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uttle research has been done to ascer· 
tain what enrollment in a health mainte
nance organization (HMO) may mean for 
the care of Medicaid recipients who regu
larly require specialty health services. 
This article presents the results of a sur· 
vey ofall State Medicaid agencies regard· 
ing their policies for enrolling and serving 
special-needs children in HMOs. The sur· 
vey revealed that many States have imple
mented one or more strategies to protect 
special-needs Medicaid recipients en· 
rolled in HMOs. The survey results sug· 
gest, however, that such strategies are 
too limited in scope to ensure appropriate 
access to specialty services for all chit· 
dren with special health needs. 

INTRODUCTION 

The number of Medicaid recipients en· 
rolled In HMOs has grown substantially In 
the past decade. In June 1981, about 
300,000 Medicaid recipients were en· 
rolled in HMOs. Nine years later, that 
number had grown to more than 1.1 mil· 
lion, nearly 5 percent of the total Medicaid 
population (Health Care Financing Ad· 
ministration, 1991). The increasing likeli· 
hood of Medicaid-eligible children being 
enrolled in an HMO suggests that more of 
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those with special needs may be receiv· 
ing services through H MOs. This pros
pect raises three important questions: 
(1) To what extent do State Medicaid 
agencies enroll Medicaid-eligible children 
with special health, mental health, and de· 
velopmental delay problems in HMOs? 
(2) How do State Medicaid agencies en
sure that special-needs children enrolled 
in HMOs receive the high-quality, coordi· 
nated services they require? (3) What are 
Medicaid agencies' experiences with 
HMOs serving special-needs children? 

Little is known about the range and 
quality of services typically furnished by 
HMOs to Medicaid recipients with special 
health care needs. The only studies with 
specific relevance to Medicaid special· 
needs populations focused on patient 
satisfaction. One study, which evaluated 
the federally sponsored Medicaid compe· 
tition projects, reported that a smaller per· 
cent of patients enrolled In the capltated 
plans were satisfied with their health care 
providers than those in comparison sites 
whose providers were paid on a fee· 
for-service (FFS) basis (Freund et al., 
1989). A small study that assessed Wi· 
sconsin's use of HMOs to serve its Med· 
icaid recipients found that only about 
one-half of the 180 respondents who had 
a family member with a special health 
care need believed that their HMO was 
fulfilling that need. It also revealed that 
less than one-half of the respondents 
who had requested a referral to an out-of· 
plan specialist were granted one (Brazner 
and Gaylord, 1986). 
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State Medicaid programs that enter 
into contracts with HMOs do so primarily 
because of their desire to contain costs 
or, in some cases, achieve cost savings. 
As provider participation problems have 
grown (Lewis·ldema, 1988), however, 
Medicaid managed-care arrangements 
are increasingly being viewed In many 
States as a mechanism for improving 
provider access and care coordination 
among Medicaid recipients (Reilly, 
Coburn, and Kilbreth, 1990). 

Where States choose to contract with 
HMOs, Federal law requires that 
Medicaid-eligible families must be free to 
decide whether to join and must be ai· 
lowed to withdraw upon a month's notice 
at any time. There are a few situations, 
though, in which Medicaid children could 
be required to enroll in an HMO for care. 
States that obtain a Federal demonstra· 
lion waiver can assign Medicaid recipi· 
ents to an HMO or other managed-care ar· 
rangement. Those States that obtain a 
freedom-of-choice waiver also may as· 
sign recipients as long as they are pro· 
vided with a choice among plans. In addi· 
lion, States that allow Medicaid recipi· 
ents to choose a federally qualified HMO 
can elect to require recipients to remain 
in an HMO for 5 months following an ini· 
tial 1-month trial period. 

HMO enrollment for children in the 
Medicaid program differs In several ways 
from HMO enrollment for those privately 
Insured. First, Medicaid children may be 
enrolled in an HMO that is composed prl· 
marily of other Medicaid recipients. 
HMOs contracting with State Medicaid 
programs usually are required to assure 
that Medicaid recipients and Medicare 
beneficiaries comprise no more than 75 
percent of their membership, but this re
quirement can sometimes be waived. 

