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Executive Summary

The ex peri en ce of s t a tes invo lved in Medicaid managed care con ti nues to va ry gre a t ly. A

growing body of re s e a rch de s c ri bes Medicaid managed care as a com p l ex undert a k i n g

i m p l em en ted and opera ted in an unstable and uncertain managed care marketp l ace . Wh i l e

s ome state s’ programs fail, o t h ers su cceed . Re s e a rch su ggests that Medicaid managed care

ra tes alone do not determine su ccess or failu re . As con clu ded in an earl i er stu dy, Med i c a i d

and Co m m ercial HMOs: An At - Risk Rel a ti o n s h i p ( Hu rl ey and Mc Cu e , Cen ter for He a l t h

Ca re Stra tegi e s , 1 9 9 8 ) , what seems equ a lly important to su ccess is how and how well a state

de s i gn s , opera te s , and manages its Medicaid managed care progra m . To ex p l ore state 

va ri a ti on s , this stu dy ex a m i n ed :

• p a t terns of en try and exit into Medicaid managed care on nati onal and state level s ,

focusing on ei ght states with va ri ed program re su l t s ;

• i n terdepen dencies of c ri tical program com pon ents in an ori ginal model of

Medicaid managed care ;

• fe a tu res of s t a te policies and practi ces that influ en ced program su cce s s ; a n d

• i m p l i c a ti ons of these findings for Medicaid managed care policy makers .

The stu dy ex a m i n ed these issues by analyzing Na ti onal As s oc i a ti on of In su ra n ce

Com m i s s i on ers (NAIC) data from 1992-1998, devel oping a gen eral model of Medicaid 

m a n a ged care derived from previous re s e a rch , and intervi ewing participants who repre s en ted

d i f ferent roles in Medicaid managed care in ei ght focal state s . The data analysis built upon

our previous stu dy ’s ex a m i n a ti on of Medicaid HMOs and used similar com p a ri s on s . Th e

ei ght states sel ected for analysis because of t h eir diverse ex peri en ces with Medicaid 

m a n a ged care were Ari zon a , Ma ryl a n d , New Jers ey, O h i o, Tex a s , Vi r gi n i a , Wa s h i n g ton ,

and Wi s con s i n .

The findings high l i ght the high degree of va ri a ti on in state s’ gen eral program de s i gns and

i m p l em en t a ti on of Medicaid managed care ,i n f lu en ced in part by the gen eral managed care

envi ron m ent as well as by an indivi dual state’s managed care marketp l ace . Ad d i ti on a lly, t h e

f i n d i n gs em ph a s i ze ch a n ges in the state s’ programs over ti m e , su gge s ting that as state 

programs matu re , the rel a ti onship bet ween program managem ent and parti c i p a ting 

m a n a ged care plans may become more co ll a bora tive .

P a rticipation and Perf o rmance Tre n d s

Our findings em ph a s i ze that plans curren t ly parti c i p a ting in Medicaid are incre a s i n gly 

predom i n a n t ly Medicaid plans. Moreover, our findings su ggest that even though the 

avera ge health plan in the Un i ted States is opera ting at a loss, these predom i n a n t ly

Medicaid plans tend to perform bet ter than non - p a rti c i p a ting plans. An ex a m i n a ti on of

both parti c i p a ti on and perform a n ce trends provi des po s s i ble ex p l a n a ti on s . Pa rti c i p a ti on in

Medicaid (see Figure 1) incre a s ed bet ween 1992 and 1996, but level ed of f in 1997 and 1998.
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Over ti m e , the ch a racteri s tics of plans parti c i p a ting in Medicaid managed care have

ch a n ged sign i f i c a n t ly. Ma ny of the larger plans with small Medicaid mem berships as well

as publ i cly traded plans previ o u s ly in this market ex i ted , po s s i bly in re s ponse to 

i n su f f i c i ent en ro ll m ents to cover the ad m i n i s tra tive costs assoc i a ted with Medicaid 

m a n a ged care co u p l ed with the financial market pre s su res inhibi ting for- profit plans from

ei t h er en tering or remaining in Med i c a i d . The trend tow a rd predom i n a n t ly Medicaid plans

( s ee Figure 2) su ggests that these parti c i p a ting plans can focus on ex pertise with this 

s pecific pop u l a ti on while ach i eving the econ omies of scale nece s s a ry to spre ad the 

ad m i n i s tra tive costs assoc i a ted with Medicaid over a larger en ro ll m en t .

Although data on Medicaid product lines and on Medicaid-only plans that are not licensed

HMOs is not available, available data does demonstrate that plans not participating in

Medicaid experienced greater financial losses than those participating (see Figure 3). In

con tra s t , predom i n a n t ly Medicaid plans, wh i ch are usu a lly small er plans, a re 

performing bet ter than those with no or limited Medicaid mem bers h i p s . One ex p l a n a ti on for

these losses is the dra m a tic drop of com m ercial margi n s . The trend tow a rd high er perform a n ce

by predominantly Medicaid plans suggests that by concentrating on a single line of business

these plans gained the expertise and operational efficiencies not found by those with low

Medicaid enrollments.

Figure 1
HMO Participation Status in Medicaid
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Figure 2
Participation by Medicaid Membership Size

1992-1998

10%

20%

30%

40%

50%

60%

70%

80%

0%

1 9 9 2 1 9 9 3 1 9 9 4 1 9 9 5 1 9 9 6 1 9 9 7 1 9 9 8

Small (<26%)

Medium (26%-76%)

Large (>75%)



Pa rtn ership Pays: Making Medicaid Ma n a ged Care Wo rk in a Tu rbu l ent Envi ro n m en t iv

A General Model 

The earl i er CHCS stu dy of Medicaid managed care em ph a s i zed the com p l ex i ties of

program implem en t a ti on as well as the diverse stakeh o l ders and the nu m erous and of ten

i n terrel a ted activi ties invo lved . For this stu dy a mu l tiple com pon ent model was devel oped

and ref i n ed . Its five com pon ents are :

• G en eral De s i gn Fe a tu res—the basic program goals as well as the state’s stra tegies in

terms of m odel s , covered pop u l a ti on , and plan sel ecti on .

• Program Ma n a gem ent—the state agen c y ’s stru ctu re , ex perti s e , program exec uti on ,

and rel a ti onship with parti c i p a ting managed care plans.

• E nvi ron m ental and Con tex tual Factors—the stru ctu re and matu ri ty of the loc a l

m a n a ged care market , i n cluding the capac i ty and vi a bi l i ty of p l a n s .

• MCO Ch a racteri s ti c s — s pec i f i c a lly plan own ers h i p, m em bers h i p, ex peri en ce ,

n et work , and financial status of p a rti c i p a ting plans.

• Con tracts and Ra tes—the ra te level and ra te - s et ting process as well as the 

con tractual terms and overa ll program mon i toring and  su pervi s i on .

F i g u re 4 su ggests that the com pon ents can be ex a m i n ed indivi du a lly; in fact , e ach 

com pon ent is direct ly or indirect ly affected by other com pon en t s . The Gen eral 

Model served as the basis of i n tervi ews with indivi duals having different roles in the ei gh t

s t a te s’ progra m s

1 9 9 2 1 9 9 3 1 9 9 4

1 9 9 5 1 9 9 6 1 9 9 7 1 9 9 8

Figure 3
Level of Medicaid Participation 

% Operating Margin 1992-1998

-8%

-6%

-4%

-2%

0%

2%

4%

6%

-10%

Small (<26%)

Medium (26%-76%)

Large (>75%)



Pa rtn ership Pays: Making Medicaid Ma n a ged Care Wo rk in a Tu rbu l ent Envi ro n m en t v

Key Findings from Interv i e w s

Al t h o u gh diverse state ex peri en ces with Medicaid managed care were iden ti f i ed thro u gh

i n tervi ews , s ome com m on patterns em er ged .

• Af ter of ten tu mu l tuous program ro ll o ut s , most programs re ach ed  rel a tively 

s t a ble opera ti onal states du ring wh i ch parties began to focus on lon g - term 

program ref i n em en t .

• Rega rdless of wh et h er limited or unlimited bidding was ori gi n a lly initi a ted ,

the nu m ber of p a rti c i p a ting plans ulti m a tely dec re a s e s , ei t h er by de s i gn or 

m a rket com peti ti on .

• Those plans remaining in the Medicaid market wi ll be determ i n ed by local 

m a n a ged care market con d i ti ons and by the con f i g u ra ti on of trad i ti onal 

Medicaid provi ders .

• Con cerns abo ut ra te adequ acy are mod i f i ed by gre a ter understanding and 

coopera ti on bet ween programs and plans in the ra te - s et ting proce s s ; h owever,

gre a ter sen s i tivi ty to the costs assoc i a ted with ad d i ti onal con tract dem a n d s ,

p a rti c u l a rly data ga t h eri n g, is warra n ted .

• Al t h o u gh uncertain market con d i ti ons may con ti nue to thre a ten Medicaid man-

a ged care progra m s , c u s tomizing program de s i gn and plan sel ecti on  may ach i eve

s ome market manage a bi l i ty.

• S t a ble and matu re programs dem on s tra te the va lue of em bracing managed care

m odels and focusing atten ti on on qu a l i ty improvem en t .

Figure 4
Model of Medicaid-HMO Contracting
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• Pa rtn ership pays . Ma tu re programs are alre ady ex peri encing some of the ben efits of

co ll a bora tive lon g - term rel a ti onships bet ween Medicaid managed care progra m s

and plans.

Rega rdless of the rel a tive su ccess of a particular stu dy state , few repre s en t a tives intervi ewed

t h o u ght that the futu re of Medicaid managed care had stabi l i zed . No tewort hy was the

ack n owl ed gem ent that many states were alre ady looking ahead to con s i der the futu re form s

that Medicaid managed care might take .
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I n t roduction and Study Purpose
The ex peri en ce of s t a tes invo lved with Medicaid managed care programs con ti nues to va ry

gre a t ly. Some states have ex peri en ced con s i dera ble su ccess with their managed care 

i n i ti a tive s , as evi den ced by a diverse and stable set of p a rti c i p a ting plans. Ot h er states have

ex peri en ced disappoi n tm ents and difficulties marked by declining vi a bi l i ty and 

p a rti c i p a ti on among health plans. A growing body of re s e a rch indicates that Med i c a i d

m a n a ged care is a com p l ex undertaking that is being implem en ted and opera ted in an

u n s t a ble and uncertain managed care marketp l ace . As we con clu ded in our 1998 report

Medicaid and Co m m ercial HMOs: An At - Risk Rel a tionship ( Hu rl ey and Mc Cu e , 1 9 9 8 ) , it is

difficult to ascertain if Med i c a i d ’s ex peri en ce is specific to that public progra m , or if it is

em bl em a tic of the broader ch a ll en ges that all purch a s ers face in relying on health plans to

m eet their need s .

This stu dy updates earl i er findings in terms of plan parti c i p a ti on and perform a n ce in

Medicaid and ex p l ores the va ri a ti on in ex peri en ces among the state s . Ra te adequ ac y, wh i ch

receives con s i dera ble atten ti on in Medicaid managed care , cl e a rly influ en ces plan su cce s s

and su s t a i n a bi l i ty. However, c a p i t a ti on ra tes alone do not seem to determine su ccess or

f a i lu re . Our earl i er stu dy ’s intervi ews with health plan exec utives su gge s ted that many

o t h er factors influ en ce their dec i s i ons to en ter the Medicaid market and determine the

su ccess or failu re of t h eir Medicaid en de avors . These factors inclu de program de s i gn ,

i m p l em en t a ti on , and opera ti onal managem en t , as well as larger market forces that affect

the re adiness and wi ll i n gness of plans to en ter or to remain in Med i c a i d . Perhaps 

even more significant is the ex tent to wh i ch states proj ect a de s i re to devel op lon g - term

p a rtn erships with con tracting plans.

Ba s ed on our earl i er findings , we con clu ded that how and how well a state de s i gn s ,

opera te s , and manages its Medicaid managed care program is very important to its 

u l ti m a te su cce s s . By focusing on the ex peri en ces in a sel ected set of s t a te s , we have

a t tem pted to devel op a more com preh en s ive pictu re of what factors are causing va ri a ti on

in the state ex peri en ce s . Building on our previous stu dy, we initi a lly devel oped a 

con ceptual model of Medicaid managed care implem en t a ti on that incorpora tes a broad

ra n ge of f actors . We devi s ed an instru m ent to ex p l ore and en ri ch this model thro u gh 

interviews with representatives in eight states. Interview results were then analyzed across the

components of the model to understand how and why states’ approaches were adapted to fit

l ocal con d i ti ons and state - s pecific program aims. These re sults were con s i dered against the

b ack d rop of de s c ri ptive inform a ti on pre s en ted on plan parti c i p a ti on and perform a n ce , on

both a nati onal and a focal state level . F i n a lly, a discussion of the implicati ons of t h i s

re s e a rch is pre s en ted with the goal of aiding states in ach i eving gre a ter su ccess in thei r

Medicaid managed care initi a tive s .

Relationship to Prior Researc h

Our earlier CHCS study, among the first to focus specifically on Medicaid managed care

through the eyes and experiences of health plans, suggested that patterns of participation

were changing significantly. In the early 1990s, interest in Medicaid among plans serving 

predominantly commercial members surged as states pursued federal waivers to expand

mandatory managed care, creating a new and expansive pool of potential enrollment. This

enthusiasm was short-lived and by 1996,this tide of new participation had ebbed,though the

uneven implementation of managed care initiatives across the states made it difficult to

isolate this trend. Subsequent work (most notably Felt-Lisk et al., 1999), presents a clear 

indication that the peak of participation has passed,an observation well supported by media

accounts (Meyer, 1997; Langreth, 1998; Kilbreth, 1998). Several states found scheduled

geographic expansion stymied by plan withdrawals. Other states discovered insufficient
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numbers of plans wi lling to en ter their market s . Some states have even found that thei r

m a n d a tory programs are unsu s t a i n a ble because of declining plan parti c i p a ti on .

These trends are not unique to Med i c a i d . In many re s pect s , Med i c a re wi t h d rawals have

ga i n ed more notori ety — de s p i te the fact that Med i c a re HMO en ro ll m ent repre s ents less

than 15 percent of ben ef i c i a ri e s , as com p a red to Medicaid HMO pen etra ti on , wh i ch is

m ore than twi ce as high .L i kewi s e , the HMO indu s try has seen a significant reversal of for-

tune as dem on s tra ted by:

• declining prof i t a bi l i ty;

• su b s t a n tial declines in stock pri ces among publ i cly traded firm s ;

• m a j or retren ch m ent ef forts underw ay among bellwet h er not-for- profit plans like

Ka i s er and Ha rva rd Pilgri m ;

• f ren etic mer gers and acqu i s i ti on activi ty in the HMO indu s try; a n d

• l i m i ted and of ten unsu ccessful provi der- s pon s ored forays into the managed care

re a l m , de s p i te high ex pect a ti on s .

In ad d i ti on to these indu s try ob s erva ti on s , the Urban In s ti tute’s recent re s e a rch com p a ri n g

Medicaid capitati on ra tes ac ross states reve a l ed , as ex pected , great va ri a bi l i ty (Holahan et

a l , 1 9 9 9 ) . Perhaps most striking is the finding that there is very little correl a ti on bet ween

Medicaid paym ent ra tes and “m a rket - b a s ed pri ce s” (as measu red by Med i c a re A A P C C

ra te s ) . This is not nece s s a ri ly su rprising con s i dering that Medicaid fee - for- s ervi ce ra te s

h ave , in many instance s , been largely out of to u ch with market pri ces for similar servi ce s .

