would increase as enrollment 
increases. This difference is explained by 
states’ flexibility to set CHIP income eligibility 
limits. Some states have CHIP income 
eligibility limits as high as 400 percent of FPL 
and may be forced to manage expenditures 
by limiting benefits or maintaining waiting 
lists. HAELA sets an income eligibility limit 
of 100 percent and allows for growth in 
states’ allotment during periods of economic 
recession when increased numbers of people 
meet income eligibility limits.  

Sources: Based on results from a natuional survey conducted by the Kaiser Commission on Medicaid and the Uninsured and the 
Georgetown University Center for Children and Families, 2017.
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Ohio, Michigan and Indiana are among 
14 states with Republican governors and 
Medicaid expansion plans authorized by 
1115 demonstration waivers. Governors from 
these states, including now Vice President 
Mike Pence, have justified their requests to 
continue with expansion by citing the benefits 
of reductions in uninsured populations and 
uncompensated care. For these and other 
states, taking health insurance away from 
citizen voters is a risky proposition. Because 
Medicaid coverage is closely coordinated with 
CHIP and private health insurance subsidies 
and tax credits, repeal without replacement of 
any one of these components of Obamacare 
threatens a domino effect. 

For those states that have expanded Medicaid 
eligibility under ACA, repeal means a return 
to income limits of 100 percent of the FPL. 
Under repeal, expansion populations drawing 

federal funding on services at an FMAP 
ranging from 90 to 100 percent would no 
longer be eligible for Medicaid. One benefit 
that the reformers are potentially offering in 
the HAELA proposed legislation is a standard 
FMAP of 75 percent. This is very different 
from the way Medicaid works today, which is 
calculated based on each state’s per capita 
income. HAELA’s 75 percent FMAP may 
likely be a placeholder representative of a 
nationwide average that anticipates state to 
state variance as established by the way FMAP 
currently “works.” A single standard FMAP 
seems unlikely as this would be a substantial 
benefit to “wealthy” states at the expense 
of states with less personal income. This 75 
percent placeholder may also be indicative of 
the fact that FMAP may be negotiable — either 
as a bargaining tool to gain state support to 
pass legislation or to meet a predetermined 
federal spending target.
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Other elements of Medicaid reform include 
whether to allow states (or whether to 
mandate states) to require beneficiaries to 
meet elements of personal responsibility as a 
condition of Medicaid coverage or eligibility. 
These efforts typically emanate from more 
conservative governors and legislatures. 
Personal responsibility provisions in Medicaid 
can take many forms but typically involve 
premiums and copays for physical health 
coverage and work requirements for those who 
are able. Reform efforts currently underway 
in Indiana and other states also include 
reduced coverage if premiums are not paid or 
coverage is not obtained in a timely manner. 
The Indiana reform efforts may be instructive 
since President Trump has nominated Seema 
Verma to be his head of CMS. Ms. Verma, a 

consultant and contractor to the state, was the 
architect of the Indiana Medicaid reform efforts 
when Vice President Pence was governor. 
As the figure indicates — despite valid policy 
reasons for including personal responsibility 
in Medicaid reform efforts — operationalizing 
these personal responsibility requirements 
like premium payments can be very 
challenging and costly.

States have long utilized Section 1115 of the 
Social Security Act of 1933 to incorporate 
more flexibility into their Medicaid programs. A 
key item to watch in the coming years is how 
much flexibility the new administration is willing 
to provide states via 1115 waivers. This is true 
regardless of what form Medicaid reform / 
“repeal and replace” of the ACA takes.
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States have long utilized 1115 waivers to 
engage CMS in discussions about program 
reform efforts in LTSS Medicaid programs. 
LTSS programs involve institutional care 
in SNFs and ICFs. Included in LTSS is the 
provision of services in home and community-
based settings that are essential to support 
people who are elderly and disabled to live 
outside of institutions. These programs 
continue to grow at rates that outpace 
revenues at both the federal and state level. 

Unlike physical health, most of the LTSS 
participants are in the program for life once 

they enter. While there has been significant 
movement of LTSS services for the elderly 
and physically disabled to managed care, 
most LTSS for people with developmental 
disabilities have been carved out of managed 
care. So while there has been movement to 
1115 waivers in LTSS programs, “reform” — 
beyond simply a change in payment methods 
— will be very challenging given the fiscal and 
programmatic differences in each of the states. 
As such, our current prediction is that LTSS 
will likely be carved out of broader Medicaid 
reform - at least in the near term.

Sources: Rudowitz, R., & Musumeci, M., (November 20, 2015), Kaiser Family Foundation, The ACA and Medicaid Expansion Waivers, at 
http://kff.org/medicaid/issue-brief/the-aca-and-medicaid-expansion-waivers/.
Kaiser Commission on Medicaid and the Uninsured, (June 30, 2011), Five key questions and answers about section 1115 Medicaid waivers, 
at http://kff.org/health-reform/issue-brief/five-key-questions-and-answers-about-section/.