Second, Medicaid children enrolled in 
an HMO are often expected to receive 
some health care services outside of the 
prepaid arrangement. HMOs contracting 
to serve Medicaid recipients as compre
hensive services providers must assume 
the financial risk associated with furnish· 
lng either Inpatient hospital services and 
at least one other mandatory Medicaid 
service or any three of the following man· 
datory Medicaid services: outpatient 
hospital services; rural health clinic ser· 
vices; physician services; skilled nursing 
facility care; early and periodic screening, 
diagnosis, and treatment (EPSDT); family 
plarioing services; home health services; 
anq laboratory and X-ray services. Other 
mandatory and optional services covered 
in the State's Medicaid plan can be in
cluded in the contract as well. Whatever 
State Medicaid plan services a State 
elects to .exclude from the HMO contract, 
however, must be otherwise available to 
Medicaid recipients, either through the 
FFS sec\or or another prepaid arrange· 
ment. . 

Finally, Medicaid special-needs chil· 
dren enrolled In an HMO, theoretically at 
least, have a level of quality assurance 
protection not available to privately In· 
sured children. State Medicaid agencies 
are federally required to monitor and as· 
sure HMO quality by conducting annual 
independent reviews of HMOs and im· 
posing sanctions on plans that have vio
lated regu,lations or denied medically nee· 
essary care. 

The purpose of this article is to shed 
some light on State Medicaid policies re
garding HMO enrollment of special
needs children. Using our own survey of 
State Medicaid HMO programs, we pro
vide information on State Medicaid agen· 
cles' HMO enrollment policies, service 
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coverage policies, and financial arrange
ments. We also use the survey. to provide 
information on State Medicaid agencies' 
experiences with HMO enrollment of 
special-needs children. 

METHODS 

To determine how Medicaid children 
with special health care needs are served 
by HMOs, we surveyed the Medicaid 
agencies of all 50 States and the District 
of Columbia in 1989 about the use of 
HMOs to serve the Medicaid population. 
The structured questionnaire was de
signed to elicit Information on: the types 
of organizations contracting with Medic
aid for risk-based contracts; Medicaid re
cipient groups enrolled in HMOs; ser
vices included in HMO contracts; special 
arrangements made for children with spe
cial health care needs; and agencies' 
experiences In serving special-needs chil
dren through HMOs. States were ques
tioned only about comprehensive capita
ted contracts with HMOs. No information 
was collected regarding capitation con
tracts for partial services. The telephone
administered questionnaire was pre
tested in several States. 

An attempt was made to speak to the 
head of the Medicaid managed-care pro
gram in each State. If that Individual was 
not available, we spoke with the staff 
member to whom we were referred. To en
sure accuracy, survey results were tabu
lated and sent back to our survey respond
ents for review. 

RESULTS 

Overall, we found that although more 
than one-half of the States (27) enroll at 
least some Medicaid recipients in HMOs, 
only 8 States have policies mandating 
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such enrollment. In a majority of these 
States, seriously disabled children are ex
empted from the mandatory enrollment 
policies. Moreover, In many of the States 
that do enroll at least some special-needs 
children in HMOs, strategies to protect 
these children have been implemented. 
These include paying higher premiums 
for special-needs children, excluding spe
cialty services from HMO contracts and 
offering the services through other pro
viders, and providing reinsurance to 
HMOs so that the special needs of the 
children will be met. 

Enrollment Policies 

Although most State Medicaid pro
grams (27) enroll at least some Medicaid 
clients In HMOs (Table 1), only about 5 
percent of the Medicaid population partic
ipates (Health Care Financing Administra
tion, 1991). In all but 4 of the 27 States (in
cluding the District of Columbia) that 
contract with HMOs, enrollment Is avail
able to Medicaid recipients only In se
lected jurisdictions of the State. In addi
tion, HMO enrollment in the majority of 
these States (19) is voluntary, and In 
nearly one-hall of the States (12) Is avail
able only to Medicaid recipients receiving 
Aid to Families with Dependent Children 
(AFDC) payments. 

The types of HMO providers used by 
States to serve Medicaid enrollees varies 
somewhat. Four of the 27 States use lor
profit providers'; the remainder use either 
a combination of non-profit and for-profit 
providers (11 States)', or non-profit provid

1These States are the District of Corumbia, Indiana, Iowa, and 
Utah. 
2These States ere catlfomla, Colorado, Florida, Illinois, Mary· 
land, Massachusetts, Michigan, Minnesota, Ohio, Pennsylva
nia, and Wisconsin. 



