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THE ISSUE BRIEF REVIEW 

INTRODUCTION 
The 1997 Capitol Forums Issue Brief Review marks the close of the 1995-1997 series of The Capitol Forums o& 

Health and Medical Care and the beginning of the 1997-2000 series of forums. The publication consists of two compo­
nents. It is designed to provide a general overview of selected health related subject areas addressed in previotts years. · 
The Issue Briefs provided as background information for the Capitol Forums Programs from June 1996 through March 
1997 are included here in their entirety, as well as updated information on selected topics addressed at CapitOl FQrum> 
programs held in prior years. This updated information is meant to offer an overview rather than an in-depth analysis of 
what has transpired since the subject was frrst examined by the Capitol Forums. It is important to note that no attempt 
was made to repeat information provided in the initial brief, therefore reference should be made to those original briefs 
as needed. 

Historically The Capitol Forums on Health and Medical Care started at the time of the great upheaval, re-examina­
tion and transformation in the delivery of health and medical care. The purpose of The Capitol Forums has been and 
will continue to be to provide New Jersey decision makers at all levels of government and within the private sector with 
balanced and nonpartisan information, research and analysis of key health care issues. The program also provides an 
off-the-record "safe harbor" where dialogue about New Jersey's health and medical care system and issues related .10 

access, quality and cost can take place. 

As the Capitol Forums revisits these important issues, there will be new Issue Briefs prepared. There will also be 
short updates prepared regularly for each subject area. Owing to the "lag" in data analysis once the health data has been 
collected, we have provided for our updates the most recent data available. In cases where we felt confident about the 
reliability and validity of data projections, we have included them to be used in five-year planning decisions. 

For the past four years The Capitol Forums on Health and Medical Care have been convened by the EducatiOI~ 

Fund of the League of Women Voters of New Jersey as a public service and an information opportunity to relate to the 
League's legislator and state executive branch constituency. This successful endeavor has been supported by grants 
from The Robert Wood Johnson Foundation of Princeton. The League is grateful to the Foundation fori~ support of 
The Capitol Forums program. 

A NEW JERSEY SNAPSHOT 
During the course of our publication of the Capitol Forums on Health and Medical Care Issue Briefs, we have made 

reference to the dynamic quality of the evolving health care marketplace, both in New Jersey and throughout the coun­
try. In the past, we have referred to the challenge of trying to describe a certain aspect or component of the health care 
system as "taking a snapshot of a moving train ." This concept remains true, for every dimension of the health care 
arena is "in process" and not a static thing which can be pinned down and quantified. 

With this caveat in mind, Chart 1 offers a type of "snapshot" of New Jersey with data on population, ~ocio-econo~­
ic characteristics, personal health care expenditures, health insurance and types of health care and ins~ce legi~lation 
currently in place. It serves as a backdrop against which to compare the other charts, tables and graphs in this Chart 
Book, updating data provided in earlier Capitol Forums issue briefs on a wide range of health and medical care issues. 

0 
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Chart 1: A New Jersey Snapshot 
PEOPLE: POPULATION AND ECONOMIC DATA STATE LEGISLATION 

As ot 1!11195 (except 'tftl9 oollld) 
Bu'eau of fle CensU5 
Population (in thousands) -

JnWgownwontal Heallh Poicy Projoct. Cop~ht t 995, 11llrgowmmental Healtl Pcticy A'oject, Tho 

1990 7,740 George wastir'Q~ lJriwrsity 

1991 7,767 
1992 -- 7,813 Insurance Reform 
1993 . 7,859 Basic Benefits Package Yes 
1994 7,904 Guaranteed Issue Yes 

Population Projection: 1995 (% of total) Guaranteed Renewal Yes 
Under age 18 . . . 24.6 Higl Risk Pool -
Ages 18-44 40.8 lncivDial Yes 
Ages45-64 ·- .•. •20.9 · • Portability Yes 
Age65+ 13.8 Purchasing Alliance - -

Rating Restrictions Yes 
White . 80.8 
Black 14~6 Coverage for T argetecl Populations 
Asian/Pacific Islander . <> 4.5 Chikten's health Insurance -
American lrdan and other 0.2 lndgent Care Programs Yes 
Hispanic c:>r9n ~ 

