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Executive Summary

A Closer Look at New York State’s Medicaid Program: Patients, Providers, and
Policy Choices provides clarity and insight on the Medicaid program in New York
State—its strengths and weaknesses—and offers specific recommendations to im-
prove the program. This document also debunks common misconceptions about
New York’s Medicaid program, what drives growth in expenditures, and how it
stacks up against other states. Highlights include:

New York has become a national example in its efforts to expand Medicaid
eligibility, offer facilitated enroliment, and streamline the renewal process to
prevent eligible people from dropping unnecessarily out of the system. New
York has maintained a consistently lower rate of uninsured compared to the
rest of the nation.

Government policy, not provider costs, drives Medicaid spending in-
creases. In fact, just 2.1% of a projected Medicaid spending increase of
21% stems from provider cost increases. Government policy choices such
as enrollment expansion and takeover of local Medicaid costs drive the
bulk of this increase.

New York enrolls roughly 20% of the state population, compared to the na-
tional average of 13%. Per capita spending in New York is naturally greater
because we cover more people.

Although New York’s Medicaid program is often compared to California’s,
there are distinct differences that explain why New York appears to spend
more. For example, unlike California, New York has chosen Medicaid as
the primary vehicle to finance mental health care; the California Medicaid
program enrolls a smaller percentage of the highest-cost beneficiaries;
and California’s program severely underpays providers.
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New York Medicaid costs reflect efforts to maximize federal support. These
efforts give the impression of higher spending, when, in reality, the need for
additional state funding is reduced. The Healthcare Association of New
York State believes the recently approved additional $12.7 billion in fed-
eral Medicaid funds for New York State over a 27-month period should be
used to offset proposed state budget Medicaid cuts and taxes and invest
in appropriate reform.

Special needs populations represent 21% of beneficiaries, but 75% of ex-
penditures. To address growing Medicaid costs, policymakers must de-
velop effective models of care delivery for the beneficiaries who need it
most.

Medicaid reform does not just mean payment reform—it includes decisions
about the size and scope of the delivery system, quality initiatives, and ef-
forts toward universal coverage. Lasting reform constitutes real invest-
ment in better models of care that ensure a strong, adaptable provider
community and the provision of high-quality care for all New Yorkers.
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Introduction

Recognizing the need for accessible, affordable,
and comprehensive health care coverage, New
York policy experts and lawmakers have ad-
vanced that mission through expansion of the
Medicaid program for the state’s most vulnera-
ble, low-income populations.

Today, the New York State Medicaid program
serves as a national example for the breadth of
services and people that it covers. Medicaid and
the associated Child Health Plus and Family
Health Plus programs provided health care cov-
erage to more than four million New Yorkers in
2008—from healthy and sick children to the most
vulnerable seniors and others with chronic or dis-
abling conditions. The national consumer advo-
cacy organization, Public Citizen, ranked the New
York Medicaid program number one in the nation
for the scope of services it provides.

It should come as no surprise that New York’s
policy choices to provide broad eligibility and
scope of benefits mean that the state spends
more than other states on its Medicaid program.

However, faced with an economic crisis affecting
every sector of the economy and every resident,
it is natural that decision-makers focus on the
bottom line, not on the lauded decisions that
shaped our successful Medicaid program. In
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part, A Closer Look at New York State’s Medicaid
Program: Patients, Providers, and Policy Choices
is intended to explain to those involved with health
policy that New York’s Medicaid program is some-
thing to be proud of, to protect, and to improve.

As more New Yorkers lose their employer-spon-
sored health coverage—through either layoffs or
benefit cuts—many are unable to secure new cov-
erage due to high costs or pre-existing health
conditions. The Paterson Administration is to be
commended for its commitment to preserving or
even expanding access to health care services
for vulnerable populations during this economic
downturn. However, the Administration cannot
simultaneously propose broad, sweeping cuts to
the payments for those health care services and
believe that this would not seriously impact ac-
cess to high-quality health care.

Faced with a financial crisis, it would be wrong
to blame health care providers for Medicaid cost
increases—essentially slashing and redistribut-
ing Medicaid funding and hoping for the best.
Instead, policymakers must take the time to ex-
amine the Medicaid program, reflect on the pol-
icy decisions that shaped it, and enact
meaningful reform to ensure that this valuable
program continues to help those in need.
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Medicaid—A Mission of Coverage

New York State has made coverage—the provi-
sion of health insurance to all those eligible—a
Medicaid program priority. New York has become
a national example in its efforts to expand eligj-
bility, offer facilitated enrollment opportunities,
and streamline renewal efforts to prevent eligi-
ble people from dropping unnecessarily out of
the system. Because of these efforts, New York
has maintained a consistently lower rate of unin-
sured compared to the rest of the nation.