Table 1 

Enrollment Policies for Medicaid Recipients, by State: 19891 


Enrollment Statewide Mandatory or Special-Needs 

State 
Medicaid Groups 
Enrolled in HMOs 

or in Limited 
Communities3 

Voluntary 
Enrollment 

Children Exempted 
from Participation 

Alabama AFDC, SSI Limited 
 Voluntary 

Arizona All Statewide 
 Mandatory 

California 
Colorado 

AFDC, SSI 
All 

Limited 

Limited 


Voluntary 

Voluntary 


District of Columbia AFDC Statewide 
 Voluntary 

Florida All Limited 
 Voluntary 

Hawaii AFDC 
 Limited 
 Voluntary 

Illinois AFOC 
 Limited 
 Voluntary 

Indiana AFOC 
 Limited 
 Voluntary 

Iowa 
Maryland 

AFDC, AFDC-related 

All 

Limited 

Limited 


Voluntary 

Voluntary 


Massachusetts All Statewide 
 Voluntary 

Michigan All Limited 
 Mandatory HMO or 
 Children eligible 

primary care case 
 tor CSHN services 
manager tor AFDC in 

one county; voluntary 


in all others 

Minnesota AFDC, AFDC·related, Limited Mandatory in some 


non-cash assistance areas; voluntary in 

pregnant women others 


Missouri AFDC, non-disabled Limited Mandatory HMO or 
 Children eligible tor 
elderly SSI primary care case 
 disabled, DO, or 

manager 
 AIDS waivers 
New Hampshire 
New Jersey 
New York 

AFDC 
All 
All 

Limited 
Limited 
Limited 

Voluntary 

Voluntary 

Voluntary 


North Carolina 
Ohio 

AFDC 
AFDC 

Limited 
Limited 

Voluntary 

Mandatory In some 

areas; voluntary In 


others 

Oregon AFDC Limited Mandatory HMO or 
 Children with DO 

primary care case 

manager 


Pennsylvania All 
 Limited 
 Voluntary 

Rhode Island AFDC 
 Statewide 
 Voluntary 

Tennessee AFDC Limited 
 Voluntary 


"'"' All Limited 
 Mandatory HMO or 

primary care case 


manager 

Washington AFOC, foster care4 
 Limited 
 Voluntary 

Wisconsin AFDC 
 Limited 
 Mandatory in some 
 Children with DO, 

areas; voluntary in 
 AIDS, or ventilator 
others 
 dependency 

1As of August31.

20nly non-institutionalized Medicaid recipients are enrolled In HMOs. 

3fnrollment may be limited to specific communities either because the State has received a waiver to restrict participation to certain geo

graphic areas or because there are no qualified HMOs willing to serve Medicaid recipients in particular communities. 

4Enrollment of foster care recipients Is limited to one of the participating HMOs. 


NOTES: AFOC Is Aid to Families with Dependent Children. SSI is Supplemental Security Income. HMO is health maintenance organization. 

CSHN is Children with Special Health Care Needs. AI OS is acquired Immunodeficiency syndrome. 00 IS developmentally disabled. 


SOURCE: Telephone interviews conducted by Fox Health Polley Consultants with State Medicaid agency staff: July/August, 1989. 


ers only (12 States).> Among those States 
contracting exclusively or partially with 
non-profit entitles, the types most com-

3fhese States are Alabama, Arizona, Hawaii, Missouri, New 
Hampshire, New Jersey, New York, North Carolina, Oregon, 
Rhode Island, Tennessee, aoc1 Washington. 

monly used are those that are operated by 
community health centers or by local or 
State governments and designed to serve 
a predominantly low-income, Medicaid 
population (11 States). New Jersey is the 
only State that has developed its own
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State-operated and State-owned HMO, 
the Garden State Health Plan. Several 
States (live) also use HMOs that are oper
ated by university medical centers or ter
tiary care centers. 

As shown in Table 1, only 8 of the 27 
States using HMOs to serve Medicaid cli
ents have policies mandating enrollment. 
Six of these States have taken steps, how
ever, to allow at least some special-needs 
populations to remain in FFS arrange· 
ments.ln all cases, they have targeted the 
disabled Supplemental Security Income 
(SSI) population for special treatment, ex
empting them completely from HMO en
rollment. 

