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Why GAO Did This Study

Medicaid, a joint federal-state
program, financed the health care
for about 59 million low-income
people in fiscal year 2006. States
have considerable flexibility in
deciding what medical services and
individuals to cover and the
amount to pay providers, and the
federal government reimburses a
portion of states’ expenditures
according to a formula established
by law. The Centers for Medicare &
Medicaid Services (CMS) is the
federal agency responsible for
overseeing Medicaid.

Growing pressures on federal and
state budgets have increased
tensions between the federal
government and states regarding
this program, including concerns
about whether states were
appropriately financing their share
of the program. GAO’s testimony
describes findings from prior work
conducted from 1994 through
March 2007 on (1) certain
inappropriate state Medicaid
financing arrangements and their
implications for Medicaid’s fiscal
integrity and (2) outcomes and
transparency of a CMS oversight
initiative begun in 2003 to end such
inappropriate arrangements.

To view the full product, including the scope
and methodology, click on GAO-08-650T.
For more information, contact James
Cosgrove at (202) 512-7114 or
cosgrovej@gao.gov.

MEDICAID FINANCING

Long-standing Concerns about Inappropriate State
Arrangements Support Need for Improved Federal
Oversight

What GAO Found

GAO has reported for more than a decade on varied financing arrangements
that inappropriately increase federal Medicaid matching payments. In reports
issued from 1994 through 2005, GAO found that some states had received
federal matching funds by paying certain government providers, such as
county-operated nursing homes, amounts that greatly exceeded established
Medicaid rates. States would then bill CMS for the federal share of the
payment. However, these large payments were often temporary, since some
states required the providers to return most or all of the amount. States used
the federal matching funds obtained in making these payments as they
wished. Such financing arrangements had significant fiscal implications for
the federal government and states. The exact amount of additional federal
Medicaid funds generated through these arrangements is unknown, but was in
the billions of dollars. Because such financing arrangements effectively
increase the federal Medicaid share above what is established by law, they
threaten the fiscal integrity of Medicaid’s federal and state partnership. They
shift costs inappropriately from the states to the federal government, and take
funding intended for covered Medicaid costs from providers, who do not
under these arrangements retain the full payments.

In 2003, CMS began an oversight initiative that by August 2006 resulted in

29 states ending one or more inappropriate financing arrangements. Under the
initiative, CMS sought satisfactory assurances that a state was ending
financing arrangements that the agency found to be inappropriate. According
to CMS, the arrangements had to be ended because the providers did not
retain all payments made to them but returned all or a portion to the states.
GAO reported in 2007 that although CMS’s initiative was consistent with
Medicaid payment principles, it was not transparent in implementation. CMS
had not used any of the means by which it normally provides states with
information about Medicaid program requirements, such as the published
state Medicaid manual, standard letters issued to all state Medicaid directors,
or technical guidance manuals. Such guidance could be helpful by informing
states about the specific standards used for reviewing and approving states’
financing arrangements. In May 2007, CMS issued a final rule that, if
implemented, would, among other things, limit Medicaid payments to
government providers’ costs. We have not reviewed the substance of the

May 2007 rule. The extent to which the May 2007 rule would respond to GAO’s
concerns about the transparency of CMS'’s initiative and review standards will
depend on how CMS implements it.
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