The fact that plans parti c i p a te in a produ ct line wh ere their paym ent ra tes may not be

d i rect ly linked to the cost of the servi ces that they are obl i ga ted to del iver provi des som e

su pport for the con ten ti on that parti c i p a ti on in Medicaid is influ en ced by factors other

than ra te s . This con clu s i on is con s i s tent with the findings of our previous CHCS stu dy,

wh i ch provi ded ob s erva ti ons gl e a n ed from intervi ews with health plan exec utives from 

25 com p a n i e s .

These findings motivated us to revisit and update past trends on HMO participation and

performance in the Medicaid product line. They also provide the foundation for a broader

f rame of referen ce to understand the com p l ex rel a ti onships among factors that affect the

su ccess of s t a tes that are en ga ged in Medicaid managed care . An ori ginal model guides this

i n qu i ry, with a series of i n tervi ews with participants in states with va ri ed ex peri en ces wi t h

t h eir Medicaid managed care progra m s . Those intervi ewed of fer diverse pers pectives and

u su a lly lon g - term invo lvem ent with their progra m s ; t hu s , t h eir ob s erva ti ons reveal how

s t a tes ad a pt and ad just to ch a n ging circ u m s t a n ces in managed care in gen era l , and in

Medicaid managed care in parti c u l a r.

An o t h er goal of this stu dy is to examine its findings in con ju n cti on with a para ll el stu dy of

Med i - Cal managed care ex peri en ces being con du cted by Laguna Re s e a rch As s oc i a tes for

the Med i Cal Policy In s ti tute of the Ca l i fornia Health Ca re Fo u n d a ti on . This analysis of t h e

t h ree disti n ct models of m a n a ged care being implem en ted ac ross Ca l i fornia co u n ties 

provi des an opportu n i ty to com p a re and con trast these programs with ob s erva ti ons from

the ei ght states inclu ded in the CHCS-su pported stu dy. The com bi n ed findings of t h e s e

t wo proj ects wi ll be incorpora ted in a fort h coming report .

M e t h o d o l o g y

This stu dy invo lved qu a n ti t a tive and qu a l i t a tive data co ll ecti on and the analysis and 

synthesis of data from both source s . Data was ex a m i n ed on a nati onal level as well as on

s t a te level using ei ght states iden ti f i ed for specific stu dy.
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Q u a n ti t a tive An a lys i s

The qu a n ti t a tive analysis uti l i zed 1997 and 1998 data from the NAIC filings that licen s ed

HMOs provi ded to state reg u l a tory bod i e s . The same data was used for the 1998 CHCS

s tu dy. The HMO data was analy zed on a nati onal basis to iden tify those parti c i p a ting in

Medicaid and the ex tent of t h eir parti c i p a ti on . Plan ch a racteri s tics sel ected for prof i l i n g

plans were those ch a racteri s tics used in the earl i er stu dy.

The database contains extensive financial performance indicators on individual HMOs at the

aggregate le vel (i.e., across lines of business). Several measures and ratios of performance

were created for each plan to assess how financial indicators varied across plans participating

and not participating in Medicaid, and across those with limited, moderate, and extensive

Medicaid membership. Combining the 1997 and 1998 data with the earlier data created

a seven-year pattern of participation and performance. In addition to compiling this 

information on a national basis,profiles of each of the eight states selected for this study were

constructed. Overall, this data forms a contextual picture of the managed care marketplace

within which states have attempted to launch or extend Medicaid managed care initiatives.

Q u a l i t a tive An a lys i s

The second com pon ent of the stu dy invo lved devel opm ent of a qu e s ti on n a i re to use in

con du cting intervi ews with indivi duals of fering va ri ed pers pectives on Medicaid managed

c a re implem en t a ti on and parti c i p a ti on in the ei ght focal state s . An ori ginal model based on

f i n d i n gs from the earl i er stu dy served as the fo u n d a ti on for a su rvey / i n tervi ew pro toco l

a ppropri a te to use with mu l tiple inform a n t s ,i n cluding state Medicaid of f i c i a l s , health plan

repre s en t a tive s , trade assoc i a ti ons (HMO and hospital assoc i a ti on s ) , and advoc acy gro u p s .

Sel ected indivi duals received let ters and fo ll ow-up ph one calls to en co u ra ge parti c i p a ti on

and sch edule intervi ews . All intervi ews were con du cted by ph on e , and re sults were 

recorded in wri t ten form . These findings were then co ll a ted ac ross states and intervi ewee

classes to su m m a ri ze according to the com pon ents of the model . In feren ces drawn from

the intervi ew synthesis, co u p l ed with de s c ri ptive  parti c i p a ti on and perform a n ce data, a re

su m m a ri zed in this report .

States Included in the Analysis

The study focuses on eight states chosen for their wide range of experiences,including diver-

sity within the state’s markets and plan withdrawals. The focal states included some that rely

exclusively on licensed HMOs and some with special Medicaid-created and regulated

m a n a ged care or ga n i z a ti on s ; most had a mix of Medicaid on ly and predom i n a n t ly 

commercial plans in their programs. The focal states’ experiences with mandatory HMO

enrollment ranged from only 2 years to 15 years.

Arizona: Arizona has the most mature,state-wide HMO enrollment program in the country,

the Arizona Health Care Cost Containment System (AHCCCS),dating from its original 1115

waiver issued in the early 1980s. The program weathered a turbulent start because of massive

administrative programs and the loss of several early participating health plans, many of

which were provider sponsored. After  major administrative redesigns and management

overhauls in the late 1980s, the program entered a lengthy period of stability and increasing

sophistication that continues. The Arizona program is widely recognized as a model for

success that other  states seek to emulate. Both TANF and SSI beneficiaries are enrolled in

plans that are selected through a carefully orchestrated competitive bidding process. The

number of awards is limited so that participating plans garner sufficient membership. The

AHCCCS believes competition should occur during the bidding process to ensure that only

carefully selected, qualified plans may participate. Most of the health plans serve primarily

Medicaid beneficiaries and Medicare members. Arizona collects and uses en co u n ter data
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ex ten s ively in program analysis and eva lu a ti on ,t h o u gh devel oping rel i a ble data was a lon g -

term proj ect . Health plans now sign five - year con tract s , with ra tes  su bj ect to annu a l

ad ju s tm en t . Al t h o u gh there have been few plan wi t h d rawals or dec i s i ons to not re - bid in

recent ye a rs , AHCCCS officials have en co u ra ged other plans to en ter the market and

a ppear sati s f i ed with the current level of i n terest shown in the progra m .

Maryland: Maryland operates a third generation managed care program implemented in

1996. This mandatory enrollment prepaid health plan for both TANF and SSI beneficiaries

followed a mandatory PCCM program (Maryland Access to Care or MAC) and a longstand-

ing voluntary HMO enrollment program. The state contracts with both licensed HMOs and

with provider-sponsored managed care organizations which, compared to HMOs, face

similar regulations but lower reserve requirements. The program, implemented on a

s t a tewi de basis, ex peri en ced probl ems with both plan wi t h d rawals and ad m i n i s tra tive 

d i f f i c u l ti e s , i n cluding ra te - s et ting disputes over state ad m i n i s tered ra te s . Ma j or ad m i n i s tra tive

and pers on n el ch a n ges have been made in the Medicaid agen c y, p a rti a lly because of t h e

m a n a ged care program. Maryland’s program design includes  a risk adjustment system that

is depen dent upon the su bm i s s i on of en co u n ter data from the plans to distri bute paym en t

ad ju s tm en t s . Al t h o u gh this sys tem is plagued by data su bm i s s i on difficulti e s , most parti e s

s ti ll bel i eve this is an appropri a te requ i rem en t . Ra te disputes have cen tered around initi a l

ra te set ting and upper paym ent level calculati on s . Plan wi t h d raw a l s , while introdu c i n g

s ome instabi l i ty, do not appear to be direct ly rel a ted to Medicaid ra te s , but several plans

h ave indicated that their con ti nu ed parti c i p a ti on hinges on the next set of ra tes to be

i s su ed . A scandal rel a ted to initial con tract aw a rds and ra te disputes re su l ted in legi s l a tive

i nvo lvem en t , but the agen c y ’s new leadership appe a rs to have broad - b a s ed su pport and

c red i bi l i ty because of its ef forts to ad d ress probl em s .

New Jersey: Although New Jersey’s history with Medicaid managed care initiatives dates back

to the ear ly 1980s, its new initiative to enroll TANF beneficiaries in HMOs on a mandatory

basis began with its sequential implementation in 1995. This program received  a high level

of interest among health plans and bids were awarded to all qualifying plans. Rates were

administered by the state and the state attempted to maximize plan participation to en su re

ch oi ces for ben ef i c i a ri e s . From the begi n n i n g, the state planned to make the progra m

m a n d a tory for SSI ben ef i c i a ri e s , but it purpo s ely sch edu l ed this to occur after the TA N F-

b a s ed program stabi l i zed . Ma rket instabi l i ty, i n cluding plan failu res and wi t h d raw a l s , h a s

c re a ted an atm o s ph ere of u n cert a i n ty for ben ef i c i a ries and provi ders . While mismanage-

m en t , not Medicaid ra te s , is seen as re s pon s i ble for plan failu re s , t h ere is wi de s pre ad 

con cern that the ra tes are inadequ a te and that the futu re depends on retaining the rem a i n-

ing plans. The progra m’s managem ent has received favora ble marks for its initial ef forts at

i m p l em en t a ti on , its ef forts to prom o te parti c i p a ti on , and its del i bera te approach to

ex tending the program to SSI ben ef i c i a ries (sch edu l ed for mid-2000). However, the futu re

of Medicaid managed care in New Jers ey is cl o u ded by an uncert a i n , tro u bl ed envi ron m en t

for managed care and by financial instabi l i ty in the hospital envi ron m en t .

O h i o : HMO en ro ll m ent in Ohio dates back to the mid-1980s, wh en a mandatory progra m

was initi a ted in one metropolitan co u n ty and vo lu n t a ry en ro ll m ent was perm i t ted in 

s everal others . In 1995, the state obt a i n ed an 1115 waiver de s i gn ed to expand el i gi bi l i ty and

to en ro ll Medicaid TANF and A F DC - rel a ted ben ef i c i a ries on a mandatory basis in all 

m etropolitan co u n ties in the state . In terest among health plans appe a red very high , and the

s t a te all owed all qu a l i f ying health plans to parti c i p a te in a state ad m i n i s tered ra te based

progra m . E n tering plans inclu ded both predom i n a n t ly com m ercial and Med i c a i d - on ly

plans repre s en ting establ i s h ed plans, n ew en tra n t s , and establ i s h ed plans that ex p a n ded to

o t h er markets ac ross the state . E a rly in the program ra tes were redu ced to increase state

s avi n gs that were needed to finance plan el i gi bi l i ty ex p a n s i on . Wh en our earl i er stu dy was
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con du cted in 1997, s ome plans were alre ady recon s i dering parti c i p a ti on . Su b s equ en t ly,

s everal plans have ei t h er failed or wi t h d rawn from Med i c a i d , and a nu m ber of the urb a n

a reas in the state have ex peri en ced con s i dera ble instabi l i ty. In ad d i ti on , s ome of the failed

plans left provi ders with su b s t a n tial unpaid claims and there has been a degree of

rec ri m i n a ti on , p a rti c u l a rly against the insu ra n ce reg u l a tors , for inadequ a te su pervi s i on .

More recen t ly, t wo urban areas (Dayton and Ci n c i n n a ti) discon ti nu ed their mandatory

HMO en ro ll m ent program wh en on ly one plan rem a i n ed in the market . Cu rren t ly the state

is making a con certed attem pt to attract new participants to bo l s ter the program and has

i n s ti tuted ra te increases to arrest plan ex i t s . Ob s ervers remain unsu re of the su ccess of

these rem edial ef fort s , and some think the state may have to launch altern a tive con tracti n g

m odel s ,i n cluding PCCM or po s s i bly sole source con tracti n g, to re s tore mandatory en ro ll-

m ent in all metropolitan are a s .

Te x a s : Texas has implem en ted an increm en t a l , mu l ti - m odel ex p a n s i on for Medicaid 

m a n a ged care dating back to a pilot program in Au s tin in the mid-1990s and ex ten ded this to

i n clu de several of the major metropolitan areas of the state . The program is pri m a ri ly 

t a r geted tow a rd TA N F / A F DC rel a ted ben ef i c i a ries except in Ho u s ton wh ere they have an

a m bi tious ri s k - b a s ed program that serves SSI-ben ef i c i a ries including those with dual 

el i gi bi l i ty for both ac ute and long term care servi ce s . The state has rel i ed on both a PCCM and

H M O - b a s ed stra tegy, typ i c a lly of fered side - by - s i de . Health plans have ex pre s s ed con cerns that

it is difficult for them to attract ben ef i c i a ries even in a mandatory en ro ll m ent envi ron m en t

wh en ben ef i c i a ries have the opti on to essen ti a lly remain with their ex i s ting pri m a ry care

physician and ex peri en ce few differen ces from fee - for- s ervi ce Med i c a i d . The bidding proce s s

has been con ten tious in some markets as the state has made limited nu m bers of aw a rd s .

Trad i ti on a lly high vo lume provi ders like public hospitals have been con cern ed abo ut inclu s i on

in net works and some have ch o s en to spon s or their own plans. HMO participants repre s en t

a broad spectrum of p l a n s . Some exits have been occ u rring in this market due to overa ll 

m a n a ged care tren d s , d i s a ppoi n ting perform a n ce for provi der spon s ored plans, and con cern s

in some markets abo ut ra tes that va ry con s i dera bly among metropolitan areas in the state .

De s p i te a som ewhat hostile legi s l a tive and policy envi ron m ent for managed care in this state ,

s t a te Medicaid officials receive praise for their con certed ef forts in prom o ting broad parti c i-

p a ti on in program planning, adopting a re a s on a ble approach to con tractual dem a n d s , a n d

maintaining an open dialogue with plans and provi ders . P l a n s , h owever, remain con cern ed

a bo ut ra te adequ ac y, the ex ten s ive reporting requ i rem ents assoc i a ted with parti c i p a ti on in

Med i c a i d , and the state’s con ti nu ed com m i tm ent to maintaining the PCCM progra m .

Vi rgi n i a : Af ter implem en ting a statewi de PCCM progra m , Vi r ginia of fered a vo lu n t a ry

HMO opti on to ben ef i c i a ries in 1994 in sel ected metropolitan areas wh ere HMO intere s t

ex i s ted . A mandatory program was implem en ted in eastern Vi r ginia in 1996 and a similar

program was implem en ted in cen tral Vi r ginia in 1999. E n ro ll m ent is mandatory for all

TANF and SSI ben ef i c i a ries with some exclu s i ons among the latter gro u p. Both of t h e s e

programs ga rn ered su b s t a n tial parti c i p a ti on from predom i n a n t ly com m ercial plans, wi t h

on ly one Med i c a i d - on ly plan parti c i p a ting in both market s . Ra tes now ad m i n i s tered by the

s t a te after an unsu ccessful ef fort with com peti tive bidding are gen era lly vi ewed po s i tively

by plans and other ob s ervers . No t a bly, Vi r ginia has no formal ri s k - ad ju s tm ent sch em e , but

plans have not ex pre s s ed con cern s , bel i eving that risk has been re a s on a bly well distri buted

a m ong plans. Data reporting has been probl em a ti c ; rel i a ble en co u n ter data is not ava i l a bl e

de s p i te the goal of using this data in futu re ra te - s et ting ef fort s . De s p i te program su cce s s e s

in eastern and cen tral Vi r gi n i a , the state’s two ef forts to launch a mandatory program in

n ort h ern Vi r ginia failed because it could not attract the requ i s i te two plans to parti c i p a te .