In the Governor’s budget proposal for state fiscal
year (SFY) 2009-2010, expanding coverage of
the uninsured is again a priority, as is improving
the enrollment process.

More than 4.4 million New Yorkers received
health care services during SFY 2007-2008
under the Medicaid program, including more
than 360,000 children. Those children had ac-
cess to primary care services and could receive
preventive screenings and other important
health care services thanks to Child Health Plus.
In addition, more than 500,000 hard working,
low-income adults and parents were afforded
comprehensive medical benefits under the Fam-
ily Health Plus program.

New York’s creation of and ongoing investment
in the Child and Family Health Plus programs
demonstrate the commitment of state policy-
makers and lawmakers to providing health care
to those who cannot otherwise afford it.

20% 7
15.8% a
o 14.0%
14.7% 12.6%
13.0% 13.2%
10% T T T T
2003 2004 2005 2006 2007

=8~ United States New Yark

Source: U.S. Census Bureau, Current Population Survey

PERCENT OF POPULATION NOT COVERED BY
HEALTH INSURANCE FROM 2003 TO 2007
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Projected Increase in Medicaid Spending Is
Driven by Public Policy Choices

The cost of the New York Medicaid program is
routinely called into question, especially when
state and local governments construct their
budgets, and this year is ho exception.

The vast majority of Medicaid spending increases
for SFY 2009-2010 represents governmental pol-
icy assumptions and choices, and the impact of
high-cost populations. In its SFY 2008-2009 mid-
year forecast, the state predicted Medicaid spend-
ing would increase by 21% in SFY 2009-2010.

The true drivers of Medicaid spending growth are:

growth in coverage and enrollment
(4.6%),

increases in utilization (4.1%),

state takeover of county Medicaid costs
above the cap (2.7%), and

an anomaly in the calendar resulting in
53 weekly payments, and other timing
issues (7.4%).

Despite a projected increase of 21% in state
Medicaid spending, anticipated increases in
provider cost inflation account for just 2.1% of
that total.
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County Takeover

Inflation $234M, 2.7%

Utilization $185M, 2.1%
$361M, 4.1%

-
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Enroliment and
Other Growth
$418M, 4.6%

53™ Week and
Other Timing
$650M, 7.4%

TRUE DRIVERS OF MEDICAID SPENDING GROWTH
IN NEW YORK STATE

The Governor anticipates that enrollment in the
Medicaid program will increase. Yet, the Gover-
nor’s budget proposal for scaling back Medicaid
payments would undermine the hospitals, nurs-
ing homes, and home care providers that would
be delivering needed services to those individu-
als—to the tune of $2.3 billion.

Although the state would have us believe that an
ineffective provider reimbursement system was
at the center of rising Medicaid costs, health care
providers are clearly not the problem.
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The Governor’s Budget Threatens the Already Precarious
Financial Condition of New York Health Care Providers

New York hospitals continue to struggle to pro-
vide high-quality care to every Medicaid benefici-
ary—that struggle in large part is because of
almost 20 years of frozen emergency room and
outpatient clinic rates. That freeze amounted to
$2.1 billion in revenue shortfalls to hospitals in
2006 alone.

Although the state approved an increase in reim-
bursement for emergency department visits
starting in 2007, it was the first increase
providers had received in 15 years. The increase
only received federal approval recently, however,
and providers have had to wait more than two
years to receive the additional Medicaid pay-
ments owed to them.

1999 2000 2001 2002 2003 2004 2005 2006

EMERGENCY ROOM AND OUTPATIENT PAYMENT
SHORTFALLS DRIVE HOSPITAL LOSSES IN NEW YORK

Payment Reform May Not Solve the Problem

As part of the effort to reform outdated payment
methodologies, the state adopted a new reim-
bursement system in December 2008 for outpa-
tient and emergency room care. That system,
known as Ambulatory Patient Groups (APGs),
should drive stronger reimbursement to outpa-
tient care settings starting in 2009, but reim-
bursement under the new system will still fall far
short of covering the actual cost of providing care.

