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Preface
Senate Joint Resolution 180 (1991) requested the Joint Legislative Audit and Review

Commission (JLARC) to conduct a comprehensive review of Virginia's Medicaid program.
This study mandate was passed in response to the escalating costs of Medicaid in Virginia.
Currently, the State spends more than $1.4 billion annually on the program, providing health
and long-term care services to more than 490,000 recipients.

This is the final report in the series addressing the issues outlined in SJR 180. Six reports
have been completed on issues ranging from hospital, physician, and pharmacy costs to the
transfer of assets by persons applying for long-term care benefits under the program. These
reports provide detailed descriptions of the major components of the Medicaid program, as
well as analysis of significant issues related to access to care, eligibility for the program, the
costs of services, and options for containing costs.

In addition to specific findings on issues related to ambulatory care, inpatient and
outpatient hospital services, and long-term care, a numberof significant cross-cutting findings
emerged from the series of reports. Among the most important of these findings were the
following:

• Medicaid provides for all federally-mandated services and many others that are
optional, but the program is not extravagant in the services provided.

• Eligibility forthe Medicaid program is conservative because of its link to other programs
such as Aid to Families with Dependent Children, which have strict eligibility require­
ments.

• Access to care is generally adequate, but problems related to the insufficient supply
of physicians in some parts of the State affect Medicaid recipients as well as all other
Virginians.

• Medicaid spending in Virginia is not "out of control" - the increases are the result of
inflation and decisions by the Congress and the General Assembly to expand eligibility
or services covered.

• The General Assembly cannot effectively control increasing Medicaid spending
through restrictions on the Medicaid program. Long-term savings for the program can
come only from general health care reform which controls costs for all payors.

On behalf of the Commission staff, I wish to acknowledge the support and cooperation
-bystaff of the Department of Medical Assistance Services and various health care providers
in the preparation of all of the reports in the Medicaid series.

Philip A. Leone
Director

February 17, 1993
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Review of the Virginia Medicaid Program:
Final Summary Report
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The Virginia Medical Assistance Pro­
gram, or Medicaid, is a joint federal-state
program authorized under Title XIX of the
Social Security Act and is the largest of the
State's health care programs available to
indigent persons. Over the past several
years, the program has experienced rapid
growth. Total program expenditures for
medical care were almost $1.3 billion in FY
1991, representing a 30 percent increase
from the previous fiscal year (Figure 1). In
FY 1992, expenditures continued to grow,
increasing by 16 percent to about $1.4 bit­
lion. The numberof persons receiving Med­
icaid services has also increased signifi­
cantly. In FY 1991, the number of recipients
grew by 17 percent to 428,650. Growth
continued in FY 1992, when the number of
recipientsgrewabout 16percent to 495,516.

The continuing expansion of the Medic­
aid program and the significant amount of
State general funds expended on it have
fueled legislative concerns. The 1991 Gen­
eral Assembly passed Senate Joint Resolu­
tion (SJR) No. 180 in response to these
concerns (Appendix A). The resolution di­
rected the Joint Legislative Audit and Re­
view Commission (JLARC) to conduct a
comprehensive review of the Virginia Med­
icaid program.

Six reports on the Virginia Medicaid
program were completed in 1992 and 1993
to address various issues outlined in SJR
1BO. The reports provide descriptive and
analytic infonnation about the structu re of
the Medicaid program in Virginia, program
expenditures,eligibility for service, methods
for reimbursing medical services provided
through the program, and cost containment
mechanisms. Information about specific
findingsand recommendations can be found
in the followingJLARC reports:
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• SpecialReport: Evaluation ofaHealth
Insuring Organization for theAdmin­
istrationofMedicaidin Virginia, Janu­
ary 1992

• InterimReport: Reviewof theVirginia
MedicaidProgram, February 1992

• Medicaid-FinancedHospitalServices
in Virginia, November 1992

• MedicaidAsset Transfers andEstate
Recovery, November 1992

• Medicaid-Financed Long-Term Care
Services in Virginia, December 1992

• Medicaid-Financed Physician and
Pharmacy Servicesin Virginia, Janu­
ary 1993

This report summarizes major themes
and issues that have been presented in the
JLARC series of reports on the Virginia
Medicaid program.

The Virginia Medicaid Program

The Virginia Medicaid Program makes
health care services available to qualified
citizens who do not have the financial re­
sources to obtain them. However, federal
program requirements restrict enrollment to
individuals who fall within certain eligibility
classifications. Therefore, many low-income
Virginians are not eligible for Medicaid.
Furthermore, eligibility for Virginia's Medic­
aid program is, in some ways, more restric­
tive than many other states due to stringent
income and resource limits set by the State
for certain eligibility categories. The State
does extend Medicaid coverage to certain
individuals for whom coverage is optional.

Services provided through the Medic­
aid program cover many basic health care
needs for those who are eligible. The pro­
gram must provide reimbursement for ser­
vices mandated by federal statute-and regu­
lations, such as inpatient and outpatient
hospital services, nursing facility services,
physicianservices, diagnostic laboratoryand
X-ray services, transportation, and family
planning services, among others.

The program also covers a number of
optional services, such as pharmacy ser­
vices, psychological services, and limited
dentistry, optometry, and podiatry services.
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The mandatory and optional services pro­
vided to Virginia's Medicaid 'enrollees ap­
pear to be similar to those that other states
offer.

Some Medicaid enrollees do not have
access to the full complement of mandated
and optional services available through the
Medicaid program, due to limitations set by
the program. In general, Medicaid enrollees
who are children (age 20 and younger) re­
ceive the largest complement of services.
Adults and certain other groupsof enrollees,
such as refugees, have access to more
limited services. However, the costs of
providing services to adults, especially long­
term care, represent almost 60 percent of
Medicaid spending.

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 to
program recipients. In FY 1992, about $1.4
billion was paid to health care professionals
and facilities for care rendered to Medicaid
enrollees.



General Findings and Conclusions

Medicaid program by applying strict finan­
cial eligibility standards. Virginia'S income
limits for many eligible groupsare linked to
theAidtoFamilies withDependent Children
(ADC) program payment standards. All but
threestates haveADCincome limitsthatare
higher than those applied in Virginia.

Extension of the Medicaid program to
persons for whom eligibility is optional ap­
pearsreasonable. VirginiamakesMedicaid
available tooptional groupswho are impov­
erished and who have significant medical
expenses that place them at risk. These
extensions aresimilartothoseoffered by36
statesand the Districtof Columbia.

Theoptional servicesprovided through
the Virginia Medicaid program also appear
appropriate. Many of these services (such
as phannacy services) improvehealth care
access forindigent Virginians, including chil­
dren. Often theseoptional services arealso
cost effective to provide. All states provide
optional services to at leastsomeMedicaid­
eligiblegroups. WhiletheVirginiaMedicaid
program finances a wide range of optional
services, more than one-half of the states
finance a widervarietyof optionalservices.

Access to Primary Care Is Adequate
But Could Be Improved

Medicaid enrollees appear to experi­
encesomedifficulties in accessing primary
care physicians, especially in rural areas.
Someof theseaccess problemsare related
to the inadequate supplyand distribution of
primary care physicians in Virginia. How-

ever, these prob­
The Virginia Medicaid program is not lems are not spe~

extravagant either in who is eligible for cific to Medicaid
the program or in the services covered. enrollees, but af­

fect all Virginians
as they access primaryhealth care.

Additional problems such as recipient
behavior, how Medicaid recipients access
care, andlowMedicaid reimbursementnega-

Several major or cross-cuttinq issues
emerged from the JLARCstudies. Overall,
Virginia's Medicaid program is not extrava­
gant in who is served or in the services
provided to qualified individuals. However,
accessto health-care for Medicaid-qualified
individuals, particularly primary care, could
be improved. Although spending increases
for the Medicaid program have been dra­
maticover the pastseveral years, program
expenditures arenotspiralingoutof control.
The Statecanexertmorecontrol overMed­
icaid spending; however, substantial sav­
ings will require difficult choices regarding
service reductions. Unless such changes
are made, the Statecan expect to achieve
only marginal savings in program expenol­
tures.