Ra tes have also been a con cern in nort h ern Vi r ginia and in other regi ons wh ere small er

nu m bers of el i gi ble pers ons are not geogra ph i c a lly con cen tra ted . On a more po s i tive note ,
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the state su cce s s f u lly persu aded  health plans to cover ru ral co u n ties in eastern and cen tra l

Vi r ginia wh ere they previ o u s ly had no com m ercial mem bers . The Medicaid agency was

m o tiva ted to do this because the state’s CHIP program sought to con tract with health plans

that were serving these ru ral co u n ti e s .

Wa s h i n g ton : L i ke Ma ryl a n d , Wa s h i n g ton had some lon gs t a n d i n g, but limited Med i c a i d

m a n a ged care ex peri en ce in a few loc a ti ons in the state . This ch a n ged dra m a ti c a lly wh en

the state implem en ted a va ri ety of health reform measu res in the early 1990s including a

com m i tm ent to move the A F DC pop u l a ti on into HMO en ro ll m ent even tu a lly on a

s t a tewi de basis. This was vi ewed as a re a s on a ble approach to expanding access to main-

s tream provi ders and ach i eving gre a ter cost con trol in a matu re managed care market .

Wa s h i n g ton has also worked hard to align purchasing approaches for public em p l oyee s ,

l ow income uninsu red pers on s , and Medicaid ben ef i c i a ri e s . Pa rti c i p a ti on among plans was

very high initi a lly, t h o u gh broader marketp l ace ch a n ge s , i n cluding declines in provi der-

s pon s ored plans and mer gers among com m ercial HMOs, h ave caused some loss of

participants. The state does not have any Medicaid-only plans, as plans have to also par tici-

pate, at a minimum, in the Healthy Families program. The state also made an unsuccessful

a t tem pt to expand en ro ll m ent to SSI ben ef i c i a ri e s , but had to abort this after a va ri ety of

probl ems led plans and the states to dec i de this was not fe a s i bl e . Wa s h i n g ton uses a 

com peti tive bidding process for determining ra tes to health plans, and in recent ye a rs , ra te s

h ave actu a lly exceeded targets set by the Medicaid progra m . This has ra i s ed con cerns abo ut

wh et h er the program is ach i eving cost savi n gs at this point and is likely to invi te cl o s er

s c ruti ny from state policy makers . Plans bel i eve that the state has become more prof i c i en t

in program managem en t , and note that this  is app a rent in a more sen s i ble approach to

con tractual dem a n d s . De s p i te plan dep a rtu re s , the program remains stabl e , t h o u gh 

con cerns were ra i s ed abo ut ru ral areas wh ere it is becoming incre a s i n gly difficult for plans

to nego ti a te ra tes with provi ders .

Wisconsin: A mandatory HMO enrollment program was implemented in Milwaukee for

AFDC beneficiaries in 1984 and continues to the present time. Since then, the state has

expanded enrollment in HMOs and has a chieved a high level of health plan participation. It

traditionally contracts with all qualifying licensed HMOs (currently 18),and has experienced

few withdrawals. Managed care is well accepted in Wisconsin and Medicaid has made a 

concerted effort to include a broad spectrum of plans.Only one plan is a Medicaid-only plan.

Rates are not a major source of conflict because rate increases are seen as necessary to retain

desirable contractors. Recently concerns have centered around whether rates are approach-

ing the UPL. Also, with the long history of mandatory HMO enrollment in the state, the 

fee-for-service base has lost meaning. Wisconsin requires plans to submit detailed utilization

data, already used to audit plan performance and cross-plan comparisons. Ultimately, this

data wi ll su pport futu re ra te devel opm en t . De s p i te the high degree of su ccess with 

the AFDC/TANF populations, there remains limited interest in making SSI enrollment

mandatory. Although some pilot programs were implemented, the general sentiment is that

human service programs in this state are already well-developed for this population and that

currently it is not necessary  to enroll these beneficiaries in HMOs. Wisconsin has been

praised for its sustained effort to promote participation among all interested parties and to

solicit input and feedback from a broad spectrum of community representatives.
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PA RT I: Overview of the Medicaid Managed Care Market
This secti on de s c ri bes the market trends in Medicaid managed care in terms of the 

ch a racteri s tics and the financial perform a n ce of plans on a nati onal level and in sel ected

s tu dy state s . The data sources and met h odo l ogical approach are discussed firs t , fo ll owed by

an analysis by plan ch a racteri s tics and financial perform a n ce ac ross all state s . F i n a lly,

a n a lysis of financial perform a n ce and plan parti c i p a ti on is pre s en ted for the ei ght sel ected

s tu dy state s .

Data Sourc e s

The HMO database of Health Ca re Inve s tm ent An a lyst In c . (HCIA) provi ded the financial

and opera ting inform a ti on used to ex p l ore parti c i p a ti on of the Medicaid market for the

1992-1998 peri od s . The total nu m ber of plans repre s en ted in the database incre a s ed from

471 in 1992 to 655 in 1998. Median va lues are used to of fs et the impact of o ut l i ers and

ex treme va ri a ti ons in financial measu re s . Ca uti on must be ob s erved wh en analyzing state

data because of the limited nu m ber of l i cen s ed HMOs within each state . H C I A’s database

obtains the financial and uti l i z a ti on data from the filings su pp l i ed by the licen s ed health

plans to their re s pective state insu ra n ce reg u l a tors . The data su bm i t ted to the Na ti on a l

As s oc i a ti on of In su ra n ce Com m i s s i on ers (NAIC) fo ll ows their recom m en ded reporti n g

form a t . Un fortu n a tely, for the state of Ari zona none of the licen s ed HMOs parti c i p a te in

Med i c a i d . Al s o, for each year we were unable to iden tify the profit status and chain affilia-

ti on for a small nu m ber of p l a n s .

Methodology 

HMOs va ry on a nu m ber of s i gnificant dimen s i on s . Un derstanding each of these 

d i m en s i ons provi des insights into how the managed care indu s try has re s pon ded to the

opportu n i ties and ch a ll en ges of Med i c a i d . More import a n t ly, u n derstanding these 

d i m en s i ons may show how the rel a tive con tri buti on of e ach indu s try segm ent servi n g

Medicaid has ch a n ged du ring the seven ye a rs stu d i ed . The dimen s i ons inclu de plan 

ch a racteri s tics (i.e., chain affiliati on , profit status and Medicaid mem bership size) and 

m a rket segm ent (i.e., Blue Cross for- profit and non - prof i t , p u bl i cly traded for- prof i t , a n d

o t h er for- prof i t , and non - profit HMOs and other non - prof i t s ) . Within these dimen s i on s ,

we analy zed the data by frequ ency and by financial perform a n ce on a nati onal basis. For

the ei ght sel ected stu dy state s , we eva lu a ted financial ra tios by parti c i p a ting and non -

p a rti c i p a ting plans in Med i c a i d .

Profit St a tu s

Al t h o u gh the for- profit (FP) or not-for- profit (NFP) status disti n cti on appe a rs cl e a r, s om e

excepti ons ex i s t . Some FP plans are wh o lly - own ed su b s i d i a ries of NFP or ga n i z a ti ons (e. g. ,

s ome Blue Cro s s - s pon s ored HMOs) and do not meet the tax-exem pt status of t h eir paren t .

Si m i l a rly, m a ny NFP hospital-spon s ored HMOs are for- prof i t , with the HMO cl a s s i f i ed as

an insu ra n ce produ ct . In other cases, these HMOs are for- profit because of the pre s en ce of

prof i t - s h a ring arra n gem ents with physicians or equ i ty partn ers .

Own ers h i p

Own ership refers to wh et h er a plan is publ i cly or priva tely hel d . Pu bl i cly held HMOs are

own ed by shareh o l ders , and the stock is traded on an exch a n ge . Priva tely held plans are not

open ly traded , and own ership may be limited to one or a limited nu m ber of own ers (e. g. ,

i nve s tors , hospital con s orti a ) . No te that FP plans are not alw ays publ i cly hel d , i n clu d i n g

HMOs own ed by mutual insu ra n ce com p a n i e s . For ex a m p l e , plans held by Pru den tial and

New York Life were on ce own ed by their policy holders and were not open ly traded . Bo t h

of these companies were su b s equ en t ly purch a s ed by Aetna US He a l t h c a re , a publ i cly 

traded corpora ti on .
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The dimen s i ons of profit and own ership have po ten tial implicati ons for Medicaid parti c i p a-

ti on . FP plans, rega rdless of t h eir own ership cl a s s i f i c a ti on , a re under pre s su re to dem on s tra te

s a ti s f actory retu rns to ju s tify the capital inve s tm en t . However, ex ternal scruti ny and appra i s a l

by market analysts is aimed at publ i cly, not priva tely held plans. Al t h o u gh NFP plans’

m o tiva ti on for en tering the Medicaid market may be “m i s s i on - d riven ,” t h eir need to rem a i n

f i n a n c i a lly vi a ble and to gen era te excess revenues over ex penses of ten mirrors FP plans.

Other Characteristics

Several basic attri butes that may help to distinguish among HMOs are :

• Chain. Plans operating in a single mar ket are dependent upon building membership

from a cross-section of residents in their service area and must consider all possible

market segments, including Medicaid. In contrast, chain or multi-market plans enter

markets where they expect to succeed by building membership around their market

niche, which may or may not include Medicaid. Chain or multi-market plans may

also enter the Medicaid market to capitalize on potential economies of scale.

• Membership Size. Historically, most HMOs have had little Medicaid business, so their

memberships were exclusively commercial or a mix of commercial and Medicaid.

Although the past few years have seen a surge of plans into the Medicaid market,

most aim to limit their exposure to Medicaid and still maintain a commercial 

orientation.A second,smaller group of plans serves predominantly Medicaid 

beneficiaries, accompanied by some public employees or public-assistance enrollees.

This second group of plans is highly dependent upon Medicaid policies and 

payments and, until recently, provided the bulk of HMO enrollment.A small but

growing number of entrepreneur-developed plans target Medicaid as a niche market.

• Med i c a i d - On ly MCO s. An esti m a ted 3 to 4 mill i on ben ef i c i a ries are not inclu ded in

this analysis because they are in exclu s ive Medicaid plans not under the purvi ew of

s t a te insu ra n ce reg u l a tors (the data source for this stu dy ) . Med i c a i d - on ly MCOs

not licen s ed by insu ra n ce dep a rtm ents inclu de som e , but not all , of the capitated

plans spon s ored by high vo lume Medicaid provi ders (e. g. , physician or ga n i z a ti on s ,

p u blic hospitals or com mu n i ty health cen ters ) . Provi der- s pon s ored Med i c a i d - on ly

plans play a significant role in several state s .

Fi n a n cial Perfo rm a n ce Ra ti o s

A significant limitati on of the financial perform a n ce data from HCIA is that it repre s en t s

overa ll plan financial perform a n ce for all lines of business for the health plan, not on ly the

Medicaid line of bu s i n e s s . Financial perform a n ce data provi des an obj ective eva lu a ti on and

s erves as the spri n g boa rd for futu re financial assessments of the plans. Four key opera ti n g

m e a su res shed ad d i ti onal light on po s s i ble differen ces among plans in this market . Th e

four ra tios that signal financial stabi l i ty are :

• Opera ting margin ra tio - m e a su res the amount of opera ting income earn ed from

i n su ra n ce revenu e s . The opera ting margin ga u ges how well a plan con trols its 

m edical and ad m i n i s tra tive ex pen s e s , and how well it earns a profit from its 

opera ti ons ra t h er than from its inve s tm en t s . Plans with lower opera ting losses or

s m a ll er nega tive opera ting margins have bet ter financial perform a n ce than plans

with high er opera ting losses or larger nega tive opera ting margi n s .

• Ad m i n i s tra tive cost ra tio - m e a su res the proporti on of i n su ra n ce revenue do ll a rs

paid out in ad m i n i s tra tive ex pen s e s .

• Medical loss ra tio - m e a su res the proporti on of i n su ra n ce revenue do ll a rs paid out

in medical cl a i m s .

• Eq u i ty ra tio (net wo rth / total assets) -m e a su res the amount of equ i ty cushion of

the plan rel a tive to its total asset base. This ra tio measu res the capital re s erves of a

plan as well as its financial solven c y.
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Financial Perf o rmance of HMOs for All States 

F i g u re 1 provi des a broad analysis of opera ting profits for health plans du ring the 1990s.

The avera ge health plan in the Un i ted States curren t ly opera tes at a loss. While plans 

obvi o u s ly aim for po s i tive opera ting margi n s , those plans with lower opera ting losses are

n ow outperforming the indu s try as a wh o l e . For all HMOs in the database, opera ting 

m a r gins dec re a s ed after 1994. The median opera ting margin decl i n ed from .02 in 1993 to

-.07 in 1997 and 1998. Rising medical costs con tri buted to this decline in opera ting 

m a r gi n s . In 1995, the medical loss ra tio rose to .93 in 1998 from .85 in 1994. Convers ely,

the ad m i n i s tra tive cost ra tio stabi l i zed bet ween .15 and .16 after 1996. Nega tive margi n s

also con tri buted to the ero s i on of the capital cushion of health plans, with the equ i ty ra ti o

declining to .31 in 1998 from a high of .40 in 1995. In short , declining prof i t a bi l i ty amon g

HMOs is attri but a ble to increasing medical costs that diminish the capital re s erves of

health plans.

Financial ratio

Medical loss ratio

Administrative cost ratio

Operating margin ratio

Equity ratio

Operational Definition

(Medical expenses + Hospital expenses)/ Insurance revenues

Administrative expenses / Insurance revenues

(Insurance revenues-Total operating expenses)/Insurance

revenues

Net worth (equity) / Total assets

Insurance revenues = (Fee-for-service revenues + Premium
revenues + Medicare revenues + Medicaid revenues)

Table 1
The opera ti onal def i n i ti ons for each of these ra tios appear in Ta ble 1.

Figure 1
HMOs All Plans % Operating Margin
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Pa rti ci pa tion in Medicaid HMOs by Plan Chara cteri s ti cs for All St a te s

The HMO database of Health Ca re Inve s tm ent An a lyst In c . (HCIA) provi ded the financial

and opera ting inform a ti on used to ex p l ore the Medicaid market for the 1992-1998 peri od .

Fu rt h er el a bora ti on was provi ded by data from the Am erican As s oc i a ti on of Health Plans

( A A H P ) . The total nu m ber of plans repre s en ted in the database incre a s ed from 471 in 1992

to 655 in 1998. Median va lues of fs et the impact of o ut l i ers and ex treme va ri a ti ons in finan-

cial measu re s .