Importantly, however, exempting dis
abled SSI recipients from enrollment 
does not exempt all, or even most, chil
dren with special health care needs. Ac· 
cording to data collected during the 1989 
National Health Interview Survey, only 9.4 
percent of poor children with activity
limiting chronic conditions were receiv
ing SSI benefits during the period of this 
study (Newacheck, unpublished data). 
Recognizing this fact, four of the States 
with mandatory enrollment policies have 
exempted other populations of special
needs children as well. Michigan exempts 
children who qualify for the State's Pro
gram for Children with Special Health 
Care Needs (CSH N) from HMO enroll
ment. Missouri exempts children who are 
eligible for Medicaid waiver programs 
serving the physically disabled, develop
mentally disabled, or children with ac
quired immunodeficiency syndrome 
(AIDS). Oregon exempts children with de
velopmental disabilities. Wisconsin ex
empts individuals of all ages who have 
AIDS, developmental disabilities, or a 
condition that makes them ventilator
dependent. 

Moreover, Arizona, one of the two 
States requiring HMO or other managed· 
care plan enrollment by all Medicaid re
cipients, has developed a special-case 
management program to serve severely 
developmentally disabled individuals. 
Medicaid recipients who meet the defini
tion of developmental disability and are at 
risk of Institutionalization have all of their 
health and social services coordinated by 
a case manager In the State's Division of 
Developmental Disabilities. The division 
is provided the Medicaid capltated pay
ment for these individuals and uses it to 
contract with HMOs for acute care serv
ices and other providers for long-term 
care services. 

Interestingly, In 10 of the 19 States that 
permit voluntary enrollment in HMOs, the 
option is closed to disabled SSI recipi
ents. This is primarily because plans have 
been reluctant to assume the financial 
risk associated with caring for persons 
with severe disabilities. 

Although we found that most Medicaid 
families with special-needs children have 
a choice about whether to join an HMO, 
or at least which plan to select, we also 
found that not all families receive ade
quate information and guidance In mak
ing these important decisions. Medicaid 
recipients in 18 of the 27 States that con
tract with HMOs are required to make en
rollment decisions at the time of their eli
gibility determination or redetermination, 
but only 11 of these States• have taken 
any special steps to ensure that Medicaid 
recipients adequately understand the na
ture of HMO membership and their HMO 
options. Among the strategies these 
States have employed are special training 

4These Stales are Florida, Hawaii, Indiana, Iowa, Massachu
setts, Michigan, Missouri, North Carolina, Oregon, Pennsylva
nia, and Utah. 
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for case workers, development of audio
visual presentations, and allowance of di
rect marketing by HMO representatives in 
the eligibility determination offices. In the 
other seven States', Medicaid recipients 
receive information about managed care 
and specific provider options from mini
mally trained AFDC or Medicaid case 
workers. 

Nine States• wait until after the eligibil
ity determination process has been com
pleted to provide Medicaid recipients in
formation about HMO membership. All 
but one of these States rely on the HMOs 
to provide the information, permitting 
them to mail marketing materials directly 
to newly enrolled recipients. The ninth 
State, New Hampshire, uses child health 
outreach workers to meet personally with 
Medicaid recipients to discuss their 
health care provider options. 

Service Policies 

Regular benefit packages offered by 
H MOs tend to be less comprehensive 
than the packages provided under State 
Medicaid plans. Staff in more than 
one-half of the 27 States contracting with 
HMOs reported that prepaid plans usually 
must modify their regular benefit pack
ages for Medicaid enrollees. Yet, the 
plans rarely have been willing to furnish 
all Medicaid-covered services (Table 2). 
Moreover, in States contracting with sev
eral different HMOs, the array of services 
covered by the Medicaid capitation pay
ment varies according to an HMO's will
ingness to provide particular Medicaid 
services. 

5These States are Alabama, california, Colorado, Minnesota, 

New Jersey, Rhode Island, and Washington. 

6These States are Arizona, the District of Columbia, Illinois, 

Maryland, New Hampshire, New York, Ohio, Tennessee, and 

Wisconsin. 


Only in 4 of the 27 States' are Medicaid 
recipients enrolled In an HMO required to 
receive all of their services through the 
prepaid plan. In the other 23 States, Med
icaid programs have responded to the 
problem of narrower HMO benefit pack
ages by arranging for Medicaid enrollees 
to receive some services outside the plan. 
Although the HMOs are expected to help 
coordinate this care, the recipients them
selves usually must find their own provid
ers. In five of these States•, HMOs are per
mitted to furnish non-contract services on 
an FFS basis but, according to Medicaid 
staff in those States, this option is rarely 
used. 