Continued investment in ambulatory care is sorely
needed. But it does not constitute an investment
if the state underpays inpatient care, skims some
money off, and reinvests only a portion of the

Est. Costs Est. Percent
Est. APG  Per Visit (2004 of Cost Per
Payment  CostsTrended Visit Met by
Per Visit 10 2007) APG Payment
Emergency
Department  $226 $410 55.1%
Outpatient
Department  $181 $295 61.4%
Ambulatory
Surgery $1.202 $2,160 55.6%

Source: New York State Department of Health

REIMBURSEMENT FALLS SHORT OF COST
FOR PROVIDING CARE
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money in outpatient payments, as proposed in
the Executive Budget.

Providers spent more than eight months prepar-
ing for the new outpatient and emergency de-
partment reimbursement system, which was set
to go into effect January 1, 2009. This has re-
quired the dedication of considerable staff time
and resources to learn and to understand a new

payment system. Although hospitals welcome
the much-needed rate increase, the anticipated
Medicaid rate will still reimburse providers sig-
nificantly below the cost of care.

Poor reimbursement for outpatient and emer-
gency room care is only one example of how
health care providers have struggled to provide
care under the Medicaid reimbursement system.

Medicaid Shortfalls—Health Care Providers Keep

Losing Ground to Inflation

New York State began to underpay health care
providers in 2000 by changing how it calculates
the annual Medicaid inflation adjustment (known
as the trend factor). This change resulted in the
loss of $3.6 billion in Medicaid funding that
would have otherwise kept hospital, nursing
home, and home care reimbursement in line with
inflation.

The $900 million in cuts to hospitals, nursing
homes, and home care providers enacted in April
and August of 2008—which included a reduction
in the 2008 trend factor calculation—only made
it harder for struggling health care organizations
to keep up with the cost of providing care.
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Medicaid Cuts Force Providers to Cost Shift

to Private Payers

Cuts to Medicaid reimbursement force health
care providers to look elsewhere to remain fi-
nancially stable. As Medicare and Medicaid re-
duced payments, providers reacted by cost
shifting to private payers.

This is increasingly problematic in New York. As
noted before, a higher percentage of New York’s
population is enrolled in the Medicaid program
when compared to the U.S. As a result, Medicaid

accounts for a larger portion of inpatient days.
Combined with Medicare revenue, public payers
account for nearly two-thirds of hospital revenues.

As the two biggest payers continue to reimburse
below cost, hospitals will look to negotiate higher
rates with private insurers. To avoid continued
pressure on premiums, governmental payers
need to pay their fair share.

New York Medicaid Costs Reflect Efforts
to Maximize Federal Support

New York has devoted extensive efforts to maxi-
mizing federal Medicaid matching dollars to help
provide health care coverage and to support
health care programs. Federal maximization ef-
forts give the impression of higher spending,
when, in reality, the need for additional state
funding is reduced.

HANYS estimates that about $9 billion of total an-
nual Medicaid spending in New York State is at-
tributable to state policies to obtain more
appropriate federal financial support. Examples
include:
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securing an annual investment of $300
million for five years with the 2006 Fed-
eral-State Health Reform Partnership (F-
SHRP) agreement dedicated to
restructuring New York’s health care
system;

supplementing the state’s hospital indi-
gent care pool, which is used to partially
offset hospital costs incurred for provid-
ing uncompensated care;

providing health insurance to more than
500,000 adults who otherwise were un-
able to access coverage;
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allowing the nursing home gross receipts
tax to be reimbursed by Medicaid inflates
Medicaid spending on nursing home
care, but the state benefits financially by
receiving the tax revenue;

obtaining federal support for state-spon-
sored mental health services for the de-
velopmentally disabled inflates Medicaid
spending for these services—however, the
state benefits financially from doing so;

expanding eligibility for home- and com-
munity-based health care services
through use of Medicaid waiver pro-
grams; and

creating supplemental Medicaid pools to
finance critical health care program initia-
tives related to workforce recruitment ef-
forts, GME, and translation services for
non-English speaking patients in health
care facilities.

Obtaining more appropriate federal financial sup-
port is critical, given New York State’s low federal
matching rate for its Medicaid program. In fact,
it could be argued that state spending in New
York is higher than in other states because of the
lower federal match.

The cuts contained in the Governor’s budget not
only reduce state spending but significantly jeop-
ardize the critical federal financial support that
New York currently receives. New York’s efforts
should focus on securing stronger, long-term
support from the federal government to de-
crease state spending, not on cuts that weaken
the system.