The number of plans participating in the Medicaid market steadily increased during the

1992-1997 period and leveled off to 226 plans in 1998 (see Figure 2). However, the 

characteristics of the participating plans varied across different types of plans. The percent-

age of participating plans associated with chains increased to 53% in 1995, declining to

around 36% of all plans in 1998.

In the area of profit statu s , the nu m ber of FP plans parti c i p a ting in Medicaid incre a s ed

s h a rp ly from 42% in 1992 to 58% in 1996, and rem a i n ed above 55% for 1997-1998 (see

F i g u re 3). Du ring this same peri od the nu m ber of NFP plans parti c i p a ting in Med i c a i d

dec re a s ed from 58% in 1992 to 42% in 1996, fo ll owed by a slight increase to 45% in 1998.

Ex a m i n a ti on of plan own ership rel a tive to profit status sheds light on these ch a n ge s .

Figure 2
HMO Participation Status in Medicaid Managed Care 1992-1998
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Figure 3
HMO Participation by Profit Status

1992-1998
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HMO participation in Medicaid by Medicaid enrollment indicates that over the 1992-1998

period the majority of the plans participating in Medicaid were plans with small Medicaid

enrollments. After 1994 a downward trend  occurred for small Medicaid enrollment plans,

while participation by plans with medium and large Medicaid enrollments increased (see

Figure 4). In 1998,however, plans with small Medicaid enrollments declined while plans with

medium and large enrollments increased. The small Medicaid membership category fell from

71% of all plans in 1994 to 51% of all plans in 1998, while plans in the large category more

than doubled from 11% in 1992 to 23% in 1998. This trend verifies that a substantial 

number of new entrants either are entering the market as medium to predominantly

Medicaid plans, or are moving rapidly from a small to large Medicaid membership. This shift

in membership also verifies that plans with small Medicaid membership are leaving the

Medicaid market.

F i g u re 4.

As Figure 5 shows , as early as 1992 the highest percen t a ge invo lvem ent in Medicaid was

Ot h er NFP plans, with 44% parti c i p a ti on . Ot h er NFP plans decl i n ed to 29% in 1996, but

i n c re a s ed to 37% parti c i p a ti on by 1998. For publ i cly traded plans, p a rti c i p a ti on ra te s

pe a ked at 24% in 1995 and decl i n ed to 15% by 1998. From 1993 to 1998, Ot h er FP plans

i n c re a s ed each year to a high of 32% in 1998, wh i ch is the second highest parti c i p a ti on ra te .

In the HMO Group (now known as the Alliance for Community Health Plans),participation

remained below 9% for each year, with a 6% participation rate in 1998. For Blue Cross NFP

plans, Medicaid participation declined from 7% in 1993 to 4% in 1998; FP Blues also

declined from 9% in 1996 to 7% in 1998.

The recent trend indicates that publ i cly traded plans and plans with small percen t a ges of

t h eir en ro ll m ents in Medicaid are leaving the Medicaid managed care bu s i n e s s . The growt h

in Medicaid managed care is occ u rring among plans that are ei t h er priva tely hel d , for- prof-

i t , or other non - profit plans, and among plans with large Medicaid en ro ll m en t s .

Figure 4
HMO Participation by Medicaid Membership Size

1992-1998
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Membership in Medicaid HMOs for All States 

An important qu e s ti on is wh et h er the ch a n ge in the distri buti on of Medicaid mem bers h i p

is ac ross all plan types or wh et h er, de s p i te its growt h , most of the mem bership rem a i n s

clu s tered around Ot h er FPs and Ot h er NFPs . F i g u re 6 provi des part of the answer. Ot h er

F Ps ex peri en ced the highest growt h , acco u n ting for 37% of the en ro ll m ent in 1998,

com p a red to on ly 13% in 1992. Ot h er NFPs incre a s ed sligh t ly to 30% in 1998, while bo t h

FP and NFP Blues showed marginal growth to 15% in 1998, up from 11% in 1992. In 

con tra s t , p u bl i cly traded plans ex peri en ced the gre a test decl i n e , f a lling from 34% in 1992

to 13% in 1998. The incon clu s ive pictu re of plan tax status may ref l ect state licen su re ,

ra t h er than corpora te mission .

Determining whether a growing number of Medicaid beneficiaries are being “mainstreamed”

into fully regulated HMOs is also unclear from this data. Enrollment data (see Figure 7)

shows that the number of beneficiaries enrolled in plans with a small Medicaid membership

grew by 18% between 1992 (39%) and 1996 (57%). By 1998,however, small Medicaid mem-

bership plans dipped to 38% of total Medicaid enrollment. In contrast, the Medicaid mem-

bership in plans with large Medicaid enrollments more than doubled, increasing to 36% in

1998 compared to 14% in 1993. This suggests a decrease in participation in Medicaid by

HMOs with small Medicaid enrollments. However, interpretation of this trend data is diffi-

cult because the data does not include the growing number of Medicaid-only plans in states

with 1115 waivers.

Figure 5
HMOs Participation in Medicaid 
by Market Segment 1992-1998
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Figure 6
Medicaid HMO Membership by

Market Segment 1992-1998
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Fi n a n cial Perfo rm a n ce by Medicaid Pa rti ci pa tion and Si ze for All St a te s

Figure 8 presents the financial analysis by Medicaid participation status. From 1992 through

1993,HMOs offering Medicaid products earned slightly higher profits. After 1994, both plans

with and without Medicaid products incurred operating losses,although participating plans

experienced operating losses that were less than half of those of non-participating plans.

Slightly higher administrative cost and medical loss ratios appeared to result in higher

operating losses for Medicaid non-participants. Operating losses eroded the equity cushion

of participating plans at a greater rate than for non-participating plans. This suggests that the

equity reserves of non-participating plans were preserved because of size and returns of their

investment accounts. From 1992 to 1994, close to 70% of participating plans earned a 

profit, compared to only 55% of non-participating plans. A reversal occurred after 1994:

Only 29% of participating plans  earned a profit in 1996 and by 1998 this percentage dropped

to 23%. In contrast, only 14% of non-participating plans earned a profit in 1996 and by 1998

this percentage increased only slightly, to 18%.

Figure 7
Medicaid HMO Membership by Plan Size

1992-1998
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Figure 8
Medicaid Participation Status %
Operating Margin 1992-1998
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Figure 9 presents the financial analysis by size of Medicaid enrollment. Plans with higher

percentages of Medicaid enrollees earned higher profits in 1992 and 1993 than plans with

small or medium Medicaid enrollments. After 1994, operating profit margins for larger

Medicaid plans declined considerably, from .01 in 1995 to -.07 in 1997. These operating 

losses stemmed from the higher administrative cost ratios of the larger plans, which reflects

the administrative burdens of managing enrollees in this line of business, specifically the

turnover among Medicaid enrollees and extensive contract and reporting requirements. In

1998, the trend reversed, and plans with larger Medicaid enrollments incurred lower

operating losses than either smaller Medicaid enrollment plans or non-participating plans.

Declining administrative costs contributed to these lower losses (see Figure 10); however, the

administrative ratio of 18% for larger Medicaid plans is still higher than for plans in the other

s i ze categori e s . These predom i n a tely Medicaid plans are small er in terms of overa ll 

enrollment-median enrollment of 45,500 compared to median enrollment of 142,600 for

plans with a small Medicaid size enrollment. Smaller enrollments hamper the ability to

achieve economies of scale in administrative costs.

However, as noted in Figure 7, a greater percentage of total Medicaid enrollment shifted

toward predominately Medicaid plans, which may be creating the critical economies of scale

needed to spread fixed administrative costs and reduce operating losses. The medical loss

ratio for predominately Medicaid plans grew at a slower rate (from .82 in 1995 to .89 in 1998)

relative to small enrollment plans, which grew at a higher rate (.88 in 1995 from .93 in 1998)

as shown in Figure 10. The equity cushion of predominately Medicaid plans declined signif-

icantly from .45 in 1993 to .27 in 1997,and then increased slightly to .29 in 1998. Conversely,

non-participating plans reported higher equity cushions, which only declined to .34 in 1998.
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Figure 9
Level of Medicaid Participation % Operating Margin 1992-1998
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Figure 10
Level of Medicaid Participation
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Analysis of Financial Perf o rmance and Plan Participation in Study States

As Figure 1 illu s tra ted , in recent ye a rs the median prof i t a bi l i ty of HMOs thro u gh o ut the

U. S . decl i n ed dra m a ti c a lly. O f i n terest to this stu dy is how our ei ght stu dy states com p a re

with this nati onal tren d .

Ari zon a : Medicaid data was not ava i l a ble for Ari zona because all plans parti c i p a ting in

Medicaid are not licen s ed HMOs. However, the gen eral opera ting margin trend of

Ari zon a’s HMOs not in Medicaid ( see Figure 11) su ggests that these plans are financially

s tron ger than com p a ra ble plans nati on a lly. Ari zona plans opera ted close to bre a keven over

the past two ye a rs .

Maryland: In Maryland, plan participation in Medicaid grew from 15% in 1992 to 33% by

1998. Maryland HMOs in Medicaid followed national trends and generated slight profits

f rom 1992 to 1994 (see Figure 12). Convers ely, n on - p a rti c i p a ting plans had gre a ter 

variation in profitability in 1994 through 1995. Following national trends,a downward trend

in profit margins occurred for HMOs in Maryland. Non-participating plans incurred greater

losses than those in the Medicaid market . Non - p a rti c i p a ting plans saw their 

operating losses increase to -.14 in 1998 from -.08 in 1996.A higher medical cost ratio, which

grew to 1.00 in 1998 from .92 in 1996, was the main factor behind this operating loss.

Figure 11
Arizona’s HMOs
Non-Participating

% Operating Margin 1992-1998
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Figure 12
Maryland’s Medicaid Participating Status
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New Jers ey: In New Jers ey, plan parti c i p a ti on in Medicaid incre a s ed from 14% in 1992 to 38%

in 1998. The opera ting margin ra tios for parti c i p a ting and non - p a rti c i p a ting plans flu ctu a ted

s i gn i f i c a n t ly du ring this stu dy peri od (see Figure 13). In con trast to the nati onal median oper-

a ting margi n , HMOs parti c i p a ting in Medicaid saw their opera ting margin ra tio more than

do u ble from .03 in 1992 to .07 in 1994. Af ter 1994, the opera ting margin ra tio for these plans

decl i n ed dra m a ti c a lly to -.05 in 1997. In con trast to the nati onal norm s , HMOs 

p a rti c i p a ting in Medicaid lowered their opera ting losses to -.03 by 1998, while non -

p a rti c i p a ting plans’ opera ting losses rem a i n ed close to the nati onal med i a n . Declining 

m a r gins among parti c i p a ting plans are attri but a ble to the rise in the ad m i n i s tra tive 

cost ra ti o.

O h i o : In Ohio, plan parti c i p a ti on in Medicaid decl i n ed from 41% in 1992 to 32% in 1998.

From 1992 to 1995, the prof i t a bi l i ty of plans in the Medicaid market was sligh t ly high er than

the nati onal median opera ting margin (see Figure 14). Af ter 1995 the trend revers ed dra m a t-

i c a lly, with plans in and out of the Medicaid market incurring opera ting losses. Pa rti c i p a ti n g

plans ex peri en ced gre a ter declines in their opera ting margins than com p a ra ble plans 

n a ti on a lly. For parti c i p a ting plans, the opera ting losses grew to -.10 in 1998 from -.03 in 1996;

for non - p a rti c i p a ting plans, the opera ting losses decl i n ed to -.07 in 1998 from -.11 in 1997.

Hi gh er medical costs led to the high er opera ting losses for plans in and out of Med i c a i d .

Figure 13
New Jersey’s Medicaid Participating Status
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Figure 14
Ohio’s Medicaid Participating Status
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Te x a s : In Tex a s , plan parti c i p a ti on in Medicaid incre a s ed from 5% in 1993 to 26% in 1998

( s ee Figure 15). The prof i t a bi l i ty of p a rti c i p a ting plans exceeded nati onal avera ges unti l

1 9 9 5 , wh en plans in and out of the Medicaid market  opera ted at a loss. By 1998 opera ti n g

losses rose sign i f i c a n t ly to -.12 for non - p a rti c i p a ting plans and to -.10 for parti c i p a ti n g

p l a n s , exceeding the avera ge losses incurred by HMOs nati on a lly. These significant losses

s tem from rising medical and ad m i n i s tra tive co s t s .

Virginia: In Virginia, plans did not participate in Medicaid until 1995. By 1998, 38% of the

plans participated in Medicaid. Plans in the Medicaid market incurred operating losses that

significantly exceeded the national averages. However, from 1996 to 1998,participating plans

improved to a breakeven point (see Figure 16). In contrast, non-participating plans saw their

operating losses fall to -.15. Participating plans improved their profit positions by controlling

their medical loss ratios.

Figure 15
Texas’s Medicaid Participating Status
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Figure 16
Virginia’s Medicaid Participating Status
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Wi s con s i n : In Wi s con s i n , plan parti c i p a ti on in Medicaid incre a s ed from 22% in 1992 to

70% in 1998 (see Figure 17). Pa rti c i p a ting and non - p a rti c i p a ting plans showed on ly sligh t

va ri a ti ons in their opera ting margin ra tios over the stu dy peri od . With the excepti ons of

1 9 9 2 , 1 9 9 5 , and 1997, the opera ting margins of plans in Medicaid rem a i n ed at or sligh t ly

bel ow the bre a keven points for each ye a r. Non - p a rti c i p a ting plans fo ll owed nati onal 

p a t terns by showing a downw a rd trend in opera ting profits from 1992 thro u gh 1994.

Af ter 1995, n on - p a rti c i p a ting HMOs incurred opera ting losses that were less than the

n a ti onal standard s .

Washington: In Washington, plan participation in Medicaid increased from 22% in 1992 to

50% in 1998 (see Figure 18). Both participating and non-participating plans experienced

significant reversals in profitability. In 1993 and1994, non-participating plans earned higher

profits than those in Medicaid. After 1996, plans in and out of the Medicaid market lost

money, with participating plans experiencing greater losses than non-participating plans.

The operating margin for plans in Medicaid dropped to -.20 in 1998. Higher m ed i c a l

ex penses con tri buted to these opera ting losses.

Figure 17
Wisconsin’s Medicaid Participating Status

% Operating Margin 1992-1998

-5%

-4%

-3%

-2%

-1%

0%

1%

2%

3%

4%

1993 1994

1995 1997 1998

Participating

Non-Participating

1992

1996

Figure 18
Washington’s Medicaid Participating Status
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S u m m a ry Analysis of State Data

The analysis of HMO parti c i p a ti on in Medicaid in these ei ght states found parti c i p a ting plans

in on ly two states opera ting at or above a bre a keven poi n t . However, while parti c i p a ti n g plans

in the remaining states are incurring operating losses,their losses are comparable or less than

those reported by non-participating plans.