In negotiating HMO benefit packages 
for Medicaid recipients, we found that a 
few States specifically exclude certain 
Medicaid services that can be particularly 
important for some special-needs chil
dren. Among the Medicaid services that 
States exclude from HMO contracts, den
tal services are the most common. Dental 
services are excluded in 16 States, as are 
nursing home services In 7 States; pre
scription drug services in 3 States; and 
mental health services, home health ser
vices, medical supplies and equipment, 
durable medical equipment, and case
management services in 1 State each. In
terestingly, one State, Tennessee, ex
cludes all specialty services from its 
HMO contracts, using prepaid plans ex
clusively to furnish preventive and acute 
care services. 

A less common practice is for States to 
negotiate contracts that limit an HMO's 
obligation to deliver certain services. One 

7These States are Arizona, the District of Columbia, Indiana, 

and Minnesota. 

Sfhese States are Hawaii, Iowa, Maryland, Missouri, and New 

Jersey. 
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Table 2 
Health Maintenance Organization (HMO) Benefit Policies for Medicaid Recipients, by State: 19891 "' 
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Medicaid Services Additional Services 

ale 


Offered Under Fee 
for Service but 
Excluded from 

HMO Contracts2 

Provided by HMO 
that are not 

Provided Under 
Fee-for-Service 

Provisions for Special-Needs 

Children to Receive Services 


Outside of the HMO 


abama Prenatal, well-baby, SNF, and ICF 
services; some mental health, physician, 
vision, and transplant services 

Additional hospital days 

zona Ellglble children referred to CSHN for 
specialty care; HMO pays 

alifornia 	 Dental and some SNF services Health education and preventive care 
adults 

lor 

lorado 	 Dental, vision, long·term care, hearing, 
and abortion services; some mental 
health and physical therapy services; and 
prescription drugs 

strict of Columbia 

orida 	 SNF, ICF, and family planning services Adult dental care 

waii 	 Dental, Inpatient psychiatric, and abortion 
services 

nois 	 Vision and dental services Preventive care for adults 

diana 

wa 	 Case management lor the mentally ill 
and developmentally disabled 

aryland 	 SNF, ICF, and medical day care services Emergency adult dental care 

assachusetts 	 Dental, podiatry, and long-terrn ancillary 
therapy services; and eyeglasses 

Case-by-case approval for persons with 
mental health problems to receive service 
outside the plan; Medicaid pays 

chigan 	 Dental, most outpatient mental health, 
and EPSDT screening services 

Preventive care for adults and additional 
prescription drug coverage 

Minnesota 

Missouri Dental, ambulance, and family planning 
services, and prescription drugs 

Health education for adults and 
transportation services 

See footnotes at end of table. 
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i<l Table 2-Continued 
Health Maintenance Organization (HMO) Benefit Policies for Medicaid Recipients, by State: 19891 

State 

Medicaid Services 
Offered Under Fee 

for Service but 
Excluded from 

HMO Contracts2 

Additional Services 
Provided by HMO 

that are not 
Provided Under 
Fee-for-Service 

Provisions for Special-Needs 
Children to Receive Services 

Outside of the HMO 

New Hampshire 

New Jersey 

New York 

North Carolina 

Ohio 

Oregon

Pennsylvania 

Rhode Island 

Tennessee 


Utah 

Washington 

Wisconsin 

Dental and ICF services, prescription 
drugs, durable medical equipment and 
eyeglasses 

Dental and transportation services and 
some SNF and ICF services 

Some SNF, ICF, and home health 
services 

Dental services 

SNF and ICF services 

Dental and SNF services, medical 
equipment and supplies 

Dental services 

Dental services and eyeglasses 

All but physician, inpatient and 
outpatient hospital, and laboratory and 
X-ray services 

All mental health, dental and some 
transplant services 

Dental, chiropractic, and some vision 
services 

Dental services 

Health education for adults and inpatient 
psychiatric services 

Health education for adults 

Additional physician visits and 
prescription drugs 

Additional physician visits, 
over-the-counter drugs, and transportation 
services_ 

Additional hospital days and over-the
counter drugs 

Health education for adults, dental and 
hotline services, additional vitamins and 
eyeglasses 

Additional physician visits and over-the
counter drugs 

Health education for adults, and smoking 
cessation and weight-loss classes 

Preventive care for adults 

Health education for adults 

Eligible children referred to CSHN for 
specialty care; Medicaid pays 

Special-needs children obtain specialty 
services as necessary from outside or 
HMO providers; Medicaid pay 
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1Asof August 31, 1989. 
1n States with more than one HMO contract, excluded services may vary between contracts. A service was included In the table If II was excluded from at least one HMO contract. 

