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Medicaid Reform: A Rural Perspective

Any attempt to reform Medicaid must give special
consideration to the impacts on rural America.
Any changes proposed in eligibility, benefits, or
reimbursements will have a disproportionate effect
on rural populations and their communities.

Introduction

Medicaid is the largest joint, state, and federal
health care entitlement program and serves
more people than any other U.S. health pro-
gram.' It is a significant state-federal partner-
ship. While there are important program varia-
tions across the states and in the ratio of state
to federal funding, the federal government is the
predominant payer of Medicaid costs.

Across the nation, Medicaid supports more
than 52 million people by paying for a variable
range of medical, behavioral, and dental servic-
es, as well as long-term care. In some states,
more than 20 percent of the population is cov-
ered by Medicaid. In some rural areas, the per-
centage is higher.

Medicaid is a “mainstream” program in
America; it is not “just” a welfare program.
Medicaid covers more than 40 percent of non-
elderly Americans living in poverty and about a
quarter of the near-poor. It covers approximate-
ly 40 million low-income children and parents,
most of whom are in working families. It is a
key source of coverage for low-income pregnant
women, covering more than one in three births
in the United States. Medicaid also provides
health coverage for more than 7 million of

Medicare’s almost 44 million enrollees (37 mil-
lion elderly and 7 million non-elderly individuals
with permanent disabilities.) About one in six
Medicare beneficiaries, based on their low
income, also are covered by Medicaid for pay-
ment of Medicare’s premiums and cost-sharing,
and also for other services that Medicare limits
or does not cover, most importantly, long-term
care.” Medicaid is the nation’s major source of
funding for long-term care, covering six of ten
nursing home residents. Medicaid also covers
many individuals with disabilities who have not
yet qualified for Medicare disability benefits.

On average, states spend about 18 percent of
their general funds on Medicaid, making it the
second largest item in states’ budgets.’

Between 2000 and 2004, Medicaid spending
increased between 6.9 percent and 11.9 percent
each year. Growth has primarily been fueled by
increases in utilization, downturns in the econo-
my that lead to more enrollees, and increasing
medical prices, notably pharmaceuticals. There
has been some growth in reimbursement to
Federally Qualified Health Centers, Rural Health
Clinics, and hospital-based provider practices. In
many states this increase also includes the
extension of cost-based reimbursement to
Critical Access Hospitals. However, these latter
factors are minimal when compared to the pre-
dominant cost-drivers.®

Growth in the number of eligible individuals
has occurred despite many state efforts to limit
or reduce eligibility. The predominant driving
force has been the downturn in the economy,
coupled with the loss of employer-sponsored




health insurance. Nonetheless, over the last five
years some states expanded eligibility to certain
coverage groups—such as women with breast
and cervical cancer or the working disabled—
however, many others cut those eligible includ-
ing in some states, the medically needy.

The Congressional Budget Office projects fed-
eral Medicaid expenditures to increase annually
by 8.4 percent from FY2008 through FY2015.
However, some factors such as increasing chal-
lenges of recruiting rural providers at current
levels of Medicaid reimbursement and the needs
of some states to “catch up” with underpay-
ments to providers may increase these esti-
mates.

There have been numerous Medicaid reform
efforts over the last decade aimed at decreasing
costs in response to the steady growth in specif-
ic service costs and the growing number of
Medicaid enrollees. All states are trying to
decrease or constrain their Medicaid costs.
Nonetheless, some have sought to expand
Medicaid coverage for more uninsured individu-
als and families, and have tried to finance this
through savings anticipated in other areas. This
has certainly not always been possible. While
there has been some meaningful focus on
access and quality, the primary goal of most fed-
eral and state Medicaid reform efforts has been
budgetary savings.