In 1998, plans participating in Medicaid in Virginia and Wisconsin operated at or above

breakeven. However, non-participating plans in Virginia incurred operating losses, while 

participating plans in Wisconsin operated close to breakeven. Both participating and non-

participating plans in Ohio, Texas, and Washington incurred significant operating losses in

1998. Those plans participating in Medicaid in New Jersey and Maryland operated at losses,

but at lower levels than non-participating plans. For all the states except Maryland and

Wisconsin, plans participating in Medicaid reported lower equity cushions than non-

participating plans. Lower equity indicates that these plans may lack the capital reserves to

cover shortfalls in profitability. Thus, both the financial stability and the risk of failure for

plans particip a ting in Medicaid are or should be con cerns for state policy makers .
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PA RT II: A General Model Of Purchaser and Seller
Contracting In The Medicaid Market
Previous re s e a rch has dem on s tra ted that the implem en t a ti on of Medicaid managed care 

programs is a com p l ex and of ten con ten tious process invo lving many stakeh o l ders and

nu m erous activi ti e s . To examine this proce s s , a mu l tiple com pon ent model was con s tru cted

a n d , t h ro u gh su b s equ ent itera ti on s , ref i n ed . F i g u re 19 illu s tra tes that the dec i s i ons of

p u rch a s ers (state and/or co u n ties) and sell ers (managed care or ga n i z a ti on) are shaped by

f ive gen eral factors :

• G en eral De s i gn Fe a tu re s

• Program Ma n a gem ent At tri butes 

• E nvi ron m en t a l / Con tex tual Factors

• MCO andCon tractor Ch a racteri s ti c s

• Con tractual Terms and Ra te s

No single factor can be studied by itself. Each is affected directly and indirectly by other

components of the model. Nonetheless, focusing on how the purchaser-seller transaction is

affected by the other factors highlights the many decision points and considerations that

impact the success of a purchaser’s efforts to buy high quality managed care services for

its beneficiaries.

General Design Features 

These inclu de the basic goals of the state’s Medicaid managed progra m : for wh i ch and how

m a ny ben ef i c i a ries is managed care en ro ll m ent sough t , and what model or models of

m a n a ged care it plans to adopt . These dec i s i ons are com m on ly influ en ced by past state

ex peri en ce with managed care progra m s , the ex tent to wh i ch  program de s i gn affects or is

a f fected by other public programs (su ch as mental health or public health), and wh et h er

the state is planning a program with or wi t h o ut carveo ut s . In ad d i ti on , G en eral De s i gn

Fe a tu res inclu de the stra tegic planning for proc u rem ent and solicitati on of plan parti c i p a ti on :

what plans (including trad i ti onal HMOs and perhaps non - trad i ti onal plans) wi ll qu alify to

p a rti c i p a te ,h ow they wi ll be sel ected , and if the nu m ber of aw a rds wi ll be limited , or made

to all qu a l i f ying bi d ders .

Figure 19
Model of Medicaid-HMO Contracting
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P rogram Management 

In tervi ews with health plan exec utives in our earl i er stu dy su gge s ted that states va ry 

d ra m a ti c a lly in ex peri en ce and com peten ce in implem en ting managed care initi a tive s .

Because most Medicaid agencies were largely fee - for- s ervi ce cl a i m s - processing en ti ti e s

u n til very recen t ly, re a l i gning functi ons with the new re s pon s i bi l i ties accom p a nying the

Medicaid program requ i res major re s tru ctu ri n g. New skill sets and new initi a tives requ i re

an ex ten s ive com m i tm ent of re s o u rces to planning, or ga n i z i n g, and exec uting ti m e -

s en s i tive implem en t a ti on s . False start s , s ch edule slipp a ge , or failu re all have adverse 

i m p l i c a ti ons for plans. O ut s o u rcing functi ons to ex ternal parties (e.g. , en ro ll m ent 

bro kers / ben efits co u n s el ors) may of fs et ex pertise and re s o u rce def i c i encies and impact

m a rket en try and ex i t . Overa ll , the qu a l i ty of the rel a ti onship bet ween Medicaid staff

m em bers and health plan repre s en t a tives appe a rs to sign i f i c a n t ly influ en ce the wi ll i n gn e s s

of plans to stay com m i t ted to the Medicaid produ ct line.

E n v i ronmental and Contextual Factors 

Dec i s i ons abo ut de s i gn and implem en t a ti on are influ en ced by the rel evant managed care

m a rket , p a rti c u l a rly its stru ctu re and com peti tiven e s s . By understanding the rel evant 

m a n a ged care market , p u rch a s ers hoping to introdu ce Medicaid managed care can assess

the po ten tial interest and re adiness of HMOs to en ro ll Medicaid ben ef i c i a ri e s . The market’s

m a tu ri ty and life cycle stage ref l ect wh et h er establ i s h ed plans in high ly pen etra ted market s

perceive Medicaid as an opportu n i ty for growt h , or wh et h er new en trants see Medicaid as

an opportu n i ty for initial mem bership bu i l d - u p. In ei t h er case, assessing plan capac i ty for

n ew en ro ll m ent growth is cri ti c a l . The provi der market stru ctu re ref l ect s , to some ex ten t ,

provi ders’ wi ll i n gness to parti c i p a te in managed care net works serving Medicaid 

ben ef i c i a ri e s, and wh et h er ra tes and other terms are attractive en o u gh to all ow plans to

build su s t a i n a ble del ivery sys tem s . The de s i gn dec i s i ons that shape plan qu a l i f i c a ti on s

determine wh et h er provi der- s pon s ored plans wi ll become integral parts of m a n a ged care

i n i ti a tive s . Trad i ti onal Medicaid provi ders are a cri tical con s i dera ti on because of i n tere s t

in pro tecting them , easing their tra n s i ti ons into managed care arra n gem en t s , or po s s i bly

prom o ting the devel opm ent or spon s orship of t h eir own health plans.

MCO Characteristics 

A number of health plan characteristics appear to influence the long-term viability and 

stability of a managed care program. Previous research found  that different rates of partici-

pation across different types of ownership (local versus chain) and different membership

composition (ranging from entirely Medicaid membership to overwhelmingly commercial

membership) may influence expectations and decisions among Medicaid program managers.

Although state Medicaid agencies may not explicitly promote or avoid Medicaid-only plans,

they are likely to be attentive to this dimension.Plans also vary in terms of their maturity and

experience in local markets and across varied product lines.A number of respondents to this

study recommended that state Medicaid agencies use plan maturity and  experiences to assess

the likely commitment o f plans to stay in markets. Finally, the financial conditions of the

plans with which Medicaid agencies are contracting is critical,particularly the extent to which

they are dependent on Medicaid rates to remain viable. Plans highly reliant on Medicaid 

revenues could become vulnerable given unexpected or dramatic rate cuts. On the other

hand, plans incurring substantial losses in commercial or other lines of business may be

unwilling to remain in a low or no margin line of business like Medicaid in the long run.
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Contracting and Rates

Ul ti m a tely, the rel a ti onship bet ween purch a s ers and sell ers is form a l i zed by the con tract ,

wh i ch sets mutu a lly binding com m i tm en t s . The ra te devel opm ent process is also cri tical in

i n f lu encing this rel a ti on s h i p, i n cluding the ex tent to wh i ch plans are invo lved in and

i n form ed abo ut this proce s s . The met h od of ra te determ i n a ti on is also sign i f i c a n t .

Wh et h er states have adopted risk ad ju s tm ent met h ods or other tech n i ques to miti ga te or

limit risks also influ en ces plan sati s f acti on .

The non-financial terms in the contract are increasingly important as states become 

more detailed and demanding. This may lead to a misalignment between demands and

expectations, and to an unwillingness to pay commensurately with those requirements.

Supervisory and reporting activities, especially encounter data reporting, are frequent

sources of conflict between state agencies and health plans. The duration of contracts was

also identified in our earlier survey as an important issue, with plan managers contending

that by cultivating longer term relationships with health plans,state Medicaid agencies could

create a climate of collaboration and partnership.

Figure 20 presents the full model. This full model served as the foundation for the telephone

survey instrument used in this study. Interviews with individuals from eight states were

designed to test the model and to explore the interrelationships among its components.

Figure 20
Model of Medicaid-HMO Contracting

General Design Features
Environmental and

Contextual Factors

Program Management MCO Characteristics

Contracts and Rates
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State or County
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(MCO)

Program goals/aims 

Model mix (PCCM and HMO)

Number of eligible lives

Alignment with other public p rograms

Carveouts/exclusion
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Traditional Medicaid providers

Competitiveness of market

Life-cycle of plans in market

Current plan capacity

Agency structure

Staffing/Expertise

Plans/Timetables

Relationship with plans

Enrollment/choice structure
Rates-bidding, negotiating

Rate adequacy/adjustments

Contractual terms-reporting, etc.

Duration of contracts

Oversight and monitoring     

Ownership
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Experience

Network

National/local

Financial status
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PA RT III: Key Perceptions of 
State Medicaid Managed Care
The previ o u s ly de s c ri bed model of Medicaid managed care was ex p l ored and en ri ch ed by

i n tervi ews with key ob s ervers repre s en ting different roles (state progra m , provi der,

advoc a te , plan exec utive , trade assoc i a ti on) in the ei ght focal state s . The tel eph one su rvey

i n s tru m ent that guided the intervi ews appe a rs in the Appen d i x . In gen era l , t h ere was a

h i gh degree of con f i rm a ti on within states on many issu e s . S t a keh o l der pers pectives were

less likely to be uniform ac ross state s , ref l ecting the fact that state - l evel programs va ry su b-

s t a n ti a lly and participant vi ewpoints are shaped by practical ex peri en ce , not theoreti c a l

preferen ce . The intervi ew findings are discussed according to each com pon ent of t h e

m odel .

General Design Feature s

Pro gram Ai m s

Re s pon dents overwh el m i n gly iden ti f i ed the pri m a ry and secon d a ry aims for their state s’

Medicaid managed care programs as the familiar dual goals of cost savi n gs and acce s s

en h a n cem en t . Most thought that over ti m e , cost savi n gs had become a less prom i n ent goa l ,

in part because state agen c i e s’ ex pect a ti ons became more modest or because they 

d i s covered that their pursuit of exce s s ive savi n gs could jeop a rd i ze their progra m s . The 

rel a tive import a n ce of access as an explicit aim depen ded on how probl em a tic access had

been pri or to implem en ting the Medicaid  managed care initi a tive .

In some matu re progra m s , s en ti m ent is shifting tow a rd qu a l i ty improvem ent as a pri ori ty.

The em phasis on qu a l i ty improvem ent usu a lly is assoc i a ted with a rel a tively stable state

progra m , the ava i l a bi l i ty of qu a l i ty data, and the devel opm ent of re a s on a ble perform a n ce

ben ch m a rk i n g. Al t h o u gh few differen ces among stakeh o l ders within states em er ged from

the inqu i ry abo ut state program aims, t h ere was one excepti on : Plan and provi der 

repre s en t a tives ten ded to see cost savi n gs as more important than Medicaid officials did.

Mod el Sel e cti o n

All of the focal states had a mandatory HMO enrollment strategy operating in at least part of

t h eir state . The opportu n i ty to move tow a rd full - risk con tracting to obtain more 

predictability in payment was the most common reason cited for embracing a Medicaid

managed care program. Respondents perceived HMOs as growing rapidly in the private

sector and as a more advanced form of managed care relative to primary care case manage-

ment (PCCM) programs; thus, it was a desirable model to promote. In some states the

opportunity to offload administrative costs to plans was noted as appealing to state agencies,

especially when contrasted with the administrative burdens of a PCCM program.

The maturity of the managed care market, coupled with the presumed level of interest

among HMOs to serve the Medicaid population typically signaled the market readiness

desired for states to initiate mandatory programs. Many respondents were surprised by the

initial enthusiasm of plans, which was directly proportional to the size of their potential

Medicaid enrollments. However, because of changing market conditions, some states had to

modify schedules and target implementation, often delaying plans to enter some markets by

Most observers thought that over time, cost savings had become a less prominent goal, in

part because state agencies’ expectations became more modest or because they discovered

that their pursuit of excessive savings could jeopardize their programs.
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several years. Many observers,including those from both plans and state agencies, found that

having a single point of accountability was a substantial improvement over fee-for-service,

and they genuinely thought HMOs could improve quality. By contracting with only licensed

HMOs rather than some other types of partially or fully capitated plans,the states’ programs

could rely on another state agency for supervision and  avoid development of a regulatory

apparatus themselves.

C a rve ou t s ,Excl u s i o n s ,and Ex em pti o n s

S t a tes va ry su b s t a n ti a lly on the ex tent to wh i ch their programs inclu de groups other than

TANF (AFDC) wom en and ch i l d ren . The re a s ons for carving out , exclu d i n g, and exem pt-

ing other pop u l a ti ons ref l ect many con s i dera ti on s , most beyond the scope of this stu dy.

However, this stu dy did ex p l ore wh et h er dec i s i ons to inclu de or exclu de special need 

pop u l a ti ons had an impact on the re adiness and wi ll i n gness of plans to parti c i p a te in the

Medicaid managed care progra m . Two disti n ct pers pectives were arti c u l a ted . Ma ny state s

and plans thought  that initi a lly serving on ly the TANF pop u l a ti on on a mandatory basis 

was sen s i ble and pru den t . Ex ten s i on of the managed care program to more needy 

populations would risk creating additional problems for beneficiaries, special ne ed service

providers, and advocates, as well as complicating the administrative difficulties associated

with rates and the selection criteria. The consensus of those endorsing carveouts was clear :

including these additional groups could jeopardize the entire managed care effort.

In con tra s t ,h owever, s ome re s pon dents thought that all en tering plans should be ex pected

to serve the full spectrum of Medicaid ben ef i c i a ri e s ; these indivi duals also argued that 

s pecial need pop u l a ti ons could ben efit more from managed care than more healthy wom en

and ch i l d ren . Faced with the ex pect a ti on of s erving special need cl i en t s , those plans not

prep a red to make bona fide com m i tm ents to the Medicaid market would be less likely to

en ter. S t a te officials in some states agreed , t h o u gh they unders tood that accel era ti n g

en ro ll m ent to inclu de special need pop u l a ti ons requ i red an ad m i n i s tra tively sound 

program and ra i s ed the stakes if su ch a program failed . At the time of the intervi ews , a

nu m ber of the parti c i p a ting states sti ll did not have firm ti m et a bles for ex tending 

m a n d a tory HMO en ro ll m ent to large bl ocks of SSI (ABD) ben ef i c i a ri e s .

Q u a l i f ying Pl a n s

As noted above , s everal states con tracted with on ly licen s ed HMOs, a step that simplified

su pervi s i on by placing re s pon s i bi l i ty for mon i toring on another state agen c y. However,

s ome states all owed  the qu a l i f i c a ti on process to be shared , at least in part , with the agen c y

re s pon s i ble for Medicaid managed care ; in these instances other types of m a n a ged care

or ga n i z a ti ons could qualify to con tract on a full - risk basis. This altern a tive approach all ows

trad i ti onal provi der or ga n i z a ti ons to parti c i p a te on a full risk basis in the form of a

provi der- s pon s ored or ga n i z a ti on , ei t h er perm a n en t ly or on a tra n s i ti onal basis, u n til they

Many observers, including those from both plans and state agencies, found that having a

single point of accountability was a substantial improvement over fee-for-service, and they

genuinely thought HMOs could improve quality.

…some respondents thought that all entering plans should be expected to serve the full

spectrum of Medicaid beneficiaries; these individuals also argued that special need

populations could benefit more from managed care than healthy women and children.
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obtain full HMO licen su re . This is one of s everal stra tegies states em p l oyed to pro tect 

trad i ti onal Medicaid provi ders . It is also a stra tegy that is re - em er ging as an opti on 

fo ll owing HMO wi t h d rawals from some state market s , and as the lon g - term vi a bi l i ty of t h e

conven ti onal HMO is qu e s ti on ed

S ol i ci ting Bids or Proposals and Making Awa rd s

One of the most significant differen ces among re s pon dents cen tered around the va lue of

making the bidding process com peti tive , i n cluding set ting pre - determ i n ed limits on the

nu m ber of aw a rd s . S h a red pers pectives em er ged within state s , not within ro l e s .