The State needs to look beyond the
Medicaid program for additional opportuni­
ties to contain program costs. Ultimately,
increases in thecostof healthcareservices
will be reflected inMedicaidprogram spend­
ing. Therefore, the State needs to begin
formulating strategies to deal withthe rising
cost of health care in Virginia. These strat­
egies could assist the State in holding the
lineonMedicaid costincreasesinthefutureo

Medicaid Coverage in Virginia
Is Conservative

The Virginia Medicaid program is not
extravagant either in who is eligible for the
program or in the services covered. The
program provides federally mandated ser~

vices to eligible Medicaid beneficiaries as
required by fed­
eral statutes and
-regulations. The
State has also
chosen toprovide
additional services at its option to certain
eligible groups of Medicaid beneficiaries.
However, Virginia limitsthe numberof man­
datedandoptional recipients servedby the
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Medicaid Spending Increases
Are Not Out Of Control

While recent increases in Medicaid
spending appear alarming, Medicaid fund­
ing in Virginia is not out of control. The
substantial increases in expenditures for
Medicaid services have been the result of
specific identifiable factors, many of which
have been deliberate federal and State polic.y
choices. Some specific cost increases have

also been the result of shifts in the mix of
services received by Medicaid recipients
overtime.

To combat the steadily rising costs of
the program, a number of cost containment
measures have been implemented over the
past decade by the Department of Medical
Assistance Services (DMAS) in an effort to
prudently purchase services and avoid un­
necessary program expenditures. These
measures have been successful in contain­
ing some of the increases in Medicaid ex­
penditu res.

Factors Influencing Medicaid Cost In­
creases. Recent Medicaid cost increases
can be attributed to several factors. Some of
these factors have been beyond the control

of program admin­
While recent increases in Medicaid istrators, such as:

spendingappear alarming, Medicaid fund- (1) inflation - both
ing in Virginia is not out of control. general and health

care specific, (2)
increasing numbers of eligible recipients
mandated by federal statute, and (3) in­
creased intensity of services provided to
recipients.

In addition, deliberatefederal and State
policy decisions have also resulted in in­
creased Medicaid costs. Forexample, Con­
gress has expanded the program in recent
years to provide coverage for certain chil­
dren, indigent pregnant women, and impov­
erished Medicare beneficiaries. In addition,
the State has made' a number of policy
decisions to provide optional services, such
as nursing home services for the medically
needy and pharmacy services. Moreover,
State policy decisions have deliberately ex­
panded the program to obtain federal match­
ing Medicaid funds for certain indigenthealth
care services (such as mental health ser­
vices) that were previously funded solely by
the State.

Changes in the Mix of Setvices Pro­
videdHasResultedinSomeCostIncreases.
Increased Medicaid costs also have been
influenced by the shift in services provided

tively influence physician participation in the
Medicaid program, thereby creating addi­
tional access problems for these recipients.
JLARC staff found that only about one-half
of the physicians enrolled in the Medicaid
program actively provide services to Medic­
aid recipients. This means that many Med­
icaid enrollees must rely on local health
department clinics, hospital outpatient clin­
ics, and/or hospital emergency rooms to
obtain needed care.

Recent physician rate increases for pri­
mary care services, obstetric and gyneco­
logical services, and pediatric services ap­
pear to have helped maintain physician
participation in the Medicaid program" Many
primary care physicians enrolled in the Med­
icaid program as
service provid­
ers have in­
creased their
levelofparticipa­
tion in the program since January 1990,
although the rate increases do not appearto
be the primary factor explaining these in­
creases.

Improvement in recipient access to pri­
mary care should be realized as the Virginia
Medicaid program moves forward in imple­
menting its managed care program called
"Medallion." Recipient education along with
expansions in the managed care program
statewide for all ambulatory Medicaid recipi­
ents could further increase physician partici­
pation as well as enhance access to primary
care for Medicaid recipients.
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care services will increase. Meeting this
demand for long-term care services could
have dramatic effects on the long-term care
costs of the Medicaid program.

Cost Management Practices Have
Slowed the Growth in Medicaid Program
Costs. All states are required by federal
regulation to perform a core group of cost
management activities for their Medicaid
programs. However, the states have some
flexibility in how they implement the require­
ments. The Department of Medical Assis­
tance Services uses a number of cost man­
agement techniques to control program
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Services*
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Figure 2:
Medicaid Medical Care Expenditures
as a Percent ofTotal Medicaid BUdget
FY 1980and FY 1991

Home Health and
Personal Care Services

by the program and their atten­
dant expenses. A growing pro­
portion of Medicaid funding is
being expended on hospital in­
patient and outpatient care, as
well as physician services. The
growth in outpatient expendi­
tures and physician expendi­
tures,however, mayobscure the
savings the program has
achieved in inpatient costs
through the shifting of some pro-
cedures to less expensive set-
tings.

In FY 1980, spending on
hospital services represented
about 21 percent of total Medic­
aid expenditures for medical
care, about $80 million (Figure
2). However, in FY 1991, the
Medicaid program expended
about 29 percent of its medical
care budget on hospital inpa-
tient and outpatient services,
amounting to almost $368 mil-
lion. Physician expenditures
have also increased as a pro-
portion of the Medicaid budget *Mental health services include expenditures fornursing facility services provided tothe

mentally retarded.
for medical care from 8 percent
to almost 11 percent over the **Inclucles laboratory and x-ray services, other practitioner seMceS, dental services, trans-

portation, and other services.
same period.

Currently,asmaller propor_ Source: ~=~nt ofMedical Assistance Services, internal 8xpendiiJre report, FY 1980·

tion of Medicaid funding is being
expended on long-term care services com­
pared to ten years ago. For example, in FY
1980, 51 percent of the $374 million spent
for Medicaid medical care was used to pay
for long-term care services. By FY 1991,
this percentage had decreased, but this type
of care still represented 47 percent of total
program spending.

Spending for all long-term care ser­
vices will likely increase in the future due to
expected growth in the elderly population in
Virginia over the next 30 years. As the
number of frail elderly persons increases,
demand for Medicaid-financed long-term
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costs. Cost management performance in
Virginia appears to have improved with the
growth of program benefit expenditures in
the past five fiscal years, indicating that
DMAS does a capable job of managing
program costs.

Cost containment practices imple­
mented by DMAS have been successful in
controlling hospital, long-term care, and
ambulatory care expenditures. DMAS re­
ported that cost management practices
implemented in FY 1991 helped the Medic­
aid program avoid incurring an additional
$431 million in program expenditures. Some
cost management practices implemented
by DMAS include: changing reimbursement
methodologies to prospectively pay for cer­
tain services, implementation of a screening
system for long-term care services, strength­
ening utilization review activities, limiting
benefits, recovering Medicaid funds ex­
pended by identifying third party liability, and
implementing infoonation system changes
to identify duplicate billings. While these
practices cannot halt increases in program
expenditures, they can impact the rate of
growth in Medicaid expenditu res.

Short-Term Cost Containment
Will Reguire Benefit Restrictions

Currently, the State has limited flexibility
to reduce significant amounts of Medicaid
expenditures. Federal statutes and regula­
tions require that certain groups be covered
and that certainservices be provided through
the Medicaid program. Service providers
must be reimbursed at levels which meet
tests of efficiency and economy, or that en­
sure adequate access to care for Medicaid
enrollees. This leaves two main alternatives
for reducing significant amounts of Medicaid
exPeflditures: (1) limiting aigibility for optional
groups or (2)reducing optionaJ services.

These optionscould result in substantial
reductions in Medicaid costs. 'Examples of
optional services which could generate sig­
nificantprogramsavings ifeliminated include:
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• $258 million for long-teon care ser­
vices currenlly provided to medically
needy recipients for whom Medicaid
coverage is optional

• $113 million for long-teon care ser­
vices currently provided to recipients
who are eligible as optional categori­
cally needy

• $110 million for pharmacy services
(primarily prescription drugs).

However, major reductions may not be
appropriate, because they would result in
the loss of health care access to Persons
who live at the economic margins and are in
need of health care services. In addition,
some of these choices might result in in­
creased costs in other parts of the Medicaid
program, especially if more cost-effective
services are eliminated.