Serving Special Needs Populations

In 2006, 21% of Medicaid enrollees accounted
for 75% of spending. That 21% consists of the
elderly and disabled populations, New York’s
most vulnerable residents who deserve the best
quality health care services. To address the
growing costs under Medicaid, policymakers
must identify and develop effective and appro-
priate models of care delivery for the beneficiar-
ies who need it most.

79%
(4,133,264)

($30.2 B)

217
(1,068,242)|

Medicaid Enrollees

Medicaid Expenditures

[0 Special Needs Populations E Non-Special Populations

SPECIAL NEEDS POPULATIONS REPRESENT 21% OF
BENEFICIARIES, BUT 75% OF EXPENDITURES
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Medicaid Reform in New York:
What HANYS Recommends

The Governor’'s Administration has argued repeatedly New York’s Medicaid program
must be reformed to improve health care and control spending. Reform is not a
new concept for New York’s hospitals, nursing homes, and home health care
providers—it has been ongoing for several years. However, Medicaid reform does
not just mean payment reform—it includes decisions about the size and scope of the
delivery system, quality initiatives, and efforts toward universal coverage.

SIZE AND SCOPE OF THE HEALTH CARE DELIVERY SYSTEM

The size and scope of the health care delivery system influences Medicaid spend-
ing. The work of the New York State Commission on Health Care Facilities in the
21st Century (Berger Commission) demonstrated a unique effort to apply judgments
about balancing access, service needs, and efficiency of the delivery system. The
Berger Commission proposed reductions in the size and scope of the delivery sys-
tem, and that transformation is still underway. The state has an obligation to pay
its fair share for Medicaid services provided by the hospitals and nursing homes
whose continued operation was supported by the Berger Commission.

CLINICAL INTEGRATION

To help achieve the state’s goals of health care quality, affordability, and improved
outcomes, the state needs to facilitate the development of clinical integration pro-
grams among hospitals, physicians, and combinations thereof. Written guidance on
developing and implementing successful clinical integration programs would alle-
viate antitrust concerns. Combining resources and collectively implementing and
monitoring clinical protocols or quality improvement initiatives will ensure integra-
tion of care and the provision of higher quality care in a more efficient manner than
could be achieved working independently.

QUALITY INITIATIVES

Both the Governor and health care providers have focused significant attention on
improving the quality of health care services through public reporting of compara-
tive outcome and process measures and through payment reform to promote best
practices. HANYS has supported transparency of quality information, including the
promotion of state- and federal-sponsored initiatives that ensure consistent and
uniform measures are applied.
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Health care providers continually focus on quality improvement and delivering
high-quality, evidence-based care. Emerging information technologies offer tan-
gible opportunities for quality improvement, operational efficiencies, improved pa-
tient satisfaction, and slowing cost growth. Health care providers also support
reasonable incentives to promote quality outcomes through payment reform.
HANYS led a recent initiative to promote voluntary provider efforts to adjust billing
for serious adverse events.

UNIVERSAL COVERAGE

Without a state or federal solution to universal coverage, Medicaid fulfills an im-
portant safety net role. HANYS supports a shared responsibility model for achiev-
ing universal coverage, with clearly defined roles for government for those least
able to afford coverage, for employers to contribute to the cost of coverage for
their employees, and for individuals through a mandate to purchase affordable
coverage according to their ability to play. A comprehensive system of universal
coverage would provide greater predictability of spending requirements and op-
portunities to maximize efficiency and effectiveness of services.

INCREASED PERSONAL AND FAMILY RESPONSIBILITY FOR LONG-TERM CARE
HANYS supports providing incentives for increased personal and family responsi-
bility for care by closing eligibility loopholes and expanding long-term care financ-
ing options. Individuals and families should contribute appropriately to the cost of
chronic care services and not use legal loopholes to shelter/transfer income or
assets and shift the burden to the public. Expanded access to long-term care in-
surance would help individuals and families contribute to the cost of care.

BETTER MODELS OF CARE

New York must develop better models of care that preserve and strengthen the
ability of vulnerable populations to access health care, focus on patient and com-
munity needs, enable flexibility to adapt to changing needs, create and align pay-
ment incentives, and move toward outcome-oriented measurements of health care
delivery.