NOTES: SNF is skilled nursing facility. ICF is intermediate care facility. CSHN is children with special health care needs. EPSDT is early and periodic screening, diagnosis. and treatment. 

SOURCE: Telephone interviews conducted by Fox Health Polley Consultants with State Medicaid agency staff: July/August, 1989. 



State, New York, limits HMO liability for 
home health services. Four States limit it 
for mental health services: Hawaii ex
cludes inpatient psychiatric care and Ala· 
bama, Colorado, and Michigan exclude 
long-term outpatient mental health care. 

Several other States structure arrange
ments for children and others with spe
cial health needs to receive specialized 
services outside the HMO plan. Both Ari
zona and Utah, for example, enroll chil
dren eligible for the State's CSHN pro
gram in HMOs, but mandate that they be 
referred to CSHN providers for specialty 
care. In Arizona, the Medicaid agency re
imburses the CSHN program directly, but 
charges the child's HMO for specialty serv
ice costs. In Utah, the Medicaid program 
reimburses CSHN on an FFS basis, re
moving the HMO's financial responsibil
ity for the CSHN services and, at the 
same time, giving the plan a strong incen
tive to refer children with complex condi
tions to well-qualified CSH N providers. 

Massachusetts is another State that 
has made arrangements for a special
needs population to receive services out
side of the HMO plan. The State includes 
Medicaid mental health services in its 
HMO contracts, but allows enrollees to 
use outside mental health providers upon 
request, on an FFS basis. 

Washington has adopted the broadest 
policy for meeting special needs of HMO· 
enrolled individuals. It allows all enrollees 
needing specialty services not included 
in the contracts to receive them from ei· 
therthe HMO or an outside provider on an 
FFSbasis. 

Although there are some services addi· 
tional to those in a State's basic Medicaid 
benefit package that HMOs typically fur· 
nish Medicaid enrollees, these essen· 

tially are preventive and health education 
services. Such services may hold special 
attractions for adult Medicaid recipients, 
but offer Medicaid children in managed
care arrangements few special advan
tages. Unlike adults, children covered by 
Medicaid already are required to receive 
routine preventive care and health educa
tion services as part of their EPSDT bene
fit. 

Financial Risk Issues 

Most States reported that HMOs are 
willing to serve Medicaid recipients only if 
some protection against extraordinary 
costs is guaranteed. The approaches 
States have taken to providing this pro
tection include paying higher premiums 
for disabled SSI recipients enrolled in 
HMOs, providing stop-loss insurance to 
protect against unusually high costs for a 
given patient, and entering into risk· 
sharing arrangements to minimize the im
pact of unexpected adverse selection on 
theHMOs. 

The 27 States that use HMOs to serve 
Medicaid recipients typically set different 
premium rates based on the eligibility cat
egory, age, gender, and geographical lo
cation of Medicaid enrollees but are less 
apt to vary premium amounts based on 
actual health status. Among the 12 States 
that allow or require disabled SSI recipi· 
ents to enroll in a managed care plan, 9 
pay higher premiums for them-usually 
about 4 times the amount paid for AFDC 
recipients. California, which pays a higher 
premium for enrollees with AIDS, is the 
only State that recognizes the higher 
costs associated with a specific health 
condition. 

Reinsurance is the dominant strategy 
States use to protect HMOs against ex· 
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traordinary health care costs for any sin· 
gle plan enrollee. Reinsurance provided 
by States takes two forms: stop-loss pro
tection and risk-sharing arrangements. 
With stop-loss protection, the State Med· 
lcaid agency agrees to pay 100 percent of 
the costs of serving an enrollee whose to
tal costs in a contract year exceed a spec
ified amount. With risk-sharing arrange
ments, the State Medicaid agency agrees 
to pay a certain proportion of costs In· 
curred by the HMO for an enrollee after a 
specified level of cost has been reached. 

Eleven of the States contracting with 
HMOs offer stop-loss protection, begin· 
ning at levels ranging from $20,000 to 
$50,000 (Table 3). Six States (including 
one that also provides stop-loss protec
tion) have risk-sharing arrangements un· 
der which the Medicaid agency pays 80 to 
85 percent of costs that exceed the estab
lished level. Medicaid staff in a few States 
noted that when the reinsurance takes ef· 
feet, the State Medicaid program will pay 
for services at Its usual rate. If hospitals 
or other providers used by the HMO are 
unwilling to accept the level of Medicaid 
reimbursement, the prepaid plan may be 
compelled to pay the difference. 