While significant reductions outlined
above may not be possible, the State can
take steps to attain marginal cost savings in
Medicaid program. The JLARC reports on
the Medicaid program provide a number 'Of
recommendations which could result in cost
savings for the Medicaid program. Some of
these require legislative action, while others
require administrative action by the execu­
tive branch through administration of the
Virginia Medicaid program.

Listed below are some of the major
recommendations contained in the JLARC
reports, along with the $16 to $32 million in
estimated savings which could be achieved
if the recommendations are implemented.

• Implement a prospective reimburse­
ment system for hospital outpatient
services.

• Eliminate nursing home benefits for
the medically needy ($10 million in
savings).



• Lower the income standard for per­
sons who establish eligibility as op­
tionalcategoricallyneedyfrom300to
200 percent of the SSI benefit level
($14 million in savings if initiated in
conjunction with elimination of ben­
efits for the medically needy).

• Implement a proactive estate recov­
ery program in the Department of
Medical Assistance Services ($2 to
$9 million in savings annually).

• Eliminate mistargeting by improving
the screening process for persons
seekingpersonalcareservices($4 to
$16 million).

• Add staff at DMAS to conduct addi·
tionalMedicaidproviderpost·payment
utilization reviews ($40,000 in sav­
ings per staff person added).

• Add State Policestaff to conductad­
ditional drug diversion investigations
for Medicaid ($175,000per staff per­
son added).

Long-Term Cost Reductions
Will Require Health Care Reform

Marginal cost savings can be attained
intheshortrunby implementingsomeof the
aboveJLARCrecommendations. However,
the State cannot rely on Medicaid-specific
cost containment alone to hold down pro-

Medicaid Eligibility

Medicaidprogramcosts aredriven to a
"large extent by federal mandates that con­
trol who must be covered by state Medicaid
programs. Recent federally mandated ex­
pansions haveresultedin large increasesin
the number of persons who are eligible for
Medicaid. However, the State can exert

7

gram expenditures in the future. The State
needsto lookbeyondthe Medicaid program
at thehealthcaredeliverysystemin Virginia
to begin fonnulating policies to contain
health care costs in general.

Cost saving strategies to address the
rising cost of health care on a statewide
basis are necessary for several reasons.
First, the Medicaid program does not have
theleverage,alone,to effectsignificantsav­
iogs in the cost of hospital care. Second,
healthcarecost inflation,whichhasasignifi­
cant impacton the program'scost, is extra­
neous to the Medicaidprogram and largely
cannot be controlled by program adminis­
trators. Finally, as other third party payers
attempt to control their health care costs,
medical care providersare increasingly un­
able to shift costs associated with lower
Medicaid reimbursement. As a result, ac­
cess to caremay becomemoreproblematic
for Medicaid recipients in the future.

Subsequentsections of this report fo­
cus on the findings and conclusions related
to spedfic Medicaid issues. These include
issues related to Medicaid eligibility, the
scope of Medicaid-covered services, Med­
icaid methods for reimbursing service pro­
viders, utilization review practices, and as­
set transfers and estate recoverypractices.
More detailed information and specific rec­
ommendationscovering each issuecan be
found in the JLARC reports noted earlier.

some control in the coverage of optional
groups of eligible persons and in setting in­
comelimitstoguideeligibilitydeterminations.

Federal statute and regulations give
thestatessomediscretionindecidingwhois
served by the Medicaid program and what
benefitstheyreceive. Asaresult, onemethod



to realize savings in the Medicaid program is
to restrict the number of persons who have
access to the proorarn, As an entitlement
program, however, Medicaid must provide
services to all who are found eligiQle under
mandated federal eligibility policies or under
optional State eligibility policies.

To become enrolled in the Medicaid
program an individual must fall within estab­
Iished eligibility classifications. Each Medic­
aid enrollee is classified as a memberof one
category and one class. The eligibility cat­
egory distinguishes the unique characteristic
which applies to a certain group of enrollees
and isdescriptive innature, while the eligibility
class indicates the level of financial need.

As noted earlier, the Virginia Medicaid
program is not extravagant in deteonining
who is eligible forthe program. The program
currently uses fairly restrictive financial cri­
teria in detennining eligibility for mandated
groups. However, a substantial portion of
the lonq-term care costs in the Medicaid
program is due to the extension of benefits
to persons for whom Medicaid coverage is
optional. In FY 1991, more than one-halt of
the 44,000 Medicaid long-tenn care recipi­
ents established eligibility for program ben­
efits through provisions that were imple­
mented at the option of the State. The total
medical care expenditures for this optional
groupof recipients exceeded $370 million.

Nevertheless, extension of Medicaid
coverage through optional provisions does
providehealth care services to many Virgin­
ians who live at the economic margins. The
State could significantly reduce the cost of
the Medicaid program by restricting the num­
ber of persons found eligible for Medicaid
through optional State policies. However,
this could result in the loss of Medicaid
eligibility to a number of persons who do not
have the financial means to pay for their
health care and could impose severe hard­
ships on those individuals.
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Medicaid Eligibility Categories
Have Been Expanded

To qualify. for Medicaid an individual
must fit into one of several eligibility catego­
ries. All state Medicaid programs are re­
quired to cover indigent persons who are
entitled tobenefits due to their participation
in two federally supported public assistance
programs. These traditional categories of
eligibility include:,

• aged (age 65 and older), blind, or
disabled individuals (including chil­
dren) who receive Supplemental 8e­
curity Income (S81) assistance

• families with dependent children who
receive Aid to Families with Depen­
dent Children (ADC) assistance.

The U.S. Congress recently created
new categories of eligibility in order to fi­
nance pregnancy-related and pediatric ser­
vices for low-income women and children
through the Medicaid program. Coverage of
these new "indigent" classifications has been
phased-in, initially as options, then as fed­
eral mandates. Eligibility requirements are
less restrictive and morestraightforward than
traditional coverage since they are tied di­
rectly to federal poverty income levels. For
example, federal mandates require state
Medicaid programs to extend coverage to:

• pregnant women with incomes at or
below 133 percent of the federal pov­
erty income guidelines

• indigent children younger than age
six with family incomes ator below
133 percent of federal poverty in­
come guidelines

• indigentdlildren age six and older bam
after September 30, 1983, with family
incomes at orbelow 100percent ofthe
federal poverty inoome guidelines



Medicaid coverage ofmany ofthe newly
expandedgroups is cost effective, particu­
larly for indigent children and pregnant
women.

• indigent children up to age 13 at 100
percent of the federal poverty income
level.

Furthermore, the federal government
now requires state Medicaid programs to
pay the costs associated with ensuring Medi­
care coverage ·for certain impoverished
Medicare beneficiaries.

These mandated expansions have
weakened the link between Medicaid eligi­
bility and eligibility for other government
cash assistance programs. Increasingly,
federal policy-makers have used the Medic­
aid program as a
vehicle for provid­
ing health care to
growing numbers of
poor, uninsured in­
dividuals. The Vir­
ginia Medicaid program will continue to be
impacted by eligibility expansions as the
program phases in coverage of children up
to age 18 with incomes at or below 100
percent of the federal poverty income level.
However, Medicaid coverage of many of
these newly expanded groups is cost effec­
tive, particularly for indigent children and
pregnant women.

Medicaid Eligibility Classes Include
ManctatoryilldQdonal Recipient Groups

Individuals seeking eligibility are classi­
fied according to their level of financial need
as either: categorically needy (mandatory
or optional) or medically needy. Federal
statute requires that states provide Medic­
aid coverage to certain individuals. These
groups are classified as mandatory categori­
cally needy. This class originally described
-those persons whose eligibility for Medicaid
was based exclusively on their participation
in two other federal assistance programs:
ADC and SSI. However, additional groups
have been addedto this class in recentyears.