Less than 25% of Medicaid enrollees are elderly and disabled, yet three-quarters
of Medicaid spending is related to caring for these populations. Steps must be
taken to improve the quality, coordination, and efficiency of the care provided to
the patients who disproportionately rely on the continuum of care.

PRIMARY CARE

Lack of access to primary care and poor management of chronic conditions
forces many patients to rely on hospital emergency departments for episodic
care, competing for time and attention in an overtaxed system. Patients without
access to comprehensive primary and preventive care may delay treatment until
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their condition worsens, forcing unnecessary hospitalizations. The situation is
particularly dire for chronically ill patients with conditions that can rapidly dete-
riorate without proper coordination, including those needing behavioral health
services.

Research shows that providing patients with a primary care “medical home” can
reduce preventable hospitalizations, lower the rate of complications from chronic
conditions, and help eliminate health disparities faced by ethnic and racial mi-
norities and low-income patients. HANYS supports stronger investment in outpa-
tient and ambulatory settings, and home- and community-based services to
improve the use and availability of alternate settings.

HOSPITAL INPATIENT PAYMENT RESTRUCTURING

The Governor proposes to reinvent how Medicaid pays for hospital inpatient serv-
ices through redistributive changes, and by cutting hospital inpatient services and
reinvesting a portion into outpatient care.

Clearly, the payment system needs updating and simplification, but Medicaid hos-
pital inpatient funding was cut by $150 million in 2008 and HANYS does not be-
lieve that inpatient reimbursement should be cut further. Moreover, this proposal
would result in significant redistribution of funding.

HANYS supports reform and the concept of rebasing. However, the highly redis-
tributive nature of the Governor’s current proposal creates serious concerns. The
Governor must work with the Legislature and the hospital community to develop
reasonable and responsible reimbursement policies that will ensure a structurally
sound health care system for New York. Ample time is needed to fully analyze the
state proposals, the many disparities that would be created under the proposals
must be addressed, and support during the transition to the new system must be
adequate.

NURSING HOME REBASING

The 2009-2010 Executive Budget would renege on the nursing home rebasing
plan enacted by the Legislature in 2006. The 2006 legislative action was the re-
sult of a comprehensive, multi-year effort by HANYS, New York Association of
Homes and Services for the Aging, New York State Health Facilities Association,
DOH, and other stakeholders to achieve consensus on reform that was consid-
ered by all to be necessary and equitable. That agreement was ratified in the
2008-2009 state budget agreement. The Governor’s proposal effectively breaks
the commitment and proposes an alternative that would provide substantially less
funding and would create substantial redistributions, disproportionately affecting
certain categories of nursing homes and regions. The state must allow the new
system that was the result of a joint association effort to take effect.
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Conclusion

The Medicaid program is a critical component of
New York’s health care system and Medicaid pol-
icy decisions strongly influence the evolution of
that delivery system. Although it is the largest
state Medicaid program, it has served as an ex-
ample to other states because of its ability to pro-
vide comprehensive coverage to millions of New
Yorkers. Health care providers play a critical role
in the delivery of health care services under Med-
icaid, but they are punished inappropriately for
the rising cost of the program.

The imposition of health care provider cuts and
taxes under the guise of system reform only
makes it more difficult for providers to deliver
care.

Reform has been ongoing for hospital and health
care providers for several years: including the
re-weighting of Medicaid inpatient Diagnosis Re-
lated Groups (DRGs), overhaul of the outpatient
Medicaid reimbursement system from capped
payments to APGs, proposed changes to nursing
home reimbursement, revisions to the distribu-
tion of bad debt and charity care funding, and
the recently adopted reform of payment for Med-

icaid hospital inpatient detoxification services.
Each reform has led to a redistribution of health
care dollars and it is still too soon to determine
the effectiveness of the myriad changes already
in midstream.

Regardless of the uncertainty presented by those
changes, hospitals, nursing homes, and home
care providers strive to put patients first. The
Governor’s proposed health care cuts, taxes, and
redistributions would threaten patient care by
forcing providers to curtail needed services and
lay off staff. The answer is not cuts. The answer
is meaningful reform.

Lasting reform constitutes real investment in bet-
ter models of care that ensure a strong, adapt-
able provider community and the provision of
high-quality care for all New Yorkers. Health care
providers continually try to adapt to the advances
in medicine and to the evolving needs of patients
and are precisely the agents of change needed to
strengthen New York’s Medicaid program and
health care system in the 21st century.
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