11.3 Other Coverage for Uninsured Yes 
.. . - - . -

Total Households, 1994 (in thousands) 2,845 Medicaid 
Household Heads,% Age 65+, 1994 23.2 Research and Demonstration Waivers 

Natbnal Cenl9r tlr Heal1l1 Statistics 
Section 1115, (Status as of9/15/95): 

Yes • Under Develo~ent 
Births: 1993 (US In thousands) •Sullnilled -

AD Races 15,436 • App'oved 1:¥ Federal Government -
White Mothers 88,852 •lm~mented Section 1915 Waivers Yes 
Black Mothers 23,128 

Birth Rate, 1993 (per 1,000 population) 
. . - ~ Managed Care - . - 15.0 Arrf WiDing Provider: 

Fertility Rate, 1993 (per 1,000 women. 1~)_ 65.8 • Alied (e.9- chirOIJ'3clors) . 
-· - Yes .a..., • Pharmactes 

Natbral Cenl9r For H9alt1 Statstcs, oonl'll o Broad array of providers . 
Births to Unmarried Women: 1993 o Other (e.g. anciUary services; MDs) -

Total (US In thousands) Freedom of Choice Yes 

AD Races 31,949 Accourdable HeaKh Plans . 
White 15,997 Networks . 

Black 15,489 R19Jiation of UR Companies . 

%of births .. Selected C6nical Mandates Yes 

AHraces 27.1 Cost Containment 
White 18.0 Uniform Claims Forms Yes 
Black 67.0 

Bu'eau ot labor Stallslts 
Regulation d Physician Practice 

Clinical Practice Guidelines -
Unemployment Rate, Civilian Labor Force, 1994 6.8 Sei-Relerrai Restrictions Yes 

Bu'eau of B:onlmi:: Analysis Antitrust 
Personal income, 1994 Ardrust Immunity . 

Total Per Capita 27,742 
Disposable Per Capita 23,622 

. . PAYERS: HEALTHINSURANCE 
Bu'eau ot fle CensU5 
Population Below Poverty Level(%), 1993 10.9 Jnlllr.;Ujy f'Wicatbrl; 

~ht 1995 by Decision Resoon:es, roc. AI righ1s reserwc~. 

Social Sealily Admirisntbn HMO ENROLLMENT: JAN 1995 
AFDC Recipients: 1993 Pure (in thousands) 

Total (in thousands) 340 Employer groups 739.6 
As % of total population 43 Federal Employee Health Benefits Program 44.0 

SSI Recipients: 1995 .. Direct Pay 8.3 

Total (in thousands) 
. . - - . . - . 142 Other 63.0 

As % of total population 1.8 Total Commercial 854.9 
Medcare 17.4 
Me<icaid 29.1 

TOTAL PERSONAL HEALTH CARE EXPENDITURES Total Pure 901 .5 

Heallh Core Fnancilg Mrni1ilta1i0n (HCFA), Otlc:8 of b Ac\ary Open (POS), Total (In thousands) 61 .9 

Resident Population - Pure & Open, Total [m thousands) 963.4 
Amual% growth, 1982·1992 . -. o.5· . 
%Growth 1992-1993 0.6 lnterstudy Population Denominator: 

Personal Health Care Expenditures 
1995 (in thousands) 7,931 

Total, 1993 (in milr10ns) 25,741 HMO MARKET PENETRATION: JAN 1995 
Annual% growth, 1982·92 11.1 
%Growth 1992·1993 7.4 Pure (% of Population) 

TotaL 1993, civided 1:¥ po!XIIation 3,275 Employer groups 9.3 

% Of gross state prockld 
. - - 10.7 Federal Employee Health Benefits Program 0.6 

Direct pay 0.1 

PROVIDERS: HOSPITAL {;ARE Other 0.8 
Total Commercial 10.8 

Hospital Care Expencfrtures . . Medicare 0.2 

Total, 1993 (in mHiions) 10,312 Me<icaid 0.4 

Annual% growth, 1982·92 9.7 Total 11.4 

%Growth 1992·93 9.6 Open (POS), Total (%of poJXllation) 0.8 
Total, 1993, divided 1:¥ population 1,312 Pure & Open, Total (% of po!XJiation) 12.1 
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THE UNINSURED- AN ONGOING UNRESOLVED PROBLEM 
I. Charity Care-Delivery Systems and Funding 