Optional categorically needy refers to
groups to whom the State has the option of

extending Medicaid benefits. Virginia be­
gan covering selected optional categorically
needy groups in 1970. For example, the
State has opted to extend Medicaid cover­
age to persons who meet a special income
limit through what is generally called the 300
percent rule. Under this guideline, the State
can extend Medicaid coverage to persons
who are either institutionalized or at-risk of
institutionalization, and have incomes that
are greater than the state's limits for SSI but
lower than 300 percent of the SSI level.
Virginia uses the 300 percent rule to deter­
mine eligibility for individuals who are receiv-

ingcare through
the home and
community­
based waiver or
who are in State
institutions for

mental diseases and intermediate care facili­
ties for the mentally retarded.

In 1970. the State also eleded to pro­
vide medically needy coverage. Many State
residents who cannot establish eligibility
through guidelines for categorically needy
coverage can gain access to Medicaid ben­
efits as medically needy. This class in­
cludes individuals who have too much in­
cometo meet the financial eligibility require­
ments of the SSI and ADC programs, but not
enough income or resources to pay their
medical bills.

Applicants whose income and/or re­
sou rces exceed the Medicaid limit must
"spend down" by incurring medical expenses
in sufficient amounts before qualifying for
Medicaid coverage. "Spending down" in
Medicaid can be a complex process that
requires applicants to accumulate medical
bills. meet with the eligibility workers to have
them verified, and then be approved for
benefits. As of October 1991, 36 states and
the District of Columbia provided Medicaid
coverage to medically needy individuals.
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Eligibility Changes to Realize Cost
Savings Should Focus on
Optional GrQups

Asmentioned earlier, onekeyfinding of
theJLARCstudies is theStatecouldreduce
Medicaid program costsby changing Med­
icaid eligibility policies. Although Medicaid
eligibility is based on federal requirements,
the State is able to control certain income
and resource criteria established for the
ADC and SSI programs. To the extent that
cost savings can be realized through the
implementation of tighter eligibility guide­
lines for any group of potential recipients,
basic principles of equity dictate that this
shouldcome at the expense of persons for
whom Medicaid coverage is optional.

Virginia hasalreadylimited the number
of persons covered through the Medicaid
program by imposing restrictive incomeeli­
gibility criteria for the ADC program and
more restrictive resource criteria for S51­
related applicants. Theselimitations narrow
thenumberof persons whocouldbeeligible
for the program under mandatory categori­
cally needy coverage. In addition, these
restrictive criteria also limit the number of
persons who could be eligible for the pro­
gram through optional categorically needy
and medically needy classes.

JLARC staff found that a substantial
portion of the cost of long-teon care in Vir­
ginia is due10 the extension of benefits to
persons for whom Medicaid coverage is
optional. In 1991, the DMAS stated that
elimination of coverage for the medically
needywouldresult in $10 millionin savings.
This assumes that many of those affected
by the elimination of the medically needy

program would beabletoestablish eligibility
as optional categorically needy recipients.
Therefore, toobtain additional costsavings,
it would be necessary to lower the income
standard for optional categorically needy
individuals whoobtain eligibility through spe­
cial income requirements setat 300percent
of the SSI monthly benefit level.

There are no federal restrictions pre­
venting states from lowering this standard to
anyamount between the5S1 monthly benefit
and 300percent of that benefit. If the State
lowered the income standard to 200 percent
ofthe5S1 benefit level, savings to theMedic­
aidprogram could result. In lightof this, two
strategies could beused toeffectively reduce
the future cost of the long-term care for the
Medicaid program: (1) eliminatecoverage for
themedicallyneedy and(2)reduce coverage
for the optional categorically needy. To­
gether, these strategies couldsavetheMed­
icaidprogram about$14 million.

However, there are disadvantages··as­
sociated with both of the above options.
Medically needy income levels are still con­
siderably less than the federal poverty in­
come level. Furtheonore, lowering the in­
come standardforoptionalcategoricallyneedy
could restrict access tocareforspecial popu­
lations. While theState hasthediscretionary
authority to reduce the size and cost of its
Medicaid program byeliminating andrestrict­
ing coverage of these groups, the outcome
could impose severe hardships onmany eld­
erty and disabled citizens who either live at

. the economic margin or rely almost exclu­
sivelyon Medicaid for support of their basic
health careneeds.

Medicaid-Covered Services
Another method to achieve significant

cost savings in the Medicaid program is to
limit the range of servicesavailable to pro­
gramenrollees. Currently Virginiaprovides
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a greaterarray of services to Medicaid eli­
giblepersons than mandatedby the federal
government. Nevertheless, many of these
optional services represent reasonable ex-



Virginia provides a greater array of
services to Medicaid eligible persons
than mandated by the federal govern­
ment.

tensions of the program that improve health
care access for many indigent Virginians. In
addition, provision of many of these optional
services appears to be cost effective.

Medicaid policy includes provisions that
are designed to elicit prudent utilization of
services. This is accomplished by requiring
most recipients. (with some exceptions) to
make copayments or meet a deductible
charge for certain services. The Medicaid
program also applies limits to certain ser­
vices for many recipients. For example, all
recipients except children are limited to 21
days of inpatient hospital care per illness.
Routine dental examinations are only avail­
able to children, and these are limited to one
visit every six months. In addition, the Med­
icaid program emphasizes the provision of
services that are medically necessary and
provided in the most cost-effective setting.

Cost Savings from Limiting Hospital
Services or Increasing Copayments
Would Be Minimal

Federal Medicaid policy requires states
to provide hospital inpatient and outpatient
services to Medicaid beneficiaries. Virginia's
Medicaid program provides modest cover­
age of Medicaid hospital services in terms
of: (1) the amount, scope, and duration of
services provided
and (2) optional
services offered.
In addition, the
State has imple­
mented a de-
manding copayment requirement. As a re­
sult, there is minimal opportunity for addi­
tional cost savings from limiting services or
increasing copayments without raising seri-

o aus health policy implications.
Federal statute allows states to place

limits on the amount, duration, and scope of
services provided in the Medicaid program.
These limits,which can help to contain costs,
are allowed as long as they are based on
criteria such as medical necessity or utiliza-

tion control procedures. For example, the
Virginia Medicaid program does not reim­
burse hospitals for acupuncture services
provided to Medicaid recipients because
medical necessity for these services has not
been definitely determined.

The Virginia Medicaid program imposes
a numberof limitations on the amount, dura­
tion, and scope of hospital services. These
limits are relatively restrictive when com­
pared to those of most other states. For
example, Virginia limits an adult inpatient's
length of stay to 21 days, while 36 states do
not impose any limit. Additional limits to
lower the 21-day length of stay for adult
inpatients has the potential for creating ad­
ditional cost savings for the program. How­
ever, this reduction has serious health policy
implications involving issues such as recipi­
ent access to medically necessary care, the
fiscal impact on medical care providers, and
the potential impact on other State indigent
health care programs.

There are three optional inpatient hos­
pital services that states can choose to in­
clude in their Medicaid programs: (1) inpa­
tient hospital services for patients 65 or
older in State mental institutions, (2) emer­
gency hospital services at non-Medicaid
enrolled hospitals, and (3) inpatient psychi­

atric services for chil­
dren youngerthan age
21. The Virginia Med­
icaid program includes
coverage of the first
two optional hospital

services listed above. However, elimination
of this optional coverage would only result in
minimal savings to the program.

Coverage of inpatient hospital services
for patients age 65 or older in State institu­
tions amounted to about $125,000 for 40
recipients in FY 1991. Therefore, savings
from the elimination of this optional service
would be minimal. Because all Virginia
hospitals are enrolled in the Medicaid pro­
gram, coverage of emergency services at
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CommunltYClirtfor
·thtMtntalylntpltrld

$10,012,'"

TOTAL LONG-TERM CARE
EXPENDITURES:

$560,567,845

of every 10 dollars spent by the Medicaid
program on rang-term care is still used to
supportinstitutional-based services (Figure
3, above). Payments fornursinghomecare
constitutethelargestproportion of expendi­
tureson long-term care. In FY 1991,DMAS
paidnursinghomes morethan$312million
- 55 percent of the total expenditures on
long-term care. Another 25 percent of the
payments($145million) canbeattributed to
the nursing services'provided persons in
State- and privately-operated intennediate
carefacilities forthementally retarded (ICFs!
MA).