The current administration has previously
attempted to gain better control of its Medicaid
commitment by seeking to fund Medicaid
through “block grants” to states, putting an
upper limit on federal dollars. In addition, a
simplified waiver process allows states to make
sweeping changes in eligibility and the scope of
benefits provided as long as this is federal-budg-
et-neutral, again setting a limit on federal funds.
There are some potential benefits to states asso-
ciated with increased flexibility, but there are
also significant risks to eligibles and providers.
Examples of risks include waivers of statewide
rules that disproportionately affect rural benefit
plans, service access, eligibility, or reimburse-
ment.

Defining Rural Characteristics and Unique
Considerations for Rural Medicaid

Rural populations are generally older, poorer,
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and more frequently report inferior health status
than non-rural populations. Thus, they often
have disproportionate health needs. Medical
needs across age groups can be exacerbated by
comorbid conditions for which there are signifi-
cant access barriers in rural communities, e.g.,
behavioral health services for mental illness,
alcoholism, other substance abuse, as well as
oral health care. These circumstances, when
combined with a higher percentage of Medicaid
eligibility in rural areas, make the Medicaid pro-
gram disproportionately critical to rural resi-
dents.

Important characteristics of rural populations
that highlight the disproportionate reliance on
Medicaid include the following:*

e In 2002, 14.7 percent of rural residents were
enrolled in Medicaid compared to only 11.2
percent of urban residents.’

e Among individuals less than 65 years of age,
15.3 percent of rural residents, but only 11.2
percent of urban residents, report that
Medicaid is their primary source of health
insurance.®

e Among the rural elderly, 10.1 percent received
Medicaid benefits compared to 8.2 percent of
urban elderly.’

e There are higher rates of poverty in rural
areas: 14.7 percent of rural residents live in
poverty compared to 11.8 percent in urban
areas."

e The percent of rural residents who have
employer-sponsored insurance (55.1 percent) is
also lower than for urban residents (60.8 per-
cent)."

e Rural areas generally have a higher propor-
tion of older persons in their total population
(20 percent) than do urban areas (15 percent).”

e Without Medicaid, there would be a larger
percentage of the rural population without any
health insurance coverage.

Some additional points to consider include the
following, taken from “Health Insurance
Coverage in Rural America.”"

e Families living below 200 percent of the
Federal Poverty Level (FPL): 47 percent of
families in rural non-adjacent (remote) coun-
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ties compared to 27 percent in urban counties
have household incomes below 200 percent
of the federal poverty level.

e Uninsured: 24 percent of residents in remote
rural counties are uninsured versus 18 per-
cent in urban areas.

* Medicaid Children: 27 percent of children
(ages 0 to 18) living in remote rural areas are
covered by Medicaid versus 18.6 percent in
urban areas.

In addition:

e Rural workers are 50 percent more likely to
have Medicaid coverage than workers in
urban counties, but this is not enough to com-
pensate for their lower private coverage.

e Families in rural areas are more likely to have
a child living in the house, which increases
eligibility.™

e Rural residents may suffer most when
Medicaid and SCHIP programs are diminished
by states’ budget constraints.'

Payment Policies and Implications for
Access

Medicaid is a major source of funding for
rural providers. It is particularly significant for
rural safety net providers, contributing both to
their bottom line and to their continued ability
to provide services for rural underinsured. The
strength and continuity of payment structures
that support rural providers are therefore criti-
cally important.

The operating margins of many rural
providers are substantially lower than many
non-rural providers and working capital avail-
ability is often highly constrained. Many
providers as well as rural “systems of care” are
economically fragile. Medicaid payment policies
that cause disruption in reimbursement are like-
ly to put rural providers at disproportionate risk
and have effects that ripple throughout the rural
health and community infrastructure.

Of particular importance to rural economic
stability are the reimbursement systems for
Medicare and often Medicaid available to
Federally Qualified Health Centers (FQHCs),
Rural Health Clinics (RHCs), Critical Access
Hospitals (CAHs), and emergency medical serv-
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ice (EMS) providers. The interrelationships of
Medicare funding with Medicaid payments are
critical. (For example, states have the option to
provide cost-based or other positive differential
Medicaid reimbursement to Critical Access
Hospitals.) While current reimbursement sys-
tems for these providers may offer a buffer in
some states, this is not always the case. When
present, they remain highly susceptible to reim-
bursement policy changes. In particular,
changes in Medicaid eligibility rules that
decrease the number of covered individuals may
have negative effects on both access to services
and the aggregate levels of provider income
from all sources necessary to support sustain-
able services. The negative effects can be felt
quickly and can be profound.