Original Issue Brief October 21 , 1992 • October 11, 1995 • Update April1997 

New Jersey is continuing its commitnumt to the provi- In 1995, New Jersey' s hospitals received approxi-
sion of health care services for the indigent at the state's mately $542 million -representing $400 million for char­
acute care hospitals through its efforts at exploring new ity care and $142 million for the Hospital Relief Fund 
financing mechanisms for charity care. New Jerseyans are (The Times, May 17, 1996). The 1996law sets forth that 
eligible for charity care services if there is no other public suppot:t for the state' s charity care program will come 
or private payer available and if certain income and asset from $660 million diverted from unemployment taxes in 
standards are met. Under the funding provisions of New 1996 and 1997; and $15 million from the state' s general 
Jersey's Health Care Reform Act of 1992 (which eliminat- revenue fund in 1996 and $41 million in 1997. 
ed the state's reimbursement to hospitals for-bad debt), a ·- · · 
Health Care Subsidy Fund ·was established to compensate Charity Care Managed Care 
hospitals for charity care. Under the 1992 Act, the terms P.L. 1996, c. 28 directs the State to develop a new 
of fmancing charity care through the state's surplus unem- model to provide charity care beginning on January 1, 
ployment revenues expired on December 31 , 1995. 1998: the state must "implement a health care program to 
Between 1993 and 1995, New Jersey diverted approxi~ provide low income residents . .. with eligible charity care 
mately $1.6 billion from its Unemployment Insurance on a managed care basis" (P.L. 1996, c. 28, sec.8). The 
Trust Fund to pay for charity care and its subsidized insur- program is to provide acute, emergent and chronic health 
ance program, Health Access; $600 million was diverted services on a managed care basis to low-income persons. 
in 1993, $500 million in 1994 and $500 million in 1995. The prograp1 is to be adJni?istered by one or more program 
Table 1 shows individual county and state totals for 1995 administrators under contract with the Department of 
and 1996 charity care subsidies. · · · Health aiid Senior Services. Eligibility for the managed 

Under P.L. 1996, c. 28 (signed into law May 16, 
1996), the state's charity care system was re-authorized for 
two years, after a five-month "stalemate" over the Jpecha­
nisms to be used for hospital charity care funding. (The 
law made no provision for the continuation of the state' s 
Health Access Program; see Section II on the status of 
New Jersey' s insurance programs.) Ais<>, unlike the state 
of Massachusetts (which is funding its health insurance 
expansion through cigarette tax revenues), a proposal for a 
25 cents-a-pack increase on the state cigarette tax was not 
found to be a viable solution as a funding..mechanism for 
charity care in the state of New Jersey: 

For the years 1996 and 1997, the law is funding chari­
ty care for hospitals by continuing to use funds from the 
Unemployment Insurance Trust Fund and by beginning to 
use general revenue funds. The law calls for spending lev­
els of $310 million for hospital charity care in 1996 and 
$300 million in 1997. The Ho~pifal Relief Fund_--. Which 
supports 30 urban hospitals - will proyide $35 millio.n for 
the second half of 1996 (to be matched by $35 million iD 
Federal Medicaid monies) and $71 million in 1997. P.L. 
1996, c. 28 reduced funding for the Hospital Relief Fund 
by $90 million in 1996. 

3 

care program will remain the same as the eligibility for 
charity care. 