The argument for making awards to all qualifying bidders sought to maximize choice oppor-

tunities for beneficiaries and to encourage extensive plan participation, particularly among

new entrants into Medicaid. These goals could potentially enhance credibility and political

support for the program by involving a large number and broad spectrum of health plans.

However, this approach risks allowing more bidders than the market can sustain, thus 

creating potential instability and dislocation for beneficiaries. With unlimited awards, plans

lacking commitment might enter the Medicaid market temporarily. With unlimited awards

plan membership could be diluted,thereby undermining plan commitment to investment in

this product line. In addition, the sup ervisory process would be burdened by an increased

number of participating plans.

The argument for limiting the nu m ber of aw a rds assumes that the bidding process is a

m ore rel i a ble and re a s on a ble site for com peti ti on , and that less qu a l i f i ed plans wi ll be 

el i m i n a ted at this poi n t . Ri gorous sel ecti on cri teria can requ i re evi den ce of com m i tm en t

and anti c i p a ted vi a bi l i ty. By limiting aw a rd s , winning plans receive more su b s t a n tial 

m em bers h i p s , t hus increasing the va lue of t h eir bi d , and the larger mem bership may

redu ce the state’s need to of fer high er ra tes to attract preferred plans. Th i s , in tu rn , l e ads to

l on ger- term rel a ti on s h i p s ,m ore stabi l i ty for mem bers , and a gre a ter likel i h ood that inve s t-

m ents in genuine qu a l i ty improvem ent wi ll be  made . Plan mon i toring and su pervi s i on are

also en h a n ced because less qu a l i f i ed plans are exclu ded .

The argument for limited awards received more support in theory than in practice for two

reasons. First, in evaluating market instability, most states contend that awarding a limited

nu m ber of aw a rds places them in prec a rious po s i ti ons and gives su rviving plans 

disproportionate leverage in their relationships with the state agency. This was the particular

concern among state officials; some had planned to trim the number of participating plans

as their programs matured, but found that plan exits had left them with too few surviving

plans to risk further reductions. The other reason for not limiting the number of awards was

the anticipation of political pressure or judicial appeals if certain plans failed to receive

awards. Complicating the reality of limiting bids were serious questions about the states’

expertise to make valid decisions about qualifying plans, particularly in the initial stages of

their programs.

P rogram Management

Im pl em en t a tion and Opera ti o n s

Because the focal states had ex peri en ce with one or more mandatory program ro ll o ut s ,

i n qu i ries abo ut implem en t a ti on and ti m et a bles were vi ewed as appropri a te . De s p i te many

e a rly probl em s ,m ore recent implem en t a ti on tasks were perform ed re a s on a bly well , su bj ect

One of the most significant difference among respondents centered around the value of

making the bidding process competitive, including setting predetermined limits on the

number of awards.
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to the state agen c i e s’ re s o u rce limitati on s . While our earl i er stu dy found plans very cri ti c a l

of del ays and slipp a ge in program initi a ti on , the current appraisals were more to l erant or

ack n owl ed ged improved perform a n ce by the state staff. Re s pon dents cl a i m ed the state

a gency had more re a l i s tic assessments of the time and ef fort needed to launch progra m s ,

as well as a more stable envi ron m ent than du ring the nu m erous Secti on 1115 waivers in

the mid-1990s.

Another factor influencing perceptions about the pace of implementation was the recogni-

tion that extending mandatory programs to special need populations is a more challenging

process than implementing programs for TANF women and children. It is also apparent that

a number of Medicaid agencies are now undergoing major structural modifications to align

their functions more fully with the managed care strategies they are implementing. Among

the focal states, only Arizona currently manages its program in an entirely separate agency,

due in part to the very different origins of Medicaid in that state.

Experi en ce and Experti se of St a te St a f f Mem bers 

Ju d gm ents abo ut the com peten ce of pers ons (or indivi duals) re s pon s i ble for managi n g

Medicaid programs va ri ed sign i f i c a n t ly among  state s . Most state staff remain in tra n s i ti on

f rom fee - for- s ervi ce back gro u n d s . Hi ring and salary limitati ons have impeded Med i c a i d

a gencies from attracting some of the nece s s a ry ex perti s e . However, s ome key staff m em bers

in many of the state agencies are vi ewed as crucial to program su ccess because of t h ei r

com peten ce and con ti nu i ty. In several state s , recent hires are bo l s tering internal capac i ty

and assisting in the convers i on process from a fee - for- s ervi ce cl a i m s - p aying agen c y. In

ad d i ti on , s t a te agencies have rel i ed ex ten s ively on con sultants in some cri tical areas (e. g. ,

actu a rial servi ce s , con tract devel opm ent and nego ti a ti on , i n form a ti on sys tems) in part

because mon ey for con tract servi ces is of ten more re ad i ly acce s s i ble than for hiring 

perm a n ent staff.

An important but unanti c i p a ted issue that arose in discussions abo ut staffing was the ro l e

that state legi s l a tu res can, do, and should play in the Medicaid managed care progra m . A

nu m ber of ob s ervers stre s s ed that the com peten ce with wh i ch state agencies manage thei r

programs direct ly affects the ex tent to wh i ch legi s l a tive “ i n terferen ce” can be avoi ded . Th i s

vi ew was com m on ly shared by state staff and by most re s pon den t s , who ten ded to see ri s k s

in micro - m a n a gem ent by el ected of f i c i a l s . Some re s pon den t s , h owever, of fered a sligh t ly

d i f ferent vi ew. Th ey con ten ded that el ected officials need to “be in the loop” but in a 

p u rpo s ely cra f ted ro l e , su ch as a legi s l a tive su pervi s ory body. This arra n gem ent wo u l d

en su re that legi s l a tors are en ga ged in what is inescapably a public proce s s , in the event that

plans need an avenue for reco u rs e .

Rel a tionships Among St a keh ol d ers

In the eight focal states, the relationship between the state Medicaid staff and various stake-

holders was generally characterized by a high level of interaction and, in some cases,

collaboration. This contrasts with findings in the earlier study, which underscored many

states’ failure to pursue and achieve partnership relationships,particularly between plans and

Medicaid agencies. Virtually every state had fostered the participation of multiple parties in

program planning, implementation scheduling, contract crafting, and rate development—at

least in terms of informing plans about the rate-setting process.Stakeholders recognized and

appreciated these efforts and saw them as cultivating long-term relationships. A sense of

A number of respondents stressed that the competence with which state agencies manage

their programs directly affects the extent to which legislative “interferences” can be avoided
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partnership was seen as particularly valuable for problem identification and resolution,early

intervention to preempt potential crises, and fuller appreciation for rationales behind 

policies and practices.

In some state s , re s pon dents iden ti f i ed specific events that con tri buted to this em er gi n g

p l a n - program ra pport : plan ex i t s , the refusal of plans to bid on new are a s , or impasses over

ra te nego ti a ti on . In other cases, n ew pers on n el in key po s i ti ons launch ed con certed

a t tem pts to en ga ge va rious stakeh o l ders to ad d ress program probl em s . Because these 

com m ents came from re s pon dents repre s en ting all pers pective s , it is clear that the qu a l i ty

of these rel a ti onships sign i f i c a n t ly influ en ces a state’s abi l i ty to cre a te an envi ron m ent for

con s tru ctive probl em solvi n g.

En roll m ent and Choice 

Re s pon dents were asked abo ut their ex peri en ces with en ro ll m ent bro kers , the most 

commonly out-sourced Medicaid managed care function.Our earlier study found numerous

concerns about the potentially adverse impact of enrollment brokers on health plans by

either creating confusion or bias in the enrollment and auto-assignment processes. There was

also concern about the competence of brokers at that time, fueled by some notable failed

contracts between states and enrollment brokers. The sentiment toward the enrollment 

broker is becoming more positive. States officials contend that enrollment brokers have

added value in the plan selection process and have met critical needs in terms of personnel

and expertise,especially during periods of rapid expansion. Interviewees representing plans

were also more supportive of the broker function and, while concerns remain about

enrollment brokers creating another barrier to effective plan-to-beneficiary communication,

most think the programs generally benefit from their use. However, the majority of those

interviewed emphasized that regardless of the effectiveness of enrollment brokers, clients

continue to need more and better education on how to navigate the managed care world. A

few states are  broadening the role of brokers to address this concern.

E n v i ronmental and Contextual Factors

Ma n a ged Care Ma rket Stru ctu re

S t a tes pursuing mandatory HMO en ro ll m ent targeted those areas with establ i s h ed HMOs

in the market , and with a minimum of t wo or more plans wi lling to parti c i p a te . This has

re su l ted in an urb a n - ori en ted stra tegy, at least initi a lly, t h o u gh several of the focal state s

su cce s s f u lly influ en ced plans to ex tend their servi ce areas to locales wh ere they previ o u s ly

h ad little or no com m ercial pre s en ce . Most re s pon dents did not anti c i p a te the level of

i n terest in en tering the Medicaid market by plans du ring the program implem en t a ti on

peri od in the early to mid 1990s. The previ o u s ly discussed nati onal trend illu s tra ted the

su r ge in en try wh i ch corre s ponds with the peri od of gen eral pro s peri ty in the HMO indu s-

try. At that time the prevailing indu s try con s en sus saw mem bership as crucial to ach i ev-

ing market standing and en h a n ced nego ti a ting levera ge with provi ders . The Medicaid mar-

ket appe a red to of fer rapid growth with its promise of m a n d a tory en ro ll m en t .

The en suing ye a rs bro u ght significant indu s try ch a n ges including dra m a tic losses, p l a n

f a i lu re s , provi der con s o l i d a ti ons and pushback , i n tense con su m er back l a s h , and ex ten s ive

reg u l a tory impo s i ti on s . The indu s try re s pon ded to these pre s su res by mer gers and acqu i-

s i ti ons and by a ren ewed interest in sac rificing mem bership growth for improved prof i t

m a r gi n s . In terest in en tering new lines of business waned , and plans caref u lly eva lu a ted

those produ cts and business lines with  losses or low margi n s . Thu s , as plan wi t h d raw a l s

f rom Medicaid parti c i p a ti on occ u rred in several state s , few new en trants came forw a rd to

rep l ace them . In ad d i ti on , as a re sult of m er gers and acqu i s i ti on s , the total nu m ber of p l a n s

ava i l a ble to en ter the Medicaid market plu m m eted , f u rt h er impacting program stabi l i ty

and reten ti on .
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Health Plan Ma tu ri ty and Perfo rm a n ce

By design,most states’ selection processes encouraged plan participation in an effort to max-

imize choice opportunities for beneficiaries. As noted earlier, this sometimes meant attract-

ing plans with limited experience with Medicaid or with the target markets.Given Medicaid’s

history of participation problems among providers,these efforts seemed sensible at the time.

Several observers recognized that this could lead to an excessive number of participating

plans, but over time market forces would reduce participants. We noted in our earlier report

that the “survival of the fittest” approach was generally unpopular with established plans,

especially those with longstanding interest in serving Medicaid members.

In retro s pect , the sen ti m ent in a nu m ber of s t a tes is that more sel ectivi ty du ring progra m

i n i ti a ti on might have redu ced market tu rbu l en ce . But as discussed earl i er, it is unclear that

s t a te agencies could have su cce s s f u lly den i ed parti c i p a ti on to any but the most inferi or of

p l a n s . In some state s ,a f ter many firms en tered the market , the financial pictu re deteri ora t-

ed in unanti c i p a ted ways , and sign i f i c a n t ly so in states wh ere ra tes were su m m a ri ly redu ced

or wh ere ra te set ting or bidding led to no incre a s e s . Al s o, as the financial perform a n ce of

plans decl i n ed , even plans that initi a lly had had a lon g - term com m i tm ent to Med i c a i d

recon s i dered their con ti nu ed parti c i p a ti on .

Plan In terest In and Capa ci ty For Medicaid  

The extent to which respondents saw maximizing  participation from predominantly

commercial plans as both a program goal and a realistic objective  varied among states; in

contrast, there was consensus on this issue within states. A number of states found b roadly

based interest in serving a Medicaid membership and, because many states were committed

to a licensed HMO strategy, it was assumed that many plans would enter this market. Few

states anticipated a surge of Medicaid-only plans when they launched mandatory programs.

Notably, this has changed over time,and now there is a greater expectation that new entrants

may be Medicaid-only plans, particularly provider-sponsored Medicaid plans. Expected

enrollment also led states to believe that they would need to attract established plans with the

capacity to absorb a large number of new members  because, at that time, Medicaid-only

plans were typically small and generally considered incapable of rapid expansion. Several

respondents observed that many commercial plans did not understand the key differences

between serving Medicaid members and serving their commercial customers, thus limiting

their participation.

Readiness of Tra d i tional Provi d ers

An important dimension of capacity to serve Medicaid beneficiaries is the extent to which

providers who traditionally serve this population are included in the participating plans’

networks. Many of these traditional providers had limited managed care experience and

some had unique payment arrangements that could be jeopardized by a Medicaid managed

care contract.Likewise, some plans worried that the inclusion of these networks,particular-

ly if mandated, might interfere with their ability to credential their network members as

required by NCQA accreditation, or give these providers excessive negotiating leverage.

Historically, in some states with PCCM programs, Medicaid agencies were tolerant of

indigenous providers who struggled to meet staffing and coverage requirements. This left

plans in the unenviable position of having to exclude key providers, in some cases even local

health departments, from their networks.

These con cerns have su b s i ded ac ross most of the states as plans and trad i ti onal med i c a l

provi ders have devel oped more po s i tive accom m od a ti on s . This has re su l ted from more

su btle and opera ti on a lly meaningful requ i rem en t s , l i ke geogra phic acce s s i bi l i ty, ra t h er

than from mandates on inclu s i on . In fact , even plans with sizable com m ercial provi der
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n et works have augm en ted their net works with trad i ti onal Medicaid provi ders to meet

access standards and build mem bers h i p. This may indicate that com m ercial HMOs have

f a i l ed to integra te Medicaid pati ents into their broader com m ercial net work s , t h o u gh this

i s sue is not ex p l i c i t ly ex a m i n ed here .

Paym ent amounts and paym ent ti m eliness are points of i n c re a s ed fri cti on bet ween

Medicaid plans and trad i ti onal provi ders , a con f l i ct wh i ch also mirrors plan-provi der 

rel a ti onships out s i de of the Medicaid market . The adequ acy of provi der paym ent appe a rs

d i rect ly linked to capitati on ra te adequ acy issu e s . Thu s , in many state s , plans and provi ders

a re align ed in their ef forts to get state officials to ad d ress the ra te issu e .

Characteristics of Participating MCOs

S t a ti s tical profiles on plan parti c i p a ti on appear earl i er in this report and illu s tra te that 

p a rti c i p a ti on has ch a n ged over ti m e . Those intervi ewed  from the ei ght focal states el a bo-

ra ted on these trends based upon their ex peri en ce s .

Plan Own ership and Mem bers h i p

Ch a n ges in the types of plans parti c i p a ting in Medicaid programs usu a lly  ref l ect plan ex i t s .