Virginiaspends morethan$360 million
on long-term care services that are not re­
quired by federal law. The two most impor­
tant and expensive of these are nursing
home benefits for the medically needy and
institutional care for persons who are men­
tally retarded. A significant reduction in the
Medicaid spending for long-term care ser­
vices isnotpossible unless expenditures on
one or both of theseservicesare limited.

non-participatinghospi-
tals is not an issue. Figure 3:

Federal regula- Medicaid Long-Term Care Expenditures
tlonsallowstatesto im- by Type of Service,FY1991
pose copayments on
Medicaid recipients for
hospital services. The
Virginia Medicaid pro­
gramcurrently imposes
a $100 inpatient
copayment require­
ment for many Medic­
aid recipients. In addi­
tion, the program im­
poses a $2 outpatient
copayment require­
ment.

The inpatient co­
payment requirementis
higher than that im­
posed by 120ther Note: Administrative costs are not included inth8sefi{iures.

states for which infor- Source: Departments ofMedicaJAssislanc:e SeMel,' CARSintemalexpenditurerflPOlt.

mation could be ob-
tained. Theamountof the copayment could
significantly impact recipients, because it
represents asizableportionof theirmonthly
income. Further, eight hospitals visited by
JLAAC staff reported that in FY 1991, they
collected less than one percentof the inpa­
tient copayments due. Additional increases
in the copayment amountcouldexacerbate
problems such as affordability by Medicaid
recipients and the ability of hospital provid­
ers to collect the copaymentamount.

Reducing Optional Long-Term Care
Services Can Achieve Savings

Federal law authorizes a broad range
of long-term care services that states can
includeaspartof its benefitpackage. Some
of these services are required and others
are optional depending upon the particular
recipient groupthatisbeingserved. Despite
changes to federal statutes which are de­
signed toencourage greateruse of commu­
nity-based fong-term care, almost nine out
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BebrIarqetlog of Communlty­
Based care Is NMded

Medicaid provides states with anum..
ber of. options for developing community
care programs through Section 2176of the
Omnibus BudgetReconciliation Actof1981.
Onerequirement of thisprovision is thatthe
costof services provided in the community
do notexceed thecostof institutional care.
Specifically, states are required to target
services provided under the 2176 waiver
program toonlythose people whoareat..risk
of in~titutional placement

. JLARC found that, inalmost allcircum­
stances, thewaiverservicesarelessexpen­
sivethan costly nursing home care. How­
ever, the local screening committees which
areresponsible forrecommending personal
care services, have not successfully re­
stricted these placements to persons who
are at imminent risk of institutionalization.
Personal careservices for57percent of the
current recipients appeartobe mistargeted.
This has increased Medicaid spending by
more than$16million annually.

Another way in which targeting can
affect the overall cost to the State is when
people who should be offered personal
care are instead steered into a nursing
home. Because personal care is a more
cost-effective form of care than nursing
homes, these services shouldbe offered as
an alternative whenever possible. It ap­
pears that hospital-based screening com­
mittees have a bias toward placing people
in pursing homes rather than in personal
care. Afteraccounting for theavailability of
social support and the individual's func­
tional status, hospital screening commit­
tees are still 25. percent more likely than
.community-basedcommittees toplacelong-.
term careapplicants in a nursinghome.

Tworecommendations havebeenmade
to address.issues related to the provision of
personal care. Thesecover. (1)mistargeting
of persons for personal care services and
attendant reductions inappropriationsbased
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onmistargeting, and(2) improved training of
hospital-based committees orastudy ofthe
feasibilityofusingcommunity-basedscreen­
ing conmittees to conciJct all or part of the
hospitaI-ba:;ed saeening oommittee functions.

CcmDJoltY f?rggIams forthe Mentally
Retarded Haye Developed SlOWly

Whilefederal waiverauthorityhasbeen
used to divert the aged and disabled from
nursing homes to a less expensive fonn of
care overthepastdecade, thesame hasnot
been true for the mentally retarded. Al­
though the 1981 federal legislation thatau­
thorizes waivers for the elder1y and dis­
abled also allows similar services to be
targeted towards the mentally retarded, the
State's useofthisauthority haslagged. The
State was notabletoobtain approval forthe
waiver and begin implementing a program
designed to divertmentally retarded recipi­
ents from care in institutions to oommunity
programs until 1991.

Still, it is difficult to determine what im­
pact the State's lack of participation in the
waiver hashadon overall Medicaid expen­
ditures for the mentally retarded. There is
currently no evidence that a more timely
development of a waiver program would
have ledtofurther reductions in thenumber
of recipients in need of institutional care.
Since theear1y 1980s, the census in State­
operated ICFslMR hasdeclined steadily as
mostresidents whoaremoderately retarded
were placed in community programs.

Fuftt:ler, it iscurrent Statepolicy to limit
all non-emergency admissions in these fa­
cilities to persons who are severely or pro­
foundly retarded. Asa result, themajority of
residents in these facilities have complex
problems.which cannot be easilymetin the
community. Presently, thereisnoevidence
to indicate that the range of services that
would be needed by these individuals can
be provided morecost-effectively inthecom­
munity. JLARC recommendations address
the feasibility of developing cost-effective



community-basedwaiver services for Med­
icaid recipients who are severely or pro­
foundly mental1y retarded.

Reduction of Optional
Ambulatory Care Services
Does Not Appear Appropriate

The Medicaid program provides an ar­
ray of ambulatory care services, both man­
dated and optional. In FY 1991, the Medic­
aid program spent about $280 million on
ambulatory care services. The two largest
expenditures for ambulatory care services
are physician and phannacy services. Of
the $280 million spent on ambulatory care
services in FY 1991, 80 percent (almost
$225 million) was expended on physician
andpharmacyservices. Additionalprogram
costsavingscanbe achievedbyeliminating
optional ambulatory care services. How­
ever, significant reductions would depend
on the elimination of the largest expendi­
tures for optional ambulatory care.

The Medicaid program is required to
providephysicianservices to Medicaidben­
eficiaries. These services cost about $122
million to provide in FY 1991. However,
coverage of phannacy services is optional
and the Medicaid program could realize
significant savings by eliminating this ben­
efit. About $102 million was spent on the
provision of optional phannacy services in
FY 1991.

Nevertheless, the extension of phar­
macy services to Medicaid beneficiaries is
reasonable. The efficacy of drug therapy
and its impact on recipient health status is

well established. In addition, the provision
of these services is cost-effective. The
averagecostper recipient fortheseservices
is relatively low at about $322 per recipient
in FY 1991,comparedto $406per recipient
for physician services and $688 per recipi­
ent for all Medicaidambulatory services.

Cost Sharing for physician Serv'CII
Does Not Meet Intended Goals

Virginiarequires manyMedicaid recipi­
ents to share in the cost of their physician
care by making a copayment for these ser­
vices. Theoretically, a copayment should
discourageunnecessary utilization ofphysi­
cian services, thereby reducing unneces­
sary program expenditures for these ser­
vices. Providers cannot deny services if a
recipient does not make the copayment,
even though their Medicaid reimbursement
is reduced by the expected copayment
amount.

Although some physiciansresponding
to a JLARC survey support the concept of
copayments to control utilization,
copayments for these services do not ap­
pear to be effective in controlling recipient
utilization. Aboutone-thirdof thephysicians
who responded to a JLARC survey indi­
cated that they generally do not collect
copayments from their Medicaid patients,
because the recipients are unwilling or un­
able to pay their share. In FY 19911 reim­
bursement reductions due to required
copayments for physician services totaled
about $56,000. JLARC recommendations
address eliminating this requirement.

Medicaid Reimbursement Methods

The Medicaidprogram provides finan­
cial reimbursement to enrolled providers for
approved medical services. More than
21,300 health care providers "have agree­
ments with DMAS to provide medical ser­
vices to MedicaidenroUees. Providerswho
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are enrolled in the program include: hospi­
tals, nursing facilities, home health care
providers, physicians, pharmacies, trans­
portation provlders, clinics, laboratories,
medical supply and equipment providers,
and other practitioners (such as dentists,



JLARe staff found that the reimbursement
methodologies couldbe further refined to achieve
a variety ofpolicy objectives, such as: efficiency,
cost effectiveness, preserving access to care for
Medicaid recipients, andobtainingadditionalpro­
gram cost ,savings.

nurse practitioners, optometrists, and po­
diatrists). Severaldifferent reimbursement
methodologies are used to reimburse pro­
viders for services rendered to Medicaid
enrollees.