State Medicaid Agency Experiences 

Our survey found that State Medicaid 
agency staff in the 27 States having HMO 
contracts are generally satisfied with the 
overall performance of the HMOs serving 
Medicaid recipients and that few prob· 
lems have been reported regarding the 
quality of care provided to children with 
disabilities or chronic conditions. Re
spondents' comments were qualified, 
however, by the fact that there are rela· 
lively few special-needs children enrolled 
In HMOs and that they have little reliable 

information on the quality of care pro
vided to these children. In the opinion of 
slightly more than one-half of the 27 re
spondents (16), the quality of care pro
vided by HMOs is at least as good or bet
ter than care provided in the FFS system.• 
They cited as particular advantages of 
prepaid plans for Medicaid recipients the 
availability of a usual source of primary 
care, improved access to specialists, and 
the provision of care coordination. Inter
estingly, a higher proportion of respon
dents In States with mandatory enroll· 
ment programs than those in States with 
voluntary enrollment perceived HMO care 
to be at least as good as FFS care. Several 
noted, however, that this Is because the 
quality of the FFS system Is very poor and 
not because HMO care is outstanding. 

Medicaid staff from eight States had no 
strong views about the quality of care pro
vided by HMOs, reporting that services 
seem adequate and that the Medicaid 
program has not received any com
plaints.1o Seven respondents are from 
States with only voluntary enrollment pol
icies, however, and a few noted that dis
satisfaction among Medicaid recipients 
might be masked by the fact that, for the 
most part, they are able to disenroll at any 
time. These respondents suspected that 
families would be more likely to choose 
to leave the HMO than complain. Respond· 
ents in the remaining three States lacked 
sufficient information about the quality of 
care provided to H MO-enroiied special· 
needs children to form an opinion.11 

9These States are Alabama, Arizona, Colorado, the District of 

Columbia, Florida, Iowa, Missouri, North Garolina, New Hamp

shire, New York, Ohio, Oregon, Tennessee, Utah, Washington, 

and Wisconsin. 

10'fhese States are Galifomla, Hawaii, indiana, Iowa, Massa· 

chusetts, Michigan, Minnesota, and New Jersey. 

11These States are Maryland, Pennsylvania, and Ahode Island. 
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Table 3 
Health Maintenance Organization (HMO) Financial Policies for Medicaid Recipients, by 


State: 19891 


Higher Premium 
Paid for Special· Reinsurance Provided Risk-Sharing Provided 

State Needs Children in HMO Contract In HMO Contract 

Alabama 
Arizona For children receiving SSt Stop.loss amount varies with Risk-sharing amount varies With 

contract contract 
Gallfornia For children receiving SSt and Stop loss at $25,000 

children with AIDS 
Colorado 
District of 80 percent after $15,000 In 

Columbia expenses incurred 
Florida For children receiving SSI 
Hawaii Stop loss at $35,000 
Illinois 
indiana Stop loss at $50,000 
Iowa 80 percent after $30,000 in 

expenses Incurred 
Maryland For children receiving SSI Stop-loss amount varies with 

contract 
Massachusetts For children receiving SSI 
Michigan For children receiving SSI 
Minnesota 80 percent after $15,000 In 

expenses Incurred 
Missouri Stop loss at $20,000 
New 

Hampshire 
New Jersey 
New York For children receiving SSI Stop-loss amount varies with 

contract 
North Carolina Stop loss at $25,000 
Ohio 85 percent after $20,000 In 

expenses incurred 
Oregon 
Pennsylvania For children receiving SSI Stop-loss amount varies with 

contract 
Rhode Island 
Tennessee 
Utah For children receiving SSI Risk-sharing amount varies with 

contract 
Washington Stop loss at $20,000 
Wisconsin Stop-loss amount varies with 

contract 
1As of August 31. 1989. 

NOTES: SSI is Supplemental Security Income. AIDS is acquired immunodeficiency syndrome. 

SOURCE: Telephone inteJVIews conducted by Fox Health Policy Consultants with State Medicaid agency staff: July/August, 1989. 

When asked whether children with cer
tain types of medical problems or condi
tions would not be adequately served by 
HMOs, only two State respondents (both 
of whom viewed HMO care as generally 
adequate) reported specific problems 
documented by families of special-needs 
children. In one of the States, there were 
two cases of children being denied nec
essary mental health services; in both in

stances the complaint was resolved satis
factorily after intervention from State 
agency staff. In the other State, HMOs 
had been, and continue to be, resistant to 
providing necessary speech therapy and 
occupational therapy services for Medic
aid children with disabilities. 

