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An alliance of hospitals and health delivery systems 

The Virginia Hospital & Healthcare 
Association and its Commonwealth 

Care Coalition partners (the Virginia 
Health Care Association, The Medical 
Society of Virginia, the Virginia As-
sociation of Health Plans, the Vir-
ginia College of Emergency Physicians, 
Virginia’s Family Physicians and AARP 
Virginia) are committed to strengthening 
the value and improving the financial 
sustainability of Virginia’s Medicaid 
program. In 2005 these groups distrib-
uted a discussion document on Med-
icaid reform (available at http://www.
commonwealthcarecoalition.com) to 
help lay the groundwork for anticipated 
reform efforts at the state and federal 
levels. The purpose of this FOCUS is to 
update key data on Virginia’s Medic-
aid program so that all stakeholders 
interested in ongoing Medicaid reform 
efforts have a clear understanding of the 
program as it currently operates. Most 
of the data cited in this publication 
comes from the Department of Medical 
Assistance Services.

Background
Since 2000, Medicaid costs have grown 
more than 40 percent while enrollment 
has increased by about 35 percent. In 
Virginia, Medicaid spending growth 
has averaged 12 percent annually dur-
ing that period; if this rate of growth 
continues, the program will more than 
double in size every seven years. There 
is general agreement at the state and 
federal level that these growth trends are 
unsustainable.

Nationally this federal-state program 

serves more than 50 million Americans 
at a cost of roughly $300 billion. It has 
become the nation’s largest health insur-
ance program – covering more people, 
providing a broader array of services 
and costing more than Medicare.

In Virginia in 2005, Medicaid covered 
about 691,000 persons at a cost of $4.4 
billion, or 1.5 percent of total Medicaid 
spending nationwide. Of the $4.4 billion 
spent, the state paid about half of that 
amount, based on its federal matching 
rate. The federal government paid the 
remaining half.

 A study conducted three years ago 
for VHHA found that Virginia spent 
about $1.5 billion less on its Medicaid 
program than nine other comparably 
sized states, even though Virginia had 
more people over age 65 and more 
people in poverty than the other nine 
states did. Virginia’s relatively low level 
of spending is attributable to two items: 
1) the state’s strict eligibility criteria for 
recipients; and 2) low payment rates for 
providers.

This combination puts tremendous pres-
sure on Medicaid providers because of 
the “double whammy” it poses: strict 
eligibility leads to a higher number of 
uninsured individuals and consequently 
a high level of uncompensated care; and 
low rates mean that providers lose a 
substantial amount of money for every 
Medicaid patient that they serve. To 
illustrate the latter, the inpatient hospital 
reimbursement rate pays 78 cents for 
every dollar spent to care for these 
patients; nursing homes’ acuity rates are 

among the highest and payment rates 
are among the lowest in the country; 
and physician rates, until recently, 
hadn’t been increased in more than 10 
years. (And Medicaid physician payment 
rates continue to be well below market 
rates or even Medicare rates.) As a result 
of Virginia’s lean Medicaid program, 
businesses and individuals bear higher 
health care costs than they might other-
wise, and access to essential services is 
uneven across the state.

A misconception that many have about 
Medicaid is that it is a welfare program. 
It is not. Since welfare reform in 1996, 
Medicaid is no longer linked to welfare. 
The vast majority of all persons enrolled 
in Medicaid do not receive any cash as-
sistance. Medicaid is a health insurance 
program, not a welfare program.

Despite the limited nature of Virginia’s 
Medicaid program, it is still the largest 
health care financing program for the 
indigent in the Commonwealth. It plays 
an essential role in:
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•  Long-term care, where two-thirds of 
all nursing home patients are paid for 
by Medicaid;

•  Obstetrical care, where it covers 35 
percent to 40 percent of all births (and 
where its historically very low pay-
ment levels contributed to the closure 
of six hospital OB units in Virginia in 
recent years);

•  Mental health services, where it pays 
for nearly all public (state and local) 
community-based services and a 
growing proportion of state institu-
tional care;

•  Access to care for low-income chil-
dren and pregnant women;

•  Supplementing Medicare coverage 
(for the dual-eligible population – 
persons qualifying for both Medicare 
and Medicaid); and

•  Supporting safety net services for the 
uninsured.