Source: Paradise, J., (March 9, 2015), Kaiser Family Foundation, Medicaid moving forward, at http://kff.org/health-reform/issue-brief/
medicaid-moving-forward/; Gates, A., Rudowitz, R., and Guyer, J., (September 29, 2014), Kaiser Family Foundation, An overview of the 
delivery system reform incentive payment waivers.
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CASE STUDY: INDIANA
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Vice President Pence, the former governor 
of Indiana, and Seema Verma, the CMS 
Administrator and architect of Indiana’s 
Medicaid expansion and former Governor 
Mitch Daniels’ high-deductible plan for 
Medicaid recipients, are intimately involved 
in the ACA “repeal and replace” effort. An 
understanding of the Healthy Indiana Plan 1.0 
and 2.0 may provide additional insights into 
Washington deliberations.

The Healthy Indiana Plan, approved under 
a 1115 federal waiver in 2008, allows the 
“state to provide a Medicaid benefit package 
modeled after a high-deductible plan and health 
savings account to a low-income population.”25 
The deductible of $1,100 is withdrawn from a 
POWER Account funded by the enrollee (to a 
maximum of 2–5 percent of income) and/or 
government. Failure of payment (as low as $4 
per month) may result in ineligibility.26 

Indiana received approval for an amendment 
to its 2008 waiver for Medicaid expansion 
in January 2015. The amendment provided 
coverage for adults with incomes up to 138 
percent of the FPL — an estimated 350,000 to 
400,000 residents. Administrative complexity 
exists with the need to track “premium 
payments or co-payments, compliance with 
healthy behaviors, health savings account 
balances and rollover funds, presumptive 
eligibility determinations, and services that 
would have been covered retroactively for 
certain groups.”27 

Administrator Verma’s company, SVC 
Consulting, has also been involved in 
Kentucky’s 1115 waiver application, 
submitted in August 2016, that imposes work 
requirements (such as unpaid community 
service) on beneficiaries three months after 
enrollment as a condition of enrollment.

Source: http://www.forbes.com/sites/theapothecary/2015/02/12/mike-pences-obamacare-medicaid-expansion-reading-between-the-
lines/#3ed9884b25d5
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APPENDIX:
HEALTHCARE DISPARITIES
Healthcare disparities or “differences in the 
health status rates between population groups” 
have been reported for Medicaid beneficiaries 
and the uninsured.28 Low-income Americans 
are far more likely to have cardiovascular, 
pulmonary, kidney and liver disease, as well 
as diabetes. Adults with a low socioeconomic 
status (i.e., lower income and/or education 
levels) are disproportionately more likely to 
be obese, have a higher rate of cigarette 
smoking and abuse alcohol and/or drugs.29 
Environmental factors such as child abuse and 
neglect and/or a history of parental substance 

abuse, combined with genetics and comorbid 
mental illness, may also contribute to the poor 
health behaviors and outcomes.30

Healthcare inequities or the disparity in 
health status rates due to differences in 
socioeconomic and/or health resources 
also exists.31 Poor Americans, especially the 
uninsured but also Medicaid beneficiaries, often 
lack a primary care physician, have difficulty 
accessing specialists and use the emergency 
department for non-urgent conditions.

Sources: J. S., Schiller, J. W. Lucas, and J. A. Peregoy, “Summary Health Statistics for U.S. Adults: National Health Interview Survey, 2011.” 
Vital and Health Statistics 10, no. 256 (2012): 1–207, tables 1, 4, 8, and 12. http://www.cdc.gov/nchs/
World Economic Forum 06/2016
https://www.weforum.org/agenda/2016/06/transforming-healthcare-for-the-low-income?utm_content=buffer29a3c&utm_
medium=social&utm_source=twitter.com&utm_campaign=buffer
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A study published in the Annals of Surgery 
based on a review of 893,658 patient records 
in the National Inpatient Sample found a far 
lower mortality rate in patients with private 
insurance irrespective of the type of operation. 
“After controlling for age, gender, income, 
geographic region, operation, and 30 comorbid 
conditions, Medicaid payer status was 
associated with the longest length of stay and 
highest total costs (P < 0.001).”32  

BEHAVIORAL HEALTH
“The good physician treats the disease; the 
great physician treats the patient who has the 
disease.” –Sir William Osler33  

According to the definition suggested by the 
Patient-Centered Primary Care Collaborative, 
“behavioral health is an umbrella term for 

care that addresses any behavioral problems 
impacting health, including mental health and 
substance abuse conditions, stress linked 
physical symptoms, patient activation and 
health behaviors.”34 