Plans with more limited Medicaid mem berships were more likely to leave , of ten bec a u s e

t h ey had failed to attract su f f i c i ent en ro ll m en t s . Usu a lly these plans were predom i n a n t ly

com m ercial HMOs that were slow or hesitant to en ter this market , or they were plans that

were not well known to ben ef i c i a ri e s , or plans that lacked  familiar provi ders in their 

n et work s . Th ere was also a sense that for- profit plans were under more pre s su re to 

maintain accept a ble financial perform a n ce (espec i a lly publ i cly traded plans). G iven 

declining prof i t a bi l i ty ac ross the HMO indu s try as a wh o l e , m a ny of these com p a n i e s

retren ch ed , wi t h d rawing from both lines of business and geogra phic market s . The en d

re sult was incre a s ed rel i a n ce by Medicaid programs on predom i n a n t ly Medicaid plans,

t h o u gh within the ei ght focal states  this was less evi dent than the nati onal stati s tics ref l ect .

Loc a lly head qu a rtered plans ten ded to remain in the Medicaid market s , rega rdless of

own ership type , ju s ti f ying the vi ew of s ome ob s ervers that these plans de s erve more 

f avora ble con s i dera ti on in the sel ecti on proce s s . Al tern a tively, s ome mu l ti - s t a te plans that

focus spec i f i c a lly on Medicaid have su cce s s f u lly en tered markets by dem on s tra ting thei r

a bi l i ties to build local net works and to manage care ef fectively. A few states in this sample

prom o ted , or at least su pported , the devel opm ent of provi der- s pon s ored managed care

or ga n i z a ti ons to fac i l i t a te provi der tra n s i ti on into managed care , and to en su re an 

adequ a te nu m ber of con tracting opti on s .

In most instances these were Med i c a i d - on ly plans. The lon g - term reten ti on of these plans

is cl o u ded by the ex pected adverse ef fects of the Ba l a n ced Bu d get Act of 1997 parti c u l a rly

rel a ted to incre a s ed su pervi s ory demands that both plans and some states con s i der

u n n eeded and bu rden s om e . In su m m a ry, most ob s ervers saw wi t h d rawals as bo t h

i n evi t a ble and, in many cases, adva n t a geous by all owing the remaining plans to incre a s e

t h eir mem berships wh en ex i ting plan mem bers were red i s tri buted . In the past two ye a rs ,

m em bership growth thro u gh red i s tri buti on has become more significant as the nu m ber of

el i gi ble pers ons in Medicaid dec re a s ed .

In summary, most observers saw withdrawals as both inevitable and, in many cases,

advantageous by allowing the remaining plans to increase their memberships when exiting

plan members were redistributed.
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Plan Co m m i tm ent and Co n ti nu ed Pa rti ci pa ti o n

Those interviewed in the focal states think that plan withdrawals are plateauing and 

remaining plans appear relatively stable and committed to the Medicaid product line.A few

states are experiencing friction arising from the extent to which Medicaid participation is

linked to Children’s Health Insurance Program (CHIP) participation, but this is not 

expected to result in plan exits. One point of contention is whether plans participating in

Medicaid must also agree to be CHIP plans. In addition, some plans are concerned that the

rates set for CHIP members may not adequately reflect their expected levels of utilization due

to demand for services among previously uninsured persons. State Medicaid personnel are

anxious that the further loss of plans could put them in a vulnerable position in negotiations,

because remaining plans may seek more favorable terms by threatening to withdraw,

possibly costing the state a mandatory program.

Ma ny state s , u n certain abo ut the futu re de s i gn of m a n a ged care plans and the managed

c a re marketp l ace , a re looking at other opti ons beyond full - risk HMO con tracti n g. For

s om e , this could mean moving to altern a tives to ri s k - b a s ed arra n gem en t s ,i n cluding direct

con tracting with provi der net work s . For others , it could mean initi a ting or ex p a n d i n g

PCCM progra m s , e s pec i a lly to serve areas wh ere HMOs are unlikely to ven tu re . S ti ll 

o t h ers are looking at more innova tive risk or parti a l - risk arra n gem ents with em er gent 

en ti ties and en terpri s e s . Su ch planning seems both inevi t a ble and de s i ra ble for forw a rd -

thinking purch a s ers to con s i der what form the next gen era ti on of m a n a ged care wi ll take .

Fi n a n cial Co n d i tion and St a bi l i ty

Am ong the most notable devel opm ents since our earl i er stu dy of HMO parti c i p a ti on and

perform a n ce is the rel a tively sharp decline in overa ll indu s try financial perform a n ce . Th e

m a n a ged care indu s try is sign i f i c a n t ly less prof i t a ble than it was in the mid-1990s, forc i n g

plans to become more judicious in eva lu a ting their market opportu n i ties and leading som e

to drop unprof i t a ble produ ct lines. Plan wi t h d rawals from Medicaid appear to ref l ect this

tren d . Al t h o u gh our data do not ad d ress this direct ly, one ex p l a n a ti on is that com m erc i a l

produ ct line margins have ex peri en ced the gre a test losses because of s m a ll or no prem iu m

ra te incre a s e s . As a re su l t , the differen ce bet ween Medicaid ra tes and com m ercial ra tes may

be less than in the past, at least in those states that have con ti nu ed to increase Med i c a i d

p aym ent ra te s . In some state s , Medicaid opera ting margins may be high er than 

com m ercial margi n s ,t h o u gh the high er ad m i n i s tra tive costs in the Medicaid program may

of fs et these ben ef i t s .

Some states in the survey experienced recent health plan insolvencies, though the extent to

which Medicaid rates or other policies contributed to this is unclear. Most informants 

attributed these failures to poor management and/or weak supervision by regulatory

authorities. The financial performance of Medicaid-only plans was not seen as a particular

problem in the study states, possibly because these plans are generally stable and well-

managed. It is more difficult to evaluate provider-sponsored plans because their financial 

s i tu a ti ons are sign i f i c a n t ly influ en ced by their rel a ti onships with their spon s ori n g

Many states, uncertain about the future design of managed care plans and the managed

care marketplace, are looking at other options beyond full-risk HMO contracting.

In all of the states,there is a keen sense among all parties that fair and appropriate

capitation rates are critical to maintaining viable programs in the future.
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organizations. Respondents from the states reported that there was little concern that special

payment terms to protect or preserve these provider-sponsored plans were currently

needed. In all of the states, there is a keen sense among all parties that fair and appropriate

capitation rates are critical to maintaining viable programs in the future.

Contracts and Rates

Co n tra ct Co n tent and Change s

A major con cern ra i s ed by health plans is the perceived misalign m ent bet ween what state

a gencies are seeking and what they are prep a red to pay thro u gh their capitati on ra te s . In recen t

ye a rs con cern had incre a s ed as vi rtu a lly all states incre a s ed the nu m ber and 

s pec i f i c i ty of demands placed on health plans to en h a n ce acco u n t a bi l i ty and to sys tem a ti c a lly

increase performance. Those interviewed found even more troubling contracted standards of

performance that were perceived as unrealistic and significantly greater than the baseline 

performance they inherited from the Medicaid fee-for-service program (e.g., immunization

and EPSDT screening rates). This kind of “hang another ornament on the Christmas tree”

approach to contracts with HMOs was cited as a particularly undesirable feature of Medicaid

managed care.

Despite this factor, some states provided more posit ive impressions. State officials are now

recognizing the need to moderate contract demands and acknowledging the administrative

burdens and costs associated with the additional requirements. In some states, particularly

those with more mature Medicaid programs, the inclusion of a more reasonable “adminis-

trative component” in the rate-setting process is being addressed, a point plans see as both

substantively and symbolically significant. This suggests that some states are recognizing 

formally that contractual terms are not cost-free, and that satisfying these demands cannot

continue to be financed solely out of medical expense expenditures and savings.

Most Chall en ging Term s

The aforementioned performance standards were among the most difficult contractual prob-

lems cited. Other contract terms,including network composition,cultural competence,mar-

keting prohibitions, and memb er appeals processes were less problematic, particularly for

plans with serious commitments to entering and remaining in the Medicaid market. Program

monitoring was seen as more int rusive and rarely well planned or coordinated. States also

acknowledged that staffing and skill set deficiencies had impeded their progress. Notably, all

parties expressed concern about the federal mandates for program supervision that are

included in the proposed regulations for the BBA of 1997. Many see these rules as usurping

state program monitoring prerogatives and adding new and arguably redundant burdens on

plans, particularly those that are already NCQA accredited.

However, a m ong the con tract terms men ti on ed , data requ i rem ents were the most high ly

c ri ti c i zed . A growing nu m ber of s t a tes requ i re en co u n ter- l evel data from health plans to

su pport on going program mon i tori n g, con su m er inform a ti on , and in some cases ra te 

s et ting and risk ad ju s tm en t . In ad d i ti on , s t a tes with 1115 waivers are requ i red to co ll ect

this data to su pport federal eva lu a ti on ef fort s . The en co u n ter data area con ti nues to be a

b a t t l eground over its rel i a bi l i ty and va lu e , its likely use by state s , the natu re of the 

The encounter data area continues to be a battleground over its reliability and value, its

likely use by states,the nature of the specifications and submission process,and the level of

effort plans must invest to collect useful source data.
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s pec i f i c a ti ons and su bm i s s i on proce s s , and the level of ef fort plans must invest to co ll ect

u s eful source data. O n ly two focal states are con f i dent en o u gh with the rel i a bi l i ty and

va l i d i ty of t h eir data to use it in program mon i tori n g. The remaining states think that

progress is being made , but data remains incom p l ete . Plan repre s en t a tives remain skepti c a l

a bo ut the lon g - term uti l i ty of this data, and ex press sen ti m ents ra n ging from fru s tra ti on to

o utra ge over the poor exec uti on of en co u n ter data de s i gn , co ll ecti on , and analys i s . Even

those HMOs in states with explicit plans for using en co u n ter data for ra te set ting and ri s k

ad ju s tm ent remain uncertain that these ef forts wi ll su cceed .

Ra te Set ting 

Some of the focal states have experimented with competitive bidding both with and without

subsequent negotiation. But most are currently administering rates or making awards

wherein bid rates only vary within pre-determined ranges. There appears to be little 

enthusiasm in most of these states for competitive bidding because either the level of

interest among plans is not high enough to support this, or because the state does not want

to introduce more uncertainty into the process. In some states the bids have been above rate

limits and reduced expected savings. In our earlier study competitive bidding was criticized

by established plans that thought this might increase entry among plans without long-tem

commitments. However, some of the more mature states are now so far removed from a 

credible baseline of fee-for-service (at least in those markets where they have long-standing

programs) that they are uncertain about how future rates can be reasonably set.

Ra te Adequacy and Ad j u s tm en t s

Vi rtu a lly every re s pon dent iden ti f i ed ra te adequ acy as a cen tral point of con cern ,p a rti c u l a rly

in light o f the overall decline in health plan margins. The absence of reliable fee-for-service

or encounter data from prepaid plans, makes it increasingly difficult for states to establish

and justify their rates. In addition, there is the long-standing belief that Medicaid fee-for-

service rates are below market levels for most providers, so capitation rates drawn from this

base will be suspect. For some states the Upper Payment Limit (UPL), which is based on

historical fee-for-service payments, is seen as a barrier to adequate rates because this limits

payments to HMOs. However, it is likely that HCFA will provide states with more

rate flexibility.

Considerable activity in terms of risk adjustment and implementation followed our earlier

study. Even more notable is the widespread acceptance of the essential need for adjustments

as states attempt to extend prepaid enrollment to special need (SSI/Aged, Blind, and

Disabled) beneficiaries. All but one of the focal states are engaged in examining or

experimenting with approaches to align payment with member needs beyond  age, gender,

geography, and eligibility category. These developments are welcomed by plans and providers

alike, who contend that risk-adjusted rates are appropriate and necessary to promote quality

care. However, the one reservation about risk adjustment revolves around data requirements,

as more soph i s ti c a ted paym ent and risk ad ju s tm ent sys tems are  based on more 

detailed information, which can only come from well-designed and implemented encounter

data systems.

S u m m a ry Observations from Interv i e w s

In ad d i ti on to the det a i l ed inqu i ries abo ut the el em ents of the model of Medicaid managed

c a re , i n tervi ewees discussed the major accom p l i s h m ents and disappoi n tm ents of t h ei r

s t a te s’ Medicaid managed care initi a tive s . Th ey also el a bora ted on the major ch a ll en ges 

f acing Medicaid managed care in the futu re .



Pa rtn ership Pays: Making Medicaid Ma n a ged Care Wo rk in a Tu rbu l ent Envi ro n m en t 3 5

Acco m pl i s h m en t s

The majority o f those interviewed viewed their states’ Medicaid managed care experiences

favorably, regardless of their respective roles. Nearly all observed marked improvement over

time,though many could recall painful or disappointing experiences during implementation.

In some states, current crises or pending negotiations bred some negativism, but none of the

respondents was interested in returning to fee-for-service. Responses suggest that once states

have weathered the distinctive challenges of program development and rollouts, most of

them have moved to a period of program maturity during which the relationship of the plans

with the state agencies improved. In some instances, plan exits contributed to this sense of

maturity, as state officials had to address factors that adversely affected participation. Most

plans observed that states have gained an awareness of how broader changes in the managed

care marketplace influence plan interest and participation in Medicaid.

In the focal states, access to care was identified as the major accomplishment of MMC,

regardless of whether the states’ programs are viewed as wholly successful or not. Other

major accomplishments cited were improved tracking, improved care,and effective manage-

ment, all factors that ultimately contribute to improved quality of care. Many state officials

found that they have a much stronger sense of accountability in their Medicaid managed care

arrangements than they had in their fee-for-service Medicaid arrangements. The creation of

a successful collaborative relationship between plans and purchasers appears to be most 

critical in developing a successful long-term MMC program. Those from states with well-

established programs and plans were more apt to express this viewpoint than those from

states with less experience,implying that this sense o f partnership takes time to develop.

Di s a ppo i n tm en t s

Many of the specific disappointments cited relate to failures to ful ly take advantage of some

of the opportunities that managed care affords, especially maximizing access to care. Issues

and obstacles contributing to access concerns were excessive use of carve outs, reluctance to

extend managed care programs to special need populations, intermittent eligibility, and

declining numbers of Medicaid beneficiaries,all of which contribute to greater  uncertainty.

Those interviewed were also disappointed by the exits of plans from the Medicaid market,

though many thought this was not only inevitable but desirable for a number of the reasons

discussed earlier. However, there was concern that in some states additional plan exits could

jeopardize their ability to sustain mandatory programs.

Operational disappointments included the failure of states to develop effective performance

systems, in part because of their inability to collect adequate or reliable data. Contract

demands on plans continue to increase,especially as plans try to include more needy clients.

The widely varying levels of state staff expertise and inconsistent program supervision were

other problems cited by critics. In a number of states, managed care backlash was seen as

adversely affecting managed care; this led some legislators to become more involved with

Medicaid managed care than critics found desirable. Others saw this as a reflection of lack of

confidence in the leadership of the Medicaid managed care program. In contrast, a few

observers claimed this involvement was necessary and appropriate because legislators need to

be aware of, and concerned about, whether plans are being paid adequately to do what they

are contracted to do.