JLARC.analyses focused on reviewing
methodologies usedby DMASto reimburse
the mostcostlyMedicaidservices: hospital
inpatientandoutpatientservices, long-term
care services,
physician ser­
vices, and
pharmacy
services. .On
the whole, the'
Medicaid pro­
gram has
implemented reimbursement methodologies
designed to promote the cost-effective de­
livery of services. DMAS has made im­
provements to its reimbursement methods
over the past decade to reflect key factors
which influence the cost of services.

Nevertheless, JLARC found that the
reimbursement methodologies couldbefur­
ther refined to achieve a variety of policy
objectives, such as: efficiency, cost effec­
tiveness, preserving accesstocarefor Med­
icaid recipients, and obtaining additional
programcostsavings. Inaddition,the reim­
bursementprocess established through.the
cost, settlement and audit function within
DMAS can be improved to expedite the
reimbursement rate setting process and
conduct 'additional field audits of service
providers.

The State Should prepare for Reform
inlnpatierit Hospital Reinbursement

Inpatient reimbursement through the
.Medicaid program is based on prospective
payments: Underthis arrangement, hospi­
tals are paidbased on pre-determined rates
rather than the reported cost of providing
care. This system was implemented in
1982. JLARCanalysis indicates that it has
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been cost effective for the State, although
thereareconcems aboutspecificelements
of the system. Reimbursement rates for
inpatient services appearto havebeensuffi­
cient to provide access to needed hospital
care for Medicaid recipients.

Nevertheless, providershavebeendis­
satisfiedwithinpatient reimbursement rates,
asserting that rateincreaseshave not been

sufficient to
cover the nec­
essarycostsof
providing care
to Medicaid cli­
ents. In 1986,
the Virginia
HospitalAsso­

ciation (VHA) filed suit against the State,
claiming·that inpatient reimbursementrates
didnotmeetminimum federal requirements.
In February of 1991, the VHA and the State
reached anout-of-court settlement,inwhich
the State agreed to make additional pay­
ments to hospitals through FY 1996. This
settlement agreement also required the es­
tablishment of a task force by January1995
to evaluate theexistinginpatient reimburse­
mentsystem. The agreementalso restricts
the State's ability to implement changes to
hospital reimbursement prior to FY 1997.

Given the magnitudeof Medicaidhos­
pital spending, the possibility of future legal
challenges, andthepossibilityof reimburse­
mentreform, theGeneral Assemblywill need
to become actively involved in the future of
Medicaid reimbursement. Specifically, the
General Assembly should focus on:

1. ensuring that the Statehas the ability
.toevaluatehospital performance

2. clarifying its intent to allow special
Medicaid payments for hospitals
whichservea disproportionateshare
of poor patients, and



3. deciding whether reimbursement
policy should allow for special treat­
ment of rural hospitals experiencing
fiscal stress.

A Prospective Reimbursement
System Should be Peveloped for
Outpatient Hospital ServiceS

Outpatient reimbursement rates have
been sufficient to enlist a broad base of
hospital providers. However, theoutpatient
reimbursement system does not provide
adequate incentives for hospitals to contain
costs. DMAS pays cost-based reimburse­
ment rates for mostoutpatient hospital ser­
vices. Under this system, provtders are
assured of receiving payment at the full
Medicaid-allowable cost of providing the
services, even if that service is provided
inefficiently.

While DMAS has taken steps to im­
prove the cost effectiveness of outpatient
reimbursement, implementation of a pro­
spective reimbursement system could lead
to additional cost savings. Underprospec­
tive reimbursement, providerswould receive
a predetermined payment amount which
would create additional incentives to con­
tain costs, similarto principles guiding inPa­
tient reimbursement. DMAS should de­
velop a prospective reimbursement system
for outpatient hospital services and imple­
ment such asystem assoonasthehospital
settlement agreement will allow.

The Reimbursement System for
Nursing Homes Should be Refined

DMAS hasmadea numberofimprove­
ments tothereimbursementsystem fornurs­
ing homes over the past decade. Nursing
home rates are now established
prospecitvely with payment ceilings to limit
the amount of reimbursement a facility can
receive from the program. In addition, to
enhance access for those Medicaid recipi­
ents who have substantial care needs, an
adjustment ismadeto eachnursing home's
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Medicaid reimbursement rate based onthe
intensity of the facility's casemix.

JLARe staff"found that the current re­
imbursement system is well designed and
appropriately considers mostof thekeyfac­
tors which influence nursing home costs.
Moreover,' one effect of establishing pay­
mentceilings hasbeen toslowthegrowth of
nursing home expenditures. Presently,
Virginia's Medicaid nursing home expendi­
tures per elderly·resident rank among the
lowest in the country.

Still, three problems were found with
thecurrent system. First. thepayment ceil­
ings are not based on measures of effi­
ciency in the nursing homeindustry. sec­
ond, the system does not adequately ac­
count forthehigheroperatingcosts faced~
smaller nursing homes. Third, the reim­
bursement rates do not reflect the costs
nursing homes face as a result of require­
ments for criminal record checks and pro­
tedionofemployeesfrom bloodbomepatho­
gens.

Cost Containment Incentlyes
lacking In Reimbursement System
for ICFs/MB

Unlike the reimbursement system
for nursing homes. the system for State­
operated institutions for the mentally ,.
tarded contains no cost containment
incentives. As result. Medicaid pays
virtually 100 percent" of the cost for what
has become the most expensive fonn of

.long-teon care in the State. In FY 1991,
Medicaid paid the five State facilities an
average daily reimbursement of $169. At
this rate, the annual costof carefora Mecj.
icaid recipient with no resources to pay for
theseservices couldbemorethan$61 ,000.

If DMAS were to lower the rates for
these facilities. the State would have two
alternatives. First. the State could ignore
national trends and consolidate these 0p­
erations. Second. the Statewould haveto
usegeneralfunddollarsto replace the rev-



enueslostdue to the reduction in Medicaid
payments.

Reimbursement for Community
Care Should Be Reexamined

. Although Medicaid expenditures for
community-basedcarerepresent arelatively
small portion of total programexpenditures,
spending on these serviceshasbeengrow­
ing at a rapid rate of more than 70 percent
since 1983. Partlyasa resultof thisincreas­
ing trend. there is a heightened interest in
the policies used by DMAS to establish
reimbursement rates for both home health
and personal care services.

A primaryconcern iswhether thesepoli­
cies ensure patient access to community­
based care while encouraging the cost­
effectivedelivery ofservices. Currently, the
State reimburses providers of home health
care based on a fee-far-service system.
However, the methodology used by DMAS
to establish the prospective rates does not
appropriately consider the key factors that
influence home health costs. Also, home
health fees may have been set too low to
ensure patient access to these services in
the future. Further, the policy decision to
pay hospital-based agencies higher rates
for providing the same service as other
operators does not appear justified.

Cost Settlement and Audit
Processes Should Be Improved

The Departmentof MedicalAssistance
Services uses a cost settlement and audit
processto ensurethat hospitalsandnursing
homes are reimbursed payment rates that
are based on the approved costs for the
services they provided during the previous
·year. It serves as a financial control to
ensure that the Commonwealth pays for
only thosecosts explicitlyallowedunder the
established principles of reimbursement.
Financial controls are also necessary to
ensurethe reliabilityof a provider's reported
cost information. JLARCstaff foundthat this
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process can be improved to expedite the
cost settlement process and conduct addi­
tional field audits of hospitals and nursing
homes. Recommendations are made to
address the timeliness of this process and
the need for additional field audits.