“Physicians in rural areas are more likely to
serve Medicaid beneficiaries than are their
urban counterparts. Almost 20 percent of rural
physician patient revenue comes from Medicaid,
compared to only 15 percent for physicians
located in urban areas.”'*"” Frequently,
Medicaid reimbursement is inadequate and con-
tributes to difficulties in sustaining providers’
practices. In many areas (not just rural), non-
hospital providers report low Medicaid reim-
bursement rates as the major reason they limit
the number of Medicaid patients in their prac-
tices."® In addition, inadequate payment policies
can be a major barrier to providing rural resi-
dents with essential specialty services outside
their local community (i.e., when specialists in
non-rural areas limit the number of Medicaid
recipients in their practices.)

Medicaid payments to individual health care
providers, including but not limited to physi-
cians and dentists, can be critical determinants
of whether a provider can be recruited to a rural
setting. Any financial or administrative disin-
centives that affect Medicaid providers further
exacerbate access problems at the local level.

Frequently, recruitment, retention, and prac-
tice operations that ensure Medicaid access can
only be accomplished through cross-subsidiza-
tion by hospitals or through FQHCs.

It is likely that this may be a significant factor
in the trend toward more rural, hospital-based
physician practices, where the sponsoring hos-
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pitals may subsidize inadequate Medicaid pay-
ments as well as other practice needs. Many
small hospitals, even those with small operating
margins must assume this risk in order to pro-
vide community access to physicians’ services
and to sustain the hospital itself. (This in turn
increases hospital charges to non-governmental
payers, shifting Medicaid's responsibility to pro-
vide adequate payments to private payers.)

In the case of rural pharmacies, both general
reimbursement policies and the impact of mail-
order pharmacies are significant. Data is need-
ed to assess variations in Medicaid payments to
rural areas versus non-rural areas that may dis-
advantage rural providers.

The movement of states as well as federal
programs to managed Medicare may have sig-
nificant effects, some of which may be negative.
Of particular concern to Critical Access
Hospitals is the lack of assurances for consistent
and adequate payment to any rural providers
that are currently cost-based. This is especially
true in states providing cost-based reimburse-
ment for Medicaid.

In rural communities, the costs of maintaining
“threshold” services, (e.g. the core of physicians
required to provide adequate call coverage nec-
essary to recruit physicians or services, such as
local pharmacy services) may often be higher
than the cost in non-rural areas. Rather than
focusing on cutting Medicaid budgets across the
board, it also may be more important to consid-
er whether Medicaid reimbursement for direct
patient service costs should address Medicaid'’s
“fair share” for these community costs, and if so,
how.

Eligibility, Scope of Benefits, and
Implications for Access

Access to care is an ongoing challenge for
rural America. On the most basic level, the
Medicaid program provides a vehicle through
which beneficiaries can access needed care and
services.

“Medicaid beneficiaries need access to an
appropriate coverage benefits package that pro-
vides linkage and continuity of care between
preventive health services and primary, acute
and specialty care...This appropriate coverage
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benefits package needs to be comprehensive in
nature, so that Medicaid beneficiaries are fully
insured, not underinsured.”” This is particularly
essential if long-term health improvements and
associated cost reductions are to be achieved
with Medicaid populations.

Attempts to vary benefit packages by waiving
“state-wideness” must be carefully analyzed and
viewed with great caution. Benefits available to
rural Medicaid populations should not be less
than those available to urban beneficiaries.

Some Medicaid policies, beneficial to rural
communities, are already in place but are not
consistently enforced by the Centers for
Medicare and Medicaid Services (CMS).
Examples include requirements for transporta-
tion for non-emergency conditions and require-
ments that payments are at sufficient rates to
attract providers. CMS should more specifically
address enforcement of these requirements.