Services
There are two types of services provided 
by Medicaid: mandatory – required by 
the federal government and optional 
– identified by each state. However, 
as Chart 1 below shows, many of the 
“optional” services could be viewed as 
essential for a patient’s treatment.

Eligibility
There are two types of eligibility for 
Medicaid: mandatory and optional. 
Mandatory populations include children 
who meet the “categorical” definitions 
used in the old welfare program and the 
aged, blind and disabled who qualify 
for Supplemental Security Income (SSI) 
payments. The federal government 
broadened the mandated populations 
to include certain low income-groups: 
pregnant women, children under age 
19 and certain Medicare beneficiaries. 
Optional populations are determined by 
each state. Optional populations in Vir-
ginia include medically needy individu-
als, persons in institutions or Medicaid 
home- and community-based waivers 
and individuals in hospice care. 

Virginia’s eligibility levels are among the 
strictest in the country. Chart 2 shows, 
for the major eligibility categories, the 
maximum income that may be earned 
before an individual becomes ineligible 
for Virginia’s Medicaid program. For 
example, a working parent whose an-
nual income is more than $3,528 is not 
eligible for Medicaid coverage. There 
are few adults covered under the pro-
gram unless they are elderly or disabled. 
(See Chart 2)

Enrollment
A major factor contributing to current 
Medicaid trends is enrollment growth. 
In Virginia, average monthly enrollment 
grew from 450,000 in 1992 to 691,000 
in 2005, despite a period of slight de-
cline in the late 1990s that was probably 
the result of welfare reform implementa-
tion and a strong economy. 

Chart 3 shows how the composition of 
enrollees has changed during the last 10 
years and how the expenditures associ-
ated with these categories has changed. 
Over time the costs associated with 
services for the blind and disabled have 
accounted for a significantly greater 
share of Medicaid spending. This is due, 
at least in part, to decisions by state 
policymakers to shift responsibility for 
these services from the state’s general 
fund to the Medicaid program.

Expenditures
The cost of Virginia’s Medicaid program 
has grown from about $2 billion in 
1995 to $4.4 billion in 2005 – an aver-
age annual growth rate of about 11 per-
cent during that 10-year period. During 
the same period, the rate of growth in 
cost per type of recipient varied consid-
erably, as shown in Chart 4.

Chart 1 
Mandatory Services

•  Hospital inpatient, outpatient & emergency services

•  Nursing facility services

•  Physician services

• Medicare premiums, co-pays and deductibles (Part A & 
Part B for categorically needy)

• Certified pediatric nurse & family nurse practitioner 
services (categorically needy)

• Certain home health services (nurse, aide, supplies and 
treatment services)

• Laboratory & X-ray services

• Early & periodic screening, diagnostic and treatment 
services (EPSDT) services

• Nurse mid-wife services

• Rural health clinics

• Federally qualified health center clinic services

• Family planning services & supplies

• Transportation

Optional Services in Virginia

•  Prescribed drugs

•  Mental health & mental retardation services

•  Home & community-based care waiver services

•  Skilled nursing facility care for persons under 21

•  Dental services for persons under 21

•  Physical therapy & related services

•  Clinical psychologist services

•  Podiatrist services

•  Optometrist services

•  Services provided by certified pediatric nurse & family 
nurse practitioner

•  Home health services (PT, OT & speech therapy)

•  Case management services

•  Prosthetic devices

•  Other clinic services

•  Hospice services

•  Medicare premiums/co-pays/deductibles (Part B for 
medically needy)

 

continued on page 4
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Chart 2
2006 Annual Income Limitations for Medicaid Eligibility
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    %   o f  En r ollment      %   o f   Ex p enditur e s   

  1 9 95 2 0 05 % Cha n ge   1 9 95 2 0 05 % Cha n ge   

Adults   18   13   (27.8%)    12  9 (25.0%)   

Ch i ldren   54   57   5.6%    18  21  16.7%   

Aged    13   10   23.1%     31  26  (16.1%)   

B l ind/ D i s abled   15   20   33.3 %       39  45  15.4%   

  

Chart 3 

  

Cos t  p e r   R ecipient   

    1 9 95  2 0 05  % Cha n ge  Average Annual   Cha n ge   

Adults   $1,716   $3,109   81%  8.1%   

Ch i ldren   $856   $1,725   102%  10.2%   

Aged    $6,248   $11,595   86%  8.6%   

B l ind/ D i s abled   $6,523   $10,831   66%   6.6%   

Chart 4 

Cos t  p e r   R ecipient   

Virginia   2 0 05  U.S.   2 0 05   

Adults   $3,109   $2,200   

Ch i ldren   $1,725   $1,800   

Aged    $11,595   $13,200   

B l ind/ D i s abled   $10,831   $14,100   

Chart 5 
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Despite the significant growth in some 
categories reflected in Chart 3, Virginia’s 
costs per recipient are generally lower 
than national averages for 2005, as 
shown in Chart 5. (Charts 6-10 are on 
pages 4-5.)