The Medicaid program Uses a
Conservative Reimbursement
Methodology for Physician Services

States have broad discretion in deter­
mining fee levels and payment methodolo­
gies for physician services. Federalregula­
tions for physician reimbursement require
thatpaymentbeconsistent withprinciplesof
efficiencyt economyJ and Quality of care.
The Virginia Medicaid program employs a
conservative reimbursement methodology
for physicianservices. Recent increasesin
Medicaid physician reimbursement rates
were necessary to maintain physician par­
ticipation in the Medicaid program.

TheVirginia Medicajd program reimburses
physician services on a fee--for-service basis,
according to a feeschedule. This reimburse­
ment is basedonchargesfrom apastclaims
year. Consequently, reimbu rsement may
not keep pace with inflation in physician
practice costs and charges for services.

Medicaid reimbursement of physician
services is generally lower than reimburse­
ment by other third party payers. Studies
conducted by the U.S. Physician Payment
Review Commission and responses to a
1992 JLARC survey of Medicaid-enrolled
physicians support this conclusion. In addi­
tionJ physician associations reported thatother
third party payers generally reimburse be­
tween60 and80percent of chargesormore.

Options for Modifying Pharmacy
Reimbursement Could Achieve
Cost Savings

The current reimbursementsystem for
Medicaid pharmacyservices is based on a
tee-far-service, retrospective methodology
that contains several expenditure controls.



Provisions in the Omnibus BUdget Recon­
ciliation Act of 1990 do not allow the federal
government or states to lower the current
reimbursement for pharmacy providers or
the upper limits imposed on Medicaid pay­
ments for drugs until January 1, 1995. Nev­
ertheless, some options do exist for modify­
ing pharmacy reimbursement to allow the
Medicaid program to more prudently pur­
chase pharmacy services. Recommenda­
tions are made for DMAS to explore imple­
menting options that include:

• planning for reimbursement method­
ology changes to be implemented
January 1, 1995 as allowed by fed­
erallaw

Medicaid Utilization Review

As part of its overall efforts to contain
Medicaid spending, DMAS conducts utiliza­
tion review. Utilization review serves as a
control mechanism for the amount and type
of medical services provided. Control of
utilization is necessary to ensure that the
State pays only for those services that are
necessary and appropriate. The utilization
review process varies according to the type
of care provided to program recipients. Uti­
lization review can include elements of pro­
spective, concurrent, and retrospective re­
view. Prospective review evaluates the ap­
propriateness and necessity of care before
it is delivered, and can be used to determine
whether care should be provided. Concur­
rent review is performed during the time that
service is being"delivered and can be used
to assess the Quality of the care. Retrospec­
tive review is performed after the service
has been provided and can be used to
determine whether reimbursement was ap­
propriate.

For the most part, DMAS utilization
review activities have improved over the
past few years. These activities have been
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• obtaining a federal waiver to provide
pharmacy services through selected
pharmacies chosen through a com­
petitive process

• imposing limits on reimbursement for
pharmacy services in conjunction with
the implementation of the priorautho­
rization program for high cost drugs

• studying the feasibility of allowing re­
imbursement for limited over-the­
counter drugs for certain Medicaid
recipients.

successful in containing costs that the pro­
gram would have realized in their absence.
Nevertheless additional improvementscould
be made to utilization review activities un­
dertaken by DMAS. These should result in
additional cost savings to the Medicaid pro­
gram.

Hospital Utilization Review Has
Saved Money and Could Be Expanded

DMAS hospital utilization reviewactivi­
ties are responsible for saving the program
about $43 million in costs from FY 1987 to
FY 1991. Hospital utilization review activi­
ties have been responsible for the declining
average length of stay for Medicaid recipi­
ents. While these activities have resulted in
the avoidance of certain program costs,
there are indications that overutilization of
services continues to be a problem. For
example, it has been estimated that nanon­
ally, approximately 10 to 20 percent of hos­
pital admissions may be inappropriate.

DMAS should consider expanding its
current hospital utilization review activities
to further achieve cost savings for the pro-



gram. Options for DMAS to consider in­
clude:

• incorporating prospective utilization
reviewinto hospital utilization review

• expanding utilization reviewtoinclude
outpatienthospitalservices

• using patient-level data to monitor
providerpractices

• re-evaluating utilization review strat­
egieswhenconsidering Medicaid re­
imbursement methods.

TheJLARC reportonhospital-financed
Medicaid services provides recommenda­
tions thataddressthe use of theseoptions.

Long-Term Care Utilization Review
Has Improved But Could Be
Strengthened

As part of its overall efforts to contain
Medicaid long-term care spending, DMAS
conducts prospective, concurrent, andretro­
spective utilization reviews for homehealth
services, and nursing services provided by
nursing homes and ICFslMR. Utilization
review ofhomehealthagencies thatprovide
personal careensuresthat recipients are at
imminent risk of nursing home placement,
thatauthorized personal careservices meet
the recipient's need,that services rendered
are billed properly, and that services are
delivered according to health and safety
needs.

Over the past several years, certain
aspects of utilization review in these areas
have been strengthened. Homehealth agen­
ciesare,forthe first time, receiving scrutiny.
Nursing home and personal care admis­
sions continue to be evaluated to ensure
that only those persons who meet non­
financial aswellasfinancial eligibility criteria
receive the services. Still, some improve-
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ments are needed. Forexample, utilization
reviews for personal care recipients needto
be improved to ensurethat those receiving
services continueto be only those individu­
alswhoareat imminentriskofnursinghome
placement. Atso, utilization review of ICFsI
MR services needs to incorporate proce­
duresadequate forevaluating theexistence
of activetreatment. Recommendations are
madeto address theseshortcomings in the
JLARC report on Medicaid-financed long­
term care.

Activities to Control fraud and
Abuse Meet Minimum Requirements
But Could Be Improved

Afterpayments havebeen made bythe
Medicaid program, DMAS staff analyze
claims data as one means of controlling
program expenditures. This"post-payment
utilization review" function is done to deter­
mine if recipients or providers have devel­
oped patterns indicative of excessive use,
medically unnecessary use,or unsound bill­
ingpractices. Although DMAS post-payment
utilization review activities meet federal mini­
mum requirements, more could be done to
achieve additional cost savings.

A small proportion of active enrolled
providers and recipients are reviewed each
year through the Medicaid post-payment
utilization reviewprocess. The administra­
tionofthisprocessappears to be successful
at controlling abusive recipients and initiat­
ingrecovery ofprovideroverpayments. The
number of reviews initiated complies with
minimum federal requirements. However,
refinements and expansion of the process
may lead to additional cost savings for the
Virginia Medicaid program. JLARC staff
found that these activities to establish over­
paymentsmadeby theMedicaid program to
providersexceededthe personnel costs by
a ratio of almost two to one in FY 1991 and
FY 1992.

The method of selecting providers for
review could also be enhanced, as well as



increasing thenumberofproviders reviewed.
In addition, DMAS needs to focus more
attention on activities to control recipient
fraud and drug diversion. These functions
have lacked adequatestaffingover the past
biennium to investigate and recover mis-

spent funds. JLARC recommendations in
this area focuson expanding the number of
provider reviews and selection process, the
need for increasedfocus on recipient fraud
activities, and enhanced drug diversion de­
tection activities.

Medicaid Asset Transfers and Estate Recovery

Therearegrowingconcerns thatanum­
ber of Medicaid recipients in Virginia are
using "loopholes" in federal and State laws
to gain access to the proqram's benefits
while preserving resources for their heirs.
These strategies, while legalt effectively
underminethe basic intentof Medicaid- to
increase access to health care for persons
who are poor. Unrelated to this are federal
Medicaidlaws that requirestates to exempt
the real property of applicants at the time
they initiallyapply for nursinghomebenefits.
This allows more than a third of all program
applicants to be approved for care even
thoughtheymayhavesubstantial resources.

In responseto these concerns, JLARC
wasdirectedby SenateJointResolutionNo.
91 (Appendix B) to determine the extent to
which people use asset transfer raws to
establish eligibility for Medicaidnursinghome
benefits in Virginia. In addition, a separate
analysis was conducted to determine the
potential benefits of developing an estate
recoverymechanisminVirginia. Analysis of
these issues found that abouteight percent
of those who apply for Medicaid nursing
home benefits use "loopholes" to shift the
cost of their care to the taxpayers while
preserving assets fortheirhehs. Ifthis practireis
tobestopped, both theStateandfederaJg~em­
men1s will have to change the laws and regula­
tions that govem assettransfers.