Some respondents also commented 
that although they were unaware of spe
cific instances in which special-needs 
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children had experienced problems in 
HMOs, enrolling in an HMO would proba
bly not be In the best Interest of some 
children with highly specialized needs. 
Children with severe mental health prob
lems and children with chronic illness or 
disability were cited as examples of such 
a situation, particularly if they would be 
compelled to interrupt an existing pro
vider relationship. 

DISCUSSION 

Our survey results indicate that in the 
majority of the 27 States using HMOs to 
serve Medicaid recipients, special-needs 
children are not required to join. Only 
about one-third of the States require that 
Medicaid recipients enroll in an HMO or 
other form of managed care, and most of 
these provide some type of protection for 
at least some special-needs children. 
These Include exemptions from enroll
ment, arrangements for providing out-of
plan care, and exclusion of services from 
HMO contracts. 

Although there is a need for policies to 
protect special-needs children under all 
Medicaid managed-care arrangements, it 
is most critical in mandatory enrollment 
States. Three-quarters of the States that 
mandate HMO enrollment, in fact, do pro
tect the small number of most severely 
disabled children by excluding SSI recipi
ents from HMO participation. Most of 
them, with several other States that per
mit enrollment by disabled Individuals, 
exclude from HMO contracts some serv
ices that could be particularly important 
for special-needs children. Even though 
the exclusion of these services, for the 
most part, does not result from efforts to 
protect disabled or chronically ill children 
in HMOs, these policies may serve to im

prove special-needs children's chances 
of receiving care from the best qualified 
providers. 

In most cases, though, the steps that 
States have taken to protect special
needs children do not affect all chroni
cally ill and disabled children and may not 
be effective in ensuring that these chil
dren receive adequate care. Exemptions 
from enrollment and special arrange
ments for out-of-plan care generally are 
limited to small groups. 

Risk-sharing arrangements and other fi
nancial strategies also affect few children 
and probably do little to influence HMO 
incentives. Because reinsurance policies 
do not go into effect until relatively high 
costs have been incurred, they do little to 
encourage HMOs to provide sufficient 
amounts of relatively low-cost services 
that may be crucial to the care of many 
special-needs children. Data from the 
National Medical Care Utilization and Ex
penditure Study reveal that only about 10 
percent of disabled children, defined as 
those with an activity-limiting chronic 
condition, had annual health care expend
itures exceeding $2,000 (Newacheck and 
McManus, 1988)-an amount far below 
the level at which stop-loss and risk
sharing provisions typically take effect. 

An obvious approach to addressing the 
potential problems associated with HMO 
enrollment of special-needs children re
ceiving Medicaid benefits would be to 
discourage or exclude them from enroll
ing in the plans. Given the trend toward in
creasing enrollment in HMOs and other 
managed-care systems for Medicaid
covered populations, however, this is 
probably not a realistic or even desirable 
goal. The challenge for families and advo
cates, HMOs, and State Medicaid agen-
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cies, then, is to detennlne what types of 
changes can be made within the current 
framework of HMO benefits and opera
tions to assure appropriate care for 
Medicaid-enrolled special-needs children. 

State Medicaid agencies have as
sumed broad financing responsibility for 
the health care needs of child recipients, 
in most States stretching beyond cover
age of traditional medical interventions 
and into the myriad of ancillary health and 
psychosocial support services that 
speclal-neects children require in various 
home and community-based settings. 
States turning to HMOs as the provider of 
services to children may want to consider 
the use of objective contracting criteria 
that address specifically the health care 
and developmental outcomes expected 
for children and the linkages to specialty 
care providers in the community that 
would be required to achieve them. 

With recent statutory revisions to the 
EPSDT benefit, the scope of services that 
Medicaid agencies must provide children 
has become even broader. States now are 
required to cover any federally allowable 
service that is medically necessary to di
agnose or treat a physical or mental 
health problem detected during a screen
Ing examination. Many States are requir
ing the HMO providers with which they 
contract to furnish at least some of the 
services now covered as a result of the 
new EPSDT mandate. Others are expect
ing their HMO providers to take on the im
portant role of referring children to out
of-plan specialists for previously unreim
bursed services (Fox and Wicks, 1991). 

Regardless of the approach States use, a 
careful consideration of HMOs' responsi
bility for working cooperatively with other 
programs and providers serving special
needs children will become even more de
sirable. 
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