Beginning in July 1996, Commissioner of Health and 
Senior Services Len Fishman created the Charity Care 
Managed Care Advisory Committee (CCMCAC) to devel­
op guidelines and principles for the charity care-managed 
care system. In analyzing demographic and claims data on 
charity care in New Jersey, the Department identified cer­
tain trends that are shaping the development of the new 
system. Specific fmdings included that: there is signifi­
cant use of behavioral health services by charity care 
patients (approximately 10.5 percent of 1994 inpatient 
charity care expenditure·s were provided for alcohol or 
drug abuse and another 7.0 percent for mental health ser­
vices); that charity care is generally not provided in the 
emergency room; and that most charity care patients are 
seen only once in a given time period (in contrast, man­
aged_ c~e is most effective for persons with chronic or 
recurrent conditions). At present, the specific design of the 
s~stem is in process. On March 24 1997, the New Jersey 
Department of Human Services submitted an 1115 Waiver 
application to the Health Care Fmancing Administration 
which seeks approval for the restructuring. 
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Table 1 
1995 and 1996 Charity Care Subsidy and Subsidy Payments for New Jersey Hospitals by County 

County Totals 1995 Charity Care Subsidy 
1996 Charity Care Subsidy 

Payment - -

Atlantic 10,552,004 7,419,206 
Bergen 37,088,502 28,441,580 . 
Burlington 1_3,882,891 12,345,892 
Camden 29,000,808 20,575,559 
Cape May 2,877,688 _1,584,380 
Cumberland 2,515,185 2,137,387 
Essex 109,778,244 81.909,116 
Gloucester 2,854,160 1,344,410 
Hudson 40,919,509 42,186,596 
Hunterdon 886,425 1,301,639 
Mercer 8,691,304 7,555,171 
Middlesex 19,969,954 15,513,833 
Monmouth 18,028,352 12,_8~0,625 
Morris 15,937,395 13,830,173 
Ocean 7,612,874 5;569,748 
Passaic 36,580,628 29,623,566 
Salem 1,446,304 551,753 
Somerset 1,021,030 979,125 
Sussex 6,097,386 1,694,700 
Union 33,540,853 21,820,524 
Warren 718,506 755,015 

GRAND TOTALS 400,000,000 310,000,000 

Note: 1996 subsidy payments are based on 1995 documented charity care. Please refer to original issue brief lor more inlonnation on subsidy payment lor­
mula which is based on volume, revenue and payer mix. 
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ll. Health Insurance Reform Programs 

Original Issue Brief April5, 1995 • Update April1997 

Private health insurance in the United States, primarily recent population survey, there are approximately 200,000 
an employer based system, has been steadily deteriorating uninsured children in New Jersey." 
over the last decade. Both prior to and following the fail-
ure of comprehensive reform at the federal level, states 
have attempted to address the issues. 

In 1992, the New Jersey Legislature enacted health 
insurance reforms laws to increase access to coverage for 
all individuals and small employers. The New Jersey 
Individual Health Coverage ("lliC") Program and Small 
Employer Health Benefits ("SEH") Program have present 
ed new coverage opportunities for some, yet the cost of 
coverage may be too high for those who seek it. 

Individual Health Coverage Program Monthly Rates 
-Snapshot Comparison-

March 1995 
Single Family 

PlanA 

(B ... Bones) $11~247 $290-680 

PlanE 

(Sl50deductible) $372-713 $948-1598 

. PlanE 

($l.(l00dedllc:tible) 

•PianD 
($1.000 dedllelible) $134-322 

(• most popular plan) 

$362-1076 

$317-939 

April1997 
Single Family 

$124-420 $319-907 

$50~1999 $1458-5379 

$660-2116 

$194-510 $547-1377 

The legislation also created a program, Health Access, 
which provides subsidies to bring payment of insurance 
premiums within the reach of more low-income New 

· Jerseyans. This program accepted applications between 
April 10, 1995 and December 31, 1995 with enrollment 
reaching 22,000 in 1995. Since the funding for this pro­
gram bas not been renewed, enrollment bas gone steadily 
downward as people became ineligible and no more were 
added. As of March 28, 1997 enrollment stood at 15,678. 
Almost all are on HMO plans. Should subsidy dollars 
become unavailable and enrollees notified that their subsi­
dies will be terminated, they may find premiums for these 
plans beyond their ability to pay. 

In the FY 1997-1998 propoSed budget, $5 million is 
dedicated to the Children Ftrst program. It is estimated 
that 5,000 children will be covered by the program. 
Regulations published in the New Jersey Register on 
September 16, 1996 stated that: "According to the most 

5 

The newly enacted federal law, The Health Insurance 
Portability and Accountability Act of 1996 will be taking 
effect in the near future. Some of its provisions with 
regard to the defmition of a small group and crediting of 
pre-existing condition for prior coverage will require statu­
tory changes in New Jersey. Interim federal rules have 
become available only recently. New Jersey has applied to 
the Federal government to retain its current individual 
market program. 