The cre a tion of a su cce s sful coll a b o ra tive rel a tionship betwe en plans and pu rch a sers

a ppe a rs to be most cri tical in devel oping a su cce s sful long-term MMC pro gra m .
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Fu tu re Chall en ge s

The future challenges identified were fairly evenly divided among expanding access, program

refinement and execution, and defining effective legislative roles. Expanding benefits to

incorporate new groups was deemed as potentially problematic. Overall, groups to be

i n clu ded requ i re more care and more ex pen s ive care , and also requ i re ad d i ti onal 

coordin a ti on among a nu m ber of d i f ferent provi ders . This wi ll be difficult and del i c a te

work to accomplish su cce s s f u lly. Devel oping rel i a ble perform a n ce indicators that can be

u s ed as a basis for planning and eva lu a ti on by both policy makers and provi ders was 

i den ti f i ed as cri tical to the lon g - term su ccess of Medicaid managed care .

Most re s pon dents bel i eve that bet ter qu a l i ty - rel a ted data needs to be ga t h ered and used in

a ti m ely fashion to prom o te qu a l i ty improvem en t . However, this wi ll mean ad d i ti onal co s t s

for plans anti c i p a ting that they may not be paid adequ a tely to cover these co s t s . By 

i m p l i c a ti on , this means mu ch wi ll depend on how adequ a te capitati on ra tes are in the

f utu re . S t a tes have made progress in devel oping a more public and parti c i p a tory proce s s

for establishing their capitati on ra te s , and this is wel com ed as an important step forw a rd .

However, wh et h er they wi ll commit to su pporting ra tes that are re a s on a ble and 

com m en su ra te with the ex pect a ti ons placed on plans remains undeterm i n ed .
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PA RT IV: Implications For Policy Makers
P a rtnership Pays

The experience of the states with established and mature managed care programs attests to

the fact that interactive and collaborative relationships between Medicaid agencies and health

plans are mutually beneficial. In some instances, the sense of partnership was evident from

the program’s beginning; in other cases it emerged as both parties discovered their 

interdependency. The common goal of developing a Medicaid-financed delivery system that

is superior to a fee-for-service system can unite these potential adversaries, particularly as

programs begin to demonstrate that beneficiaries receive improved care with prepaid 

managed care. States that have ongoing constructive dialogue and interaction with plans are

more likely to focus on program improvement and enhancement. Reaching this point is 

particularly important because of broader marketplace instability and the possible decrease

in plan participation.

Data Trends - Part i c i p a t i o n

Over ti m e , the nu m ber of plans assoc i a ted with nati onal chains that parti c i p a te in

Medicaid managed care has dec re a s ed . For- profit plans con ti nue to have sligh t ly high er

p a rti c i p a ti on ra tes than non - prof i t s . Plans leaving Medicaid are larger plans with small

Medicaid en ro ll m ents and publ i cly traded plans. Evi den t ly, the lack of su f f i c i ent 

en ro ll m ent to cover the ad m i n i s tra tive costs of Medicaid managed care and the financial

m a rket pre s su res of Wa ll Street may inhibit plans from en tering or remaining in Med i c a i d .

Convers ely, p a rti c i p a ting plans are incre a s i n gly predom i n a n t ly Medicaid plans. This may

en a ble them to focus their ex pertise on serving this pop u l a ti on and also ach i eving the

econ omies of scale nece s s a ry to spre ad the ad m i n i s tra tive fixed costs of the Med i c a i d

produ ct line over a gre a ter en ro ll m ent base.

Data Trends - Perf o rm a n c e

The average health plan in the United States is operating at a loss; superior performance is

achieved by plans with lower operating losses or small operating profits. Reliable data on the

Medicaid product line is not widely available, but recently plans not participating in

Medicaid  have experienced greater financial losses than those participating, possibly due to

the dramatic decrease of commercial margins. It also appears that plans that are predomi-

nantly Medicaid are actually performing better than those that have limited Medicaid 

memberships, even though these higher performers tend to be somewhat small plans. One

explanation is that concentrating on a single line of business, like Medicaid, enabled these

plans to gain unique ex pertise and opera ti onal ef f i c i encies beyond those with on ly 

s l i ght invo lvem en t . Because our data do not inclu de Med i c a i d - on ly plans that are 

not licensed HMOs, it is not possible to describe the experience of Medicaid-only managed

care organizations.

Post-Implementation Stabilization

Our intervi ews were con du cted with repre s en t a tives of s t a tes that have com p l eted major

m a n d a tory implem en t a ti ons and ach i eved rel a tively stable opera ti onal envi ron m en t s . Th e

f i n d i n gs con f i rm the obvi o u s ; fo ll owing an of ten tu mu l tuous ro ll o ut , a ll parties can tu rn

to lon ger term issu e s , i n c re a s ed program ref i n em en t , and managem ent soph i s ti c a ti on .

That is not to say that major ch a ll en ges do not ari s e . Th ey do. Programs expand to other

geogra phic areas or other dem ogra phic gro u p s , and broader market devel opm ents 

i n terven e . E s t a blishing a sound and cred i ble fo u n d a ti on , h owever, a ppe a rs to be cri tical in

the life cycle of a ll state progra m s . One important note is that ob s ervers ack n owl ed ge that

re aching a point of s t a bi l i ty en a bles them to focus on lon g - ra n ge ch a ll en ge s , su ch as

i m proving the qu a l i ty of health care .
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D e c rease in Participation Inevitable

All parti e s , i n cluding state of f i c i a l s , s eem recon c i l ed to the fact that the nu m ber of

con tractors wi ll dec rease ei t h er by de s i gn or by market force s . In some re s pect s , this ref l ect s

a bel i ef that initi a lly more plans than were nece s s a ry or appropri a te parti c i p a ted in most

s t a tes or, for som e , that the “ i llu s i on” of com peti ti on - b a s ed ch oi ce for ben ef i c i a ries amon g

m a ny plans is nei t h er re a s on a ble or de s i ra bl e . Th ere are differen ces of op i n i ons abo ut

wh et h er more foret h o u ght and careful sel ecti on would have redu ced the instabi l i ty and

d i s l oc a ti on due to plan wi t h d raw a l s . Rega rdless of the re a s ons for wi t h d raw a l s ,m a ny state s

a re genu i n ely con cern ed abo ut wh et h er furt h er plan wi t h d rawals could undermine ef fort s

to sustain mandatory HMO en ro ll m en t . But , con s i s tent with the earl i er theme of

p a rtn ers h i p, it is app a rent that ach i eving this degree of con s tru ctive mutual depen den ce is

m ore likely wh en the nu m ber of plans is limited to those with dem on s tra ted com peten ce

i n , and com m i tm ent to Med i c a i d .

Who Will Remain?

The types of plans that wi ll remain in this market appear to be largely determ i n ed by the

l ocal managed care market con d i ti ons and the con f i g u ra ti on of trad i ti onal Med i c a i d

provi ders . The level of com m i tm ent made to parti c i p a te in Med i c a i d , as measu red by

m em bers h i p, a ppe a rs to be an important pred i ctor of du ra bi l i ty. Own ership per se is not a

clear pred i ctor. Broader trends indicate an expanding role for predom i n a n t ly Med i c a i d

p l a n s , but in some states and some market s , com m ercial plans remain the back bone of

Medicaid managed care progra m s . No t a bly, s t a te officials see parti c i p a ti on by com m erc i a l

plans as important to sustaining program cred i bi l i ty, even if not nece s s a ry to ach i eve the

explicit goal of m a i n s treaming ben ef i c i a ri e s . Our findings are not able to ad d ress direct ly

a rel a ted important qu e s ti on : To what ex tent are plans that remain in Medicaid built on or

a round trad i ti onal Medicaid provi ders? The state intervi ews reveal con s i dera ble va ri a ti on

on this topic and some con cern abo ut the lon g - term vi a bi l i ty of these types of p l a n s .

Rate Adequacy

Con cern abo ut ra te adequ acy is a pri m a ry con cern abo ut Medicaid managed care . For

s t a tes that on ce anti c i p a ted ach i eving significant discounts from ex pected fee - for- s ervi ce

co s t s , the past few ye a rs have been disillu s i on i n g. Th ere is now gre a ter sen s i tivi ty to ra te

adequ ac y, f a i rn e s s , and “actu a rial soundness.” S t a tes appear  more com m i t ted than before

to com mu n i c a ting to plans how their ra tes are set , and why ra tes are not high er. Th ere is

also gre a ter aw a reness of h ow the ad m i n i s tra tive demands placed on plans exceed those

ex pected in a fee - for- s ervi ce progra m , on wh i ch most capitati on ra tes are largely or solely

b a s ed . It is likely that this aw a reness wi ll lead to ef forts to balance ra tes and dem a n d s , a s

s t a tes con clu de that they can get more va lue from managed care if t h ey are prep a red to pay

for it. On a less po s i tive note , the loss of a fee - for- s ervi ce base cre a tes new ch a ll en ges to

e s t a blishing what re a s on a ble ra tes should be . Ma ny of these ch a ll en ges can be met 

su cce s s f u lly on ly if m ore and bet ter data can be co ll ected and rel i a bly em p l oyed .

To What Extent Can This Market Be Managed?

Medicaid managed care wi ll likely con ti nue to be vu l n era ble to broader managed care market

devel opm en t s ,p a rti c u l a rly as state programs attem pt to rely on plans with major com m erc i a l

com m i tm en t s . It is po s s i ble to redu ce some of this uncert a i n ty by careful program de s i gn and

plan sel ecti on . Si m p ly reducing the nu m ber of con tractors may cre a te more stabi l i ty, a l t h o u gh

it leaves states vu l n era ble to co u n tervailing levera ge from the small er nu m ber of con tracti n g

p l a n s . Ma ny states are alre ady con s i dering a futu re wh ere the current forms and models of

m a n a ged care are them s elves tra n s form ed . This type of vi s i on and leadership su ggests that

Medicaid managed care programs can not on ly su rvive but also thrive .
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C o n c l u s i o n
This stu dy builds on earl i er re s e a rch that doc u m en ted declining parti c i p a ti on in Med i c a i d

by managed care plans and reported on the pers pective of health plans and other market-

p l ace ob s ervers . The new re s e a rch pre s ents an update of p a t terns of plan parti c i p a ti on and

perform a n ce on both a nati onal basis and within ei ght focal state s . Mu l tiple intervi ews

were con du cted ac ross these states using an intervi ew pro tocol derived from a con ceptu a l

m odel of the Medicaid managed care market . The findings indicate that states con ti nue to

s ee plan wi t h d raw a l s ; a l t h o u gh ef forts to slow or reverse these trends were taken , l a r ger

m a rket trends like dec reasing HMO prof i t a bi l i ty make a reversal ch a ll en gi n g. The 

i n tervi ews reve a l ed that more establ i s h ed and matu re programs have devel oped a va ri ety

of means  to nu rtu re and sustain parti c i p a ti on while prom o ting overa ll improvem ent in

plan perform a n ce . A com m i tm ent to fo s tering a genuine  partn ership bet ween health plans

and Medicaid purch a s ers appe a rs essen tial to Medicaid managed care su cce s s . Med i c a i d

m a n a ged care programs that are proactive and nu rtu re a co ll a bora tive rel a ti onship wi t h

plans are best prep a red to re s pond to futu re devel opm en t s .
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APPENDIX: Survey Instru m e n t
GENERAL DESIGN QUESTIONS

1 . What do you think were the ori ginal aims for Medicaid managed care (prom pt : cost 

s avi n gs , acce s s , qu a l i ty improvem ent)? Do you think these are sti ll the principal aims?

Why / why not?

2 . What were the major factors that influ en ced the sel ecti on of the model(s) the state

u s ed (e.g. , HMO and/or PCCM)?

3 . To what ex tent did the matu ri ty of the managed care market affect the de s i gn of t h e

Medicaid MC program in your state ?

4 . What servi ces and pop u l a ti ons were initi a lly carved - o ut and/exclu ded? Why were they

c a rved - o ut / exclu ded? Are they sti ll carved - o ut / exclu ded? 

5 . How did the state initi a lly stru ctu re plan qu a l i f i c a ti on and sel ecti on? Do you think the

process was fair/was perceived as fair by all parties? Why or why not? Has this ch a n ged

over time? Have the ch a n ges been for the bet ter or wors e ?

6 . Did the state limit the nu m ber of aw a rd s / con tracts ? Do you think the approach was a

wise one? Why or why not? Has this stra tegy ch a n ged over ti m e ?

PROGRAM MANAGEMENT

7 . How well has the state implem en ted and managed its managed care program over

time? Has it set and stu ck to ti m et a bl e s ; h ave the sch edules been re a s on a bl e ;h ave they

a t tem pted to inclu de mu l tiple parties in planning and devel opm en t ?

8 . How would you ch a racteri ze the Medicaid managed care staff rel a ti onship with health

plans (co ll a bora tive ; acce s s i bl e ; d i s t a n t ; advers a rial)? Does this staff h ave the requ i s i te

ex peri en ce and skill sets to managed the program ef fectively? Have they used out s i de

con sultants (including actu a ries) su cce s s f u lly ?

9 . Has the state ch o s en to use an en ro ll m ent bro ker / ben efits co u n s el or? How would yo u

assess the va lue that this or ga n i z a ti on has ad ded to the progra m ?

MANAGED CARE ENVIRONMENT

1 0 . How matu re would you de s c ri be the rel evant state (or local) managed care market ?

How accepting of m a n a ged care are the principal hospitals and doctors ?

1 1 . Would you ch a racteri ze the managed care market as com peti tive? How mu ch intere s t

did com m ercial plans show in Medicaid wh en managed care was introdu ced? Has this

ch a n ged over ti m e ?

1 2 . How well have trad i ti onal Medicaid provi ders tra n s i ti on ed into Medicaid Ma n a ged

Ca re? What special accom m od a ti ons have been made for them? Was there oppo s i ti on

to these accom m od a ti on s ?

MCO CHARACTERISTICS

1 3 . Did the MMC program have explicit goals to attract com m ercial HMOs?

1 4 . Was the sel ecti on and implem en t a ti on sch edule de s i gn ed to give trad i ti onal provi ders

an opportu n i ty to prep a re for MMC? Was this a su ccessful stra tegy ?

1 5 . Has rel i a n ce on predom i n a n t ly Medicaid plans (>50 or >75 percent) ch a n ged over

time? Have any plans wi t h d rawn and for what re a s ons? 
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C O N T R A C T / R AT E S

1 6 . Have con tracts become more specific and demanding over time? In what ways? How

h ave plans re s pon ded to these ch a n ges? 

1 7 . What term s / requ i rem ents have plans found most ch a ll en ging to com p ly with? How

has the natu re and ex tent of s t a te overs i ght ch a n ged over the life of the progra m ?

How well do you think the state is curren t ly doing in terms of program mon i tori n g

and overs i ght?  

1 8 . How would you assess the adequ acy of ra tes and the appropri a teness of the process by

wh i ch the state has set / n ego ti a ted ra tes? Has risk ad ju s tm ent of ra tes been an issue or

a con cern in your state , and how re s pon s ive to these con cerns has the state been? 

GENERAL APPRAISAL

1 9 . How would you ga u ge the su ccess of Medicaid MC in your state thus far? What have

been its major accom p l i s h m ents and disappoi n tm en t s ?

2 0 . What do you see as the two or three most important ch a ll en ges facing your state’s

Medicaid managed care program over the next few ye a rs?  

2 1 . Are there any ad d i ti onal com m ents abo ut your state’s Medicaid managed care 

ex peri en ce that you would like to share with us?