As Chart 6 shows, enrollment in the 
managed care component of Virginia’s 
Medicaid program is growing, with 
managed care enrollees now accounting 
for 44 percent of all enrollees. However, 
the Medicaid population enrolled in 
managed care only accounts for about 
22 percent of Medicaid’s costs because 
currently a managed care option is not 
generally available to the aged, blind 
and disabled – the most expensive re-
cipients. For this reason, most Medicaid 
expenditures are still fee-for-service. (See 
Chart 7)

The changing composition of Medicaid 
enrollees is critical to understanding the 
drivers in services and expenditures, now 
and in the future. Individuals served by 
Medicaid who are blind and disabled 
consume 45 percent of all Medicaid ex-
penditures, even though they account for 
only one in five recipients. (See Charts 8 
and 9)

What is often not fully appreciated 
by policymakers when examining the 
growth in Medicaid spending, espe-
cially in terms of services for those 
with chronic mental illness and other 
disabilities, is that much of this growth 
in spending would require general 
fund support exclusively were it not 
included as Medicaid services, half of 
which are paid for with federal dol-
lars. To illustrate this point, Medicaid 
mental health and mental retardation 
services grew by more than $500 
million between 1995 and 2004. 
These services to high-need individu-
als and families – which replaced both 
prior general-fund-financed care and 
expanded access – would have cost 
the state $275 million more were it 
not included in the Medicaid state 
plan. In other words, a significant 
part of Medicaid expenditure growth 
has reflected a deliberate state budget 
strategy that has freed up resources 
for other core state service needs, such 
as education and public safety.

Comparisons to Other States
Another way to evaluate Virginia’s Med-
icaid program is to compare it to other 
states. The comparison provides further 
confirmation that Virginia’s Medicaid 
program is modest due to relatively tight 
eligibility rules, low provider reimburse-
ment rates and strict prior authorization 
procedures for nursing home and hos-
pital admissions. As a result, reforming 
Medicaid will be a tougher challenge for 
the Commonwealth than it will be for 
many other states. (See Chart 10)

Update on Medicaid Reform 
Activities

The 2006 General Assembly passed 
legislation (HB 758) requiring the De-
partment of Medical Assistance Services 
(DMAS) to convene a Medicaid Revital-
ization Committee (MRC) that will con-
sider various Medicaid reform strategies 
and report its recommendations by De-
cember 12, 2006, to the Governor and 
certain legislative committees (House 
Appropriations; House Health, Welfare 

continued from page 2
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Notes: Average monthly enrollment in the Virginia Medicaid Program (this does not include 
the Medicaid Expansion and FAMIS programs – inclusion of these programs also adminis-
tered by DMAS would push the capitated services well above 50 percent of the distribution 
by service delivery type). Capitated Care consists of the Options and Medallion II programs.
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Measu r e   Virginia ’ s   Rank   

Tot a l Popul a tion   12th   
Per   Ca p i t a   Inc o me   7th   
    
Number of  M edi ca id R e ci p ien t s   24th   
Number of  M edi ca id R e ci p ien t s as %   of   Popul a tion   47th   
    
Expenditu r e   P er Me d i c ai d   R e c ip i ent   27th   
M edi c ai d  Expen d itur e  Pe r   C ap i t a     49th   
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continued from page 4

and Institutions; Senate Finance and 
Senate Education and Health. The 2007 
General Assembly will in turn provide 
guidance to DMAS regarding any state 
plan amendments or waiver applications 
the agency should submit to CMS as the 
result of reform measures approved by 
the legislature.

The MRC consists of 15 members, who 
represent patient advocates, health care 
providers (including VHHA), health 
insurers and program administrators. 
The Committee’s mission is to con-
sider potential revisions to the program 
as identified in HB 758 and to make 
recommendations regarding the future 
structure of Virginia’s Medicaid pro-
gram.