Regarding estate recovery, the lack of
a proactiveprogram has prevented Virginia
from achieving the savings reported in other
states. The resultsof analysison this issue
show that 16percent of the Medicaid recipi-
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ents terminated from nursing homes in Vir­
ginia own property. It appearsthat as much
as two-thirds of thecostof providing nursing
homecaretotheserecipients couldbe even­
tually recouped through estate recovery.
JL.ARC staff estimate that the State could
recoveralmost$10 millionthrough an effec­
tive estate recoveryprogram. According to
staffatDMAS, ofthis amount,approximately
$2.6 millioncould be recovered annually.

Several recommendations were made
to address issues related to asset transfers
and estate recovery. These recommenda­
tions cover:

• propertycheckson persons applying
for Medicaid

• counting of multiple transfers in the
eligibility process

• countinghighcost term life insurance
asa resourceindeterminingeligibility
for Medicaid

• implementation of a proactive estate
recovery program by DMAS

• attaching liensto realpropertyof Med­
icaid recipientsof nursing home ben­
efits.

The reports inthe Medicaid series summarized
in this document can be obtained bycontacting the
JointLegislativeAudit am Review Commission, Suite
1100, GeneralAssembfy Building, Richmond, Virginia
23219.



Appendix A

Senate Joint Resolution No. 180

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

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

WHEREAS, a goal ofthe Commissionon Health Care for AllVirginians is to provide
access to basic health care for all Virginians; and

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

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

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

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

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

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

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

RESOLVED by the Senate, the House of Delegates concurring, That the Joint
Legislative Audit and Review Commission be requested to study the Virginia Medicaid
program 8IJ.d the indigent care appropriations to the state teaching hospitals and the
Medical College of Hampton Roads.

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

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

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

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

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

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

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

8. Exploration of the costs of alternative administrative methods for implementing
program requirements and options;

9. Examination ofthe relationship with other State programs to promote optimal
utilization ofState funds;

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

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

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

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

Senate Joint Resolution No. 91

Requesting tbe Commission on Healtb Care for All Virginians to study the issue of property
transfer for purposes of Medicaid eligibility.

Agreed to by the Senate, March S,1992
Agreed to by the House of Delegates, March 3, 1992

WHEREAS~ health care spending continues to increase at a rapid rate; and

WHEREAS, the cost of Medicaid for the elderly is increasing at a rapid rate due to the aging of the
general population; and

WHEREAS, the Medicaid budget is projected to grow by $743 million over the previous biennium;
and

WHEREAS, many persons give away assets or otherwise dispose of resources they could use to
purchase medical care, especially nursing home care, in order to becomeMedicaid-eligible; and

WHEREAS. the federal Medicaid eligibility rules regardmgtransfer of assets have been made more
lenient in recent years; and

WHEREAS, it is common practice for persons anticipating the need for medical care for themselves
or their relatives to consult attorneys and fmancial planners familiar with Medicaid law and
regulations for advice on ways to circumvent the Medicaid rules so as to transfer assets to establish
Medicaideligibility;and

WHEREAS, the Joint Legislative Audit and Review Commission is examining Medicaid fmancing of
long-term care including the issue of asset transfer and asset recovery ~ as directed by Senate Joint
Resolution No. 180passed by the 1991 General Assembly;and

WHEREAS, the resources of the Commonwealth should be used to help those most in need who do
not have resourceswith which to purchase health care; now, therefore. be it

RESOLVED by the Senate, the Houseof Delegates concurring, That the Commission on Health Care
for All Virginians be requested to study the current practice of persons transferring or giving away
assets without compensation so that they can become eligible for Medicaid, and to recommend to the
GeneralAssemblyoptions available to limit the fmancial impact of such practiceson the taxpayersof
Virginia.

The Joint Legislative Audit and Review Commission shall~ upon request of the Commission, discuss
its smdy plan and report its findings and recommendations to the Commission prior to the 1993
Session of the General Assembly.

The Commission shall complete its work in time to submit its fmdings and recommendations to the
Governorand the 1993Session of the General Assembly as provided in the proceduresof the Division
of LegislativeAutomated Systems for processing legislative documents.
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Recent JLARC Reports

An Assessment ofEligibility for State Police Officers Retirement System Benefits, June 1987
Review ofInformation Technology in Virginia State Government, August 1987
1987 Report to the General Assembly, September 1987
Internal Seruice Funds Within the Department ofGeneral Services, December 1987
Funding the State and Local Hospitalization Program, December 1987
Funding the Cooperative Health Department Program, December 1987
Funds Held in Trust by Circuit Courts, December 1987
Follow-up Review ofthe Virginia Department ofTransportation, January 1988
Funding the Standards ofQuality .,. Part II: SOQ Costs and Distribution, January 1988
Management and Use ofState-Owned Passenger Vehicles, August 1988
Technical Report: The State Salary Suruey Methodology, October 1988
Review ofthe Division ofCrime Victims' Compensation, December 1988
Review ofCommunity Action in Virginia, January 1989
Progress Report: Regulation ofChild Day Care in Virginia, January 1989
Interim Report: Status ofPart-Time Commonwealth's Attorneys, January 1989
Regulation and Provision ofChild Day Care in Virginia, September 1989
1989 Report to the General Assembly, September 1989
Security Staffing in the Capitol Area, November 1989
Interim Report: Economic Development in Virginia, January 1990
Review ofthe Virginia Department ofWorkers' Compensation, February 1990
Technical Report: Statewide Staffing Standards for the Funding ofSheriffs, February 1990
Technical Report: Statewide Staffing Standards for the Funding ofCommonwealth'sAttorneys, March 1990
Technical Report: Statewide Staffing Standards for the Funding ofClerks ofCourt, March 1990
Technical Report: Statewide Staffing Standards for the Funding ofFinancial Officers, April 1990
Funding ofConstitutional Officers, May 1990
Special Report: The Lonesome Pine Regional Library System, September 1990
Review ofthe Virginia Community College System, September 1990
Review ofthe Funding Formula for the Older Americans Act, November 1990
Folioui-Up Reuiew ofHomes for Adults in Virginia, November 1990
Publication Practices ofVirginia State Agencies, November 1990
Review ofEconomic Development in Virginia, January 1991
State Funding oftireRegional Vocational Educational Centers in Virginia, January 1991
Interim Report: State and Federal Mandates on Local Governments and Their Fiscal Impact, January 1991
Revenue Forecasting in the Executive Branch: Process and Models, January 1991
Proposal for a Revenue Stabilization Fund in Virginia, February 1991
Catalog ofVirginia's Economic Development Organizations and Programs, February 1991
Review ofVirginia's Parole Process, July 1991
Compensation ofGeneral Registrars, July 1991
The Reorganization ofthe Department ofEducation, September 1991
1991 Report to the General Assembly, September 1991
Substance Abuse and Sex Offender Treatment Services for Parole Eligible Inmates, September 1991
Review ofVirginia's Executive Budget Process, December 1991
Special Report: Evaluation ofa Health Insuring Organization for the Administration ofMedicaid in

Virginia, January 1992
Interim Report: Review ofVirginia 's Administrative Process Act, January 1992
Review ofthe Department ofTaxation, January 1992
Interim Report: Review ofthe Virginia Medicaid Program, February 1992
Catalog ofState and Federal Mandates on Local Governments, February 1992
Intergovernmental Mandates and Financial Aid to Local Governments, March 1992
Medicaid Asset Transfers and Estate Recovery, November 1992
Medicaid-Financed Hospital Services in Virginia, November 1992
Medil:aid-Financed Long-Term Care Services in Virginia, December 1992
Medicaid-Financed Physician nnd Pharmacy Services in Virginia, January 1993
Review Committee Report on the Performance and Potential oftke Center for Innovative Technology,

December 1992
Review ofVirginia 's Administrative Process Act, January 1993
Interim Report: Review ofInmate Dental Care, January 1993
Review ofthe Virginia Medicaid Program: Final Summary Report, February 1993


	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