The variation in delivery of Medicaid benefits
(e.g., through managed care) may involve vari-
ous administrative oversights or supplemental
administrative support services, such as the use
of case managers, lay providers, and primary
care case management. Some of this variability
may be appropriate and beneficial to rural bene-
ficiaries. However, such may not always be the
case. (For example, if richer benefits are limited
to Medicaid managed care plans, rural popula-
tions may be disadvantaged. Medicaid managed
care penetration is more limited in rural areas
and local rural providers may be less likely to
participate in Medicaid managed care.)

Other administrative systems requirements
may be more difficult to implement, particularly
those that rely on choice of providers or the
access to the Internet (both unavailable to many
rural Medicaid beneficiaries) with associated
assumptions that patients and their families will
be able to “price and quality shop.” Some of the
purported advantages of consumer-directed
health plans are likely to be more difficult to
achieve in rural communities where provider
choice is less realistic than in non-rural commu-
nities.

In rural areas, patients who require specialty
care (e.g., specialty consultations or chemother-
apy management) must often travel long dis-
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tances. The significant inadequacies in rural
transportation systems can create additional
mental and financial hardship for patients and
their families. These can be insurmountable
barriers to care, decreasing quality as well as
leading to higher long-term costs. Telemedicine
technology is one promising method for reduc-
ing this burden.

Other Considerations

It is essential to understand the community
context of the Medicaid program and the poten-
tial impacts of changes on the broader commu-
nity before implementing any kind of reform.
The following points suggest just a few ways in
which the rural context may provide important
guidance as well as suggest caution:

e In most states, there are no requirements for
meaningful consultation with rural popula-
tions and advocates before changes are made
in Medicaid policies. As more states take
advantage of options provided in the Deficit
Reduction Act and/or the expansion of
Medicaid waivers to change their Medicaid
programs, this is of increasing importance.
Meaningful consultation should be a federal
as well as a state level requirement.”

e An important additional benefit of Medicaid is
its contribution to community well-being
through a stronger health care system and a
more stable local economy. Medicaid con-
tributes to rural economic development in
four important ways. Medicaid: (1) provides
opportunity for access to health care services,
which in turn influences health status and
therefore the productivity and quality of life of
citizens; (2) provides patient revenue that
helps retain the presence of health profession-
als; (3) supports the social services infrastruc-
ture; and (4) contributes to the economy
through revenue and job generation.”’ The
availability of accessible health care is a criti-
cal component of meaningful rural communi-
ty development, attracting and retaining
employers, creating jobs, and expanding
employer-offered health benefits. Changes
(negative or positive) in Medicaid are likely to
have associated disproportionate impacts on
community economies, particularly in situa-
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tions where providers operate with negative
or close to negative operating margins.

The impacts of cuts in Medicaid expenditures
on local and state economies are inadequate-
ly appreciated. There are substantial positive,
ripple effects on the economies of both, asso-
ciated with Medicaid spending and the draw
of federal funds into states. This is particular-
ly true in states with high levels of federal
Medicaid match payments. In some states,
when Medicaid programs are cut, the com-
bined effects of economic losses at the com-
munity level and the loss of associated state
tax recoveries may result in much lower net
savings to the state than anticipated.

The culture of some segments of rural
America may reflect a higher level of inde-
pendence and subsequent reluctance to
accept Medicaid support to the extent that it is
deemed a welfare program. Recasting
Medicaid as an income support program may
assist in diminishing any stigma.

Procedures for determining and redetermining
eligibility that require multiple office visits, or
other methods of eligibility determination
requiring “in-person” interaction present very
real barriers to access in rural communities
given transportation barriers.

Farmers and commercial fishermen often use
migrant and seasonal labor. There are chal-
lenges to providing access to care and any
form of health insurance for both groups. The
interface of this need with Medicaid eligibility
options should be more substantively
explored.