According to the National Institute of Mental 
Health, mood disorders and anxiety affect 
9.5 percent to 18.1 percent of the adult 
population in any given year.35 Mood may be 
elevated (mania, hypomania), depressed (major 
depressive disorders, dysthymia disorders) 
or cycled (bipolar, cyclothymia) in the same 
patient. Despite being highly treatable, 60 to 
80 percent of people with major depression 
disorders are under-diagnosed or inadequately 
treated by physicians.36 Approximately 14.8 
million adults (6.7 percent) live with major 
depression, 6.1 million (2.6 percent) have 
bipolar disorder and 42.0 million (18.1 percent) 
exhibit a range of anxiety disorders, such as 

Source: National Healthcare Quality and Disparities Report, 2010. Figure H.1 and H.2. Distribution of core quality measures for which members 
of selected groups experienced better, same or worse quality of care compared with reference group. www.ahrq.gov/qual/nhdr10/nhdr10.pdf
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panic disorder, obsessive-compulsive disorder 
(OCD), post-traumatic stress disorder (PTSD), 
generalized anxiety disorder and phobias.37

Somatization, a tendency to experience and 
communicate somatic (body) distress in 
response to psychosocial stress and to seek 
medical treatment, may accompany depression 
and anxiety. About 9.2 million (42.6 percent) 
of the 21.6 million adults with substance 
dependence and abuse disorders have co-
occurring mental health disorders.38 

Mood disorders may also occur in response 
to a medical condition. The risk of depression 
in patients with a serious medical condition 
is estimated at 25–33 percent.37 The rate 
varies by the type of condition (e.g., heart 

attack, stroke, cancer), its lifecycle and severity, 
presence of comorbidities, impact on functional 
status, degree of psychosocial support and 
whether it is life-threatening or terminal. 
Nonmedical risk factors also contribute to 
the underlying emotional state and include 
social isolation, bereavement, retirement, job 
loss, relocation and substance abuse, most 
commonly involving prescription medications 
and alcohol.

Mental Health America, a leading nonprofit 
advocacy organization, has measured access 
to mental healthcare based on nine measures:

• Adults with an acute mental illness (AMI) 
who did not receive treatment

• Adults with an AMI reporting an unmet need

Sources: CDC/NCHS, National Health Interview Survey, 2009-13. Huffington Post http://www.huffingtonpost.com/2015/05/28/mental-
health-coverage_n_7456106.html
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• Uninsured adults with an AMI

• Adults with a disability unable to see a 
doctor due to costs

• Youth with a major depression episode 
(MDE) not receiving mental health services

• Youth with a severe MDE who received 
some consistent treatment

• Children with private insurance not 
covering mental or emotional problems

• Students identified with an emotional 
disturbance for an individualized education 
program (IEP)

• Mental health workforce availability

Nearly 60 percent of adults with a mental 
illness did not receive treatment in 
2012–2013.40 The availability of mental 
health providers varies widely by state, with 
Massachusetts, Maine and Vermont having 
approximately 250 individuals for every one 
mental health provider, compared to West 
Virginia, Texas and Alabama, where there are 
approximately 1,100 individuals for every one 
provider. Many of the states with the lowest 
access to mental healthcare did not expand 
Medicaid coverage.
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The Centers for Disease Control and 
Prevention measured serious psychological 
distress in the adult population, defined as 
“mental health problems severe enough to 
cause moderate-to-serious impairment in 
social, occupational, or school functioning 
and to require treatment.”41 The Kessler 
Psychological Distress Scale (K6) was used 
to calculate a score based on the frequency 
of the following six questions: “During the past 
30 days, how often did you feel …(1) So sad 
that nothing could cheer you up, (2) Nervous, 
(3) Restless or fidgety, (4) Hopeless, (5) That 
everything was an effort and (6) Worthless?”42 

A key finding of the analysis highlighted 
that as income increased, the age-adjusted 
percentage of serious psychological distress 
declined. Those eligible for Medicaid, even in 
expansion states providing coverage for adults 
with income over 138 percent of the FPL, 
have a far higher burden of mental illness.

Financial, psychosocial and environmental 
pressures may contribute to serious 
psychological distress. Alternatively, having a 
mental illness such as schizophrenia, bipolar 
disease, PTSD or substance abuse may limit 
earnings capacity. 

Source: http://www.mentalhealthamerica.net/issues/mental-health-america-access-care-data
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Medicaid funding for behavioral health remains 
inadequate. Limited funding for ambulatory 
and community services often results in 
higher spending elsewhere (e.g., emergency 
rooms, hospitals, law enforcement and 
prisons) and may contribute to homelessness. 

Sources: CDC/NCHS, National Health Interview Survey, 2009-13. Huffington Post http://www.huffingtonpost.com/2015/05/28/mental-
health-coverage_n_7456106.html

High-profile mass killings such as those in 
Columbine, Colorado (Eric Harris); Newtown, 
Connecticut (Adam Lanza); Aurora, Colorado 
(James Holmes); and Tucson, Arizona (Jared 
Loughner) may have been avoidable.43 
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