In particular, the MRC has been directed 
to consider reforms such as:

•  the creation of an incentive structure 
to promote increased personal respon-
sibility in the health care decisions of 
Medicaid recipients,

•  increased enrollment from “un-man-
aged” delivery models to care-coordi-
nation programs – Medicaid managed 
care, primary care case management, 
and disease management,

•  the creation of voluntary enhanced 
benefit accounts, or health oppor-
tunity accounts, to facilitate healthy 
behavior and training in effective and 
appropriate self-care,

•  the creation of additional mechanisms 
for purchase of employer-sponsored 
health insurance through health ben-
efits accounts funded at the actuari-
ally defined risk-based premium cost 
that would otherwise be borne by the 
Medicaid program as a direct insurer, 
and

•  phased implementation of direct 
electronic access to the enhanced ben-
efit accounts for recipients and fully 
implemented electronic funds transfer 
technology for providers and partici-
pating managed care organizations.

In addition to the mandate enacted by 
the General Assembly, DMAS also will 
rely on the MRC to provide input on 
optional Medicaid reform opportunities 
found in the federal Deficit Reduction 

Act of 2005 (DRA). (The DRA includes 
both mandated and optional reforms.) 
The DRA’s Medicaid provisions provide 
an opportunity for states to modern-
ize their Medicaid delivery systems 
through greater flexibility and the use of 
alternate approaches to achieve desired 
program outcomes.

Draft recommendations from the MRC 
direct DMAS to:

•  Seek funding and approval (state and 
federal) to expand population-based 
disease management programs to tar-
get high cost and/or high prevalence 
disease states for which nationally 
accepted evidence-based care guide-
lines exist.

•  Seek funding and approval (state and 
federal) to provide access to enhanced 
benefit accounts, or a similar mecha-
nism, for rewarding patient compli-
ance.

•  Require electronic funds transfer for 
payment of health care services to all 
enrolled Medicaid providers.

•  Seek funding (state and federal) 
to implement a web-based claims 
submission system available free to all 
health care providers.

•  Continue working toward the goal 
of expanding managed care into new 
regions and across additional eligibil-
ity categories where feasible.

•  Study the potential impact of modifi-
cations to existing programs for pub-
lic subsidy of employer-sponsored or 
other private health insurance cover-
age for Medicaid-eligible individuals.

•  Seek federal approval to expand, 
where feasible, “buy in” programs to 
allow expanded participation in the 
Medicaid and FAMIS programs.

The full text of the MRC’s draft report 
and other information relevant to its 
work can be found at http://www.dmas.
virginia.gov/ab-mrc_home.htm.

In addition to the issues being consid-
ered by the MRC, DMAS is engaged in 
a major initiative to integrate acute and 
long-term care services in the Medicaid 
program. A budget amendment submit-
ted by Governor Tim Kaine directed 
DMAS, in consultation with appropriate 
community and state stakeholders, to 

develop a long-range blueprint that:

•  explains how the various commu-
nity and state-level stakeholders will 
be involved in the development and 
implementation of the new program 
model(s),

•  describes the steps for development 
and implementation of the program 
model(s), including a review of other 
states’ models, funding, populations 
served, services provided, education of 
clients and providers, and location of 
programs, and

•  describes the evaluation methods 
that will be used to ensure that the 
program provides access, quality and 
consumer satisfaction.

The blueprint report is due to the Gen-
eral Assembly by December 15, 2006. 
It is expected that DMAS will proceed 
with two different models of acute and 
long-term care integration by July 2007 
– one a PACE model that incorporates 
Medicaid and Medicare funding in 
a given community and the other a 
regional model that could take various 
forms.

Aside from the MRC and the Acute 
Care/Long-Term Care undertakings, 
DMAS in the coming months will be 
involved in implementing the mandatory 
provisions of the DRA. These include:

•  Long-term care eligibility asset 
sheltering

•  Citizenship/identity documentation 

•  Prescription drug reimbursement

•  Targeted case management

•  Third-party liability

•  Medicaid Integrity Program

In addition to activities at the state 
level, the federal Medicaid Reform 
Commission appointed by Health and 
Human Services Secretary Mike Leavitt 
is continuing its work. The Commis-
sion is scheduled to issue its final report 
December 31. Its draft recommendations 
are expected in October and are likely 
to focus on long-term care and disease 
management as ways to improve the 
long-term sustainability of the 
program. n 