Asset transfer rules governing the disposition
of farm assets in order to receive Medicaid
coverage for long-term care can have signifi-
cant implications for farm families. A better
understanding of this issue is needed to ade-
quately address any policy implications.

Some rural employers encourage their
employees to seek Medicaid coverage rather
than provide health insurance benefits.
Opportunities to explore alternative funding
options, particularly collaborative Medicaid—
employee premium assistance models may be
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difficult in rural communities because of the
gaps in employer-sponsored insurance.

Nonetheless, in some rural communities this
approach may have particular value.

Recommendations for NRHA Actions and
Policy Positions

Understanding that any change in federal and
state Medicaid policies will directly affect a
state’s ability to manage its budget and to pro-
vide quality care through Medicaid to rural pop-
ulations, the NRHA offers the following recom-
mendations for federal Medicaid reform and for
consideration in the development of state
Medicaid policies.”

Improving Dialogue and Fostering Collaboration

e The challenges to rural health cannot be ade-
quately addressed without more focused dis-
cussions of the impact of Medicaid. These
discussions should be pursued, with the sup-
port of other organizations sharing NRHA
interests, in the context of how Medicaid
should be an influential partner (not just a
payer) in advancing rural health. They should
address how state and federal Medicaid pro-
grams can use their leverage as major payers
to help build rural systems of care that will
better meet the needs of 17 percent of the
nation’s rural population. “Partnership” dis-
cussions need to become more positive and
to transcend many historic experiences.

e Although states play a large role in determin-
ing the scope and administration of their
Medicaid programs, the federal government
must not abdicate to the states its moral,
legal, and financial responsibilities for rural,
Medicaid eligible populations and the related
development of sustainable rural health sys-
tems.

e Any changes in federal or state Medicaid poli-

cies should require a rural impact assessment.

Requests by states for waivers of “state-wide-
ness” should identify anticipated impacts on
rural areas. Waivers should not be granted if
anticipated state changes negatively and dis-
proportionately affect rural populations.
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Equity and Access

e There should be equity of Medicaid benefits
across medical, oral health, and behavioral
health benefits. Particular attention needs to
be given to the disparities in health that affect
rural populations and often Medicaid benefici-
aries most specifically.

e Federal policies should continue to support
advances in telemedicine as a tool to expand
access and ensure adequate reimbursement
for telemedicine services. While not a rural-
Medicaid-specific recommendation, improved
telemedicine will serve a significant number
of rural Medicaid beneficiaries.

e In order to promote improvements in rural
transportation for Medicaid beneficiaries, CMS
should assess whether states are adequately
addressing the requirements of the Medicaid
program to provide non-emergency medical
transportation benefits.

Eligibility and Enrollment

e Since rural recipients are more likely to rely
on Medicaid as their source of insurance cov-
erage, any changes in eligibility or in the
application and recertification procedures
which lead to reduced numbers of eligibles
can have a disproportionate adverse impact in
rural communities. Conversely, changes to
expand eligibility or simplify the application
process could positively affect rural communi-
ties. The federal and state governments
should analyze the impact of eligibility
changes on rural communities prior to imple-
mentation.

e Given the size and poverty level of the rural
elderly and disabled populations, coordination
of benefits and enrollment into available pro-
grams for dual-eligible beneficiaries should be
given greater priority.

e Rural Medicaid recipients must be treated
equitably by managed care and consumer-
choice programs, as well as in the context of
the development of Health Opportunity
Accounts. Rural impacts need to be moni-
tored.
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Adeguate Reimbursement for Providers

Provider payments in rural areas must be ade-
quate to assure Medicaid beneficiaries of
financial access to services as well as to sup-
port recruitment and retention of providers.

Protections should be implemented for rural
providers, requiring state Medicaid plans to
set payment rates that would reimburse the
allowable cost appropriate to “economically
and efficiently operated” rural providers, as
defined by the states subject to approval by
the Centers for Medicare and Medicaid
Services. This approach should require that
providers, receiving such cost-based reim-
bursement, receive no less when participating
in managed Medicaid programs.

This approach should also recognize that
Medicaid programs should in some cases
reimburse at a higher rate for services in rural
areas than in non-rural settings to support the
recruitment, operation, and retention of
providers.

Improving the Utilization of Resources and
Integration of Services

Medicaid reimbursement should support
chronic disease management and case man-
agement programs for Medicaid beneficiaries
that improve quality and continuity of care
while achieving cost savings. Issues that may
be unique to rural populations need more
focused assessment. Case management can
be particularly beneficial to rural beneficiaries
who may need additional assistance identify-
ing providers and in obtaining medically nec-
essary transportation.”

Adequate Medicaid access provided at sus-
tainable state and federal costs will require
reductions in waste, redundancies, and inade-
quate community level collaboration.

To ensure improvements in rural systems of
care for children, coordination should be
improved between Medicaid and the State
Children’s Health Insurance Program (SCHIP).

Expanded multi-organizational collaboration
should be encouraged, if not required, to
advance the development of sustainable, inte-
grated community health strategies for
Medicaid populations.
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e Additional support is needed for public health
and other initiatives that will foster the expan-
sion of preventive services to rural Medicaid
populations. Reimbursement structures need
to adequately compensate providers for these
services and collaboration between public
health entities and providers needs to be fos-
tered.

Workforce Development

e The challenges of recruiting and retaining
providers to rural communities will affect all
rural residents. However, given the charac-
teristics of rural Medicaid populations this is a
disproportionately significant threat to
Medicaid access. Support should continue for
J-1, Conrad 30, and National Health Service
Corps providers serving rural communities.
These physicians should be required to treat
Medicaid patients.

» Given the profound challenges of recruiting to
rural communities, the definition of eligible
providers should be expanded to cover all
types of primary care, mental health, and oral
health providers (not just physicians) and to
include general surgery (an increasing critical
shortage category).

e Given the need for more rural providers to
ensure adequate Medicaid access, training
programs for physicians, dentists, advanced
practice nurses, registered dental hygienists,
and pharmacists should be expanded. There
should be particular attention to advocating
for additional federal funding for educational
programs that commit to expanding rural
training in settings that provide care to
Medicaid recipients and the uninsured, and
that demonstrate success in achieving addi-
tional rural placements in proportion to fund-
ing. (This recommendation applies to access
for all rural populations, not just Medicaid, but
expanded training is critical to ensuring that
fundamental services are available to rural
Medicaid populations.)

e Support should be enhanced for Area Health
Education Center (AHEC) programs specific to
addressing the needs of rural populations,
with focused attention on the needs of
providers in caring for Medicaid beneficiaries.
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Long-Term Strategies

As a long-term strategy, NRHA could advocate
for CMS to expand the Medicare benefit pack-
age to include long-term care and freeing the
states to concentrate on the medical, dental,
and behavioral health needs of Medicaid
recipients.

A Suggested Research Agenda

The importance of Medicaid to rural commu-
nities’ economies and to sustaining rural
development needs to be better understood,
as do the relationships between rural spend-
ing, direct and indirect impacts on rural com-
munities, states budgets, and federal match-
ing payments. More specific research should
be encouraged.

Further research is required related to models
of care most suitable for delivering more cost
effective integrated packages of services to
Medicaid beneficiaries, e.g., through CAHs,
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FQHCs, and school-based health programs in
rural areas.

Additional study is needed to clarify barriers
to rural Medicaid enrollment, including the
implications for new citizenship documenta-
tion requirements.

Federal and state provisions related to the
transfer of assets should be carefully moni-
tored to see if there is a differential impact on
rural areas (e.g., on farm families).

Expanded research should be supported for
chronic disease management and case man-
agement for Medicaid beneficiaries.

There should be an assessment of the appro-
priateness of Medicaid reimbursement at a
higher rate for services in rural areas than in
non-rural settings in order to support the
recruitment, operation, and retention of
providers.
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