Both the IHC and SEH programs already meet or 
exceed the federal standards with respect to guaranteed 
issue and guaranteed renewability. Standardized plans as 
required by law have been developed. The IHC program 
employs community reading. The SEH program employs 
modified community rating. The law provides for a transi­
tion to pure community rating. Beginning in January 1994 
premium rates for the highest rated small group and the 
lowest rated small group could not exceed a three to one 
band. This narrowed to a two to one band in 1996, and the 
market is scheduled to become fully community rated in 
January 1998. Changes being considered include main­
taining the current rate structure and alterations in how the 
loss ratios are calculated; both would require a change in 
legislation. Currently, carriers may consider only age, 
gender, family status, and geographic location of the small 
employer in determining rates. 

The enrollment figures provided by carriers in the 
small employer market have shown that New Jersey's 
reforms have been successful in reaching out to new 
employers. Generally, between 20 and 30 percent of all 
small groups purchasing coverage were not covered in the 
prior calender quarter. In addition, the number of covered 
persons has gradually increased since the inception of 
reform. 

The Department of Insurance and Banking bas no 
enrollment figures for the large group market as there is no 
reporting to the state for that statistic, but decline in 
employer based coverage in this market, particularly for 
family coverage, continues as a national trend. 
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The IHC and SEH Programs offer the following vital employer health benefits plans, unchanged from the previ-
statistics as of year end 1996: ous quarter. 

Individual Health Coverage Programs 
• There are currently 162,986 persons covered by the stan­
dard health benefits plans, a decrease of 9% from the pre-
vious quarter. 
• Enrollment in pre-form non-standard plans declined from 
18,391 to 16,487, a decrease of 10% from the previous 
quarter. 
• There are 27 carriers in the individual market, counting 
HMO and indemnity afftliates separately. 
• As of April 1, 1997, the lowest price for single HMO 
coverage was $196 per month. 
• The IHC Board, through assessments of private caniers, 
has reimbursed caniers for $215 million in losses on their 
individual business since 1992. 

Small Employer Health Benefits Program 
• There are currently 816,716 people (367,798 are employ­
ees) covered by 88,217 standard and non-standard small 

The Issue Brief Review 1997 

• 74 % are enrolled in standard plans, 26% in non-standard 
plans. 
• Enrollment of small employers has increased by 5% in 
the last year. 
• There are 62 caniers in the small employer market. 
• On average, 30% of the small employers who obtained 
coverage in 1996 were previously uninsured. 

There is general agreement that people without health 
insurance are more likely to have potentially avoidable 
hospitalizations, higher than average mortality rates and to 
be more ill at the time of admission to the hospital. 

With federal reform methods proceeding at a modest 
scale, it is expected that states will need to continue to 
lead the way in innovative purchasing, legislation, rule 
making, resource development and direct service provi­
sion. 

6 
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THE MEDICAID PROGRAM -TITLE XIX 
ill. Program Update 

Original Issue Brief March 2, 1994 • April4, 1994 • Update Apri11997 

General Overview 
Medicaid, Title XIX of the Federal Social Security 

Act, is the country's major public financing program to 
provide health care for low-income Americans. Medicaid 
is a means-tested entitlement program financed by the state 
and Federal governments and administered by the states. 
The percentage of Federal funding to the states varies from 
50 percent to 80 percent, and it is determined through a 
formula based on annual per caPita income. New Jersey is 
a state with a 50-50 match with the Federal government; 
the national average has states paying approximately 43 
percent of the overall Medicaid budget. 

Table 1 shows federal and state shares of Medicaid 
expenditures by state for 1994. New Jersey ' s total 
Medicaid expenditures for 1994 were $4,793,000, repre­
senting approximately 15 percent of Medicaid expendi­
tures for the Middle Atlantic states of New York, 
Pennsylvania and New Jersey. The states of New York 
and California represent the largest share of Medicaid 
expenditures, with $21,223,000 and $14,065,000, respec­
tively - close to 20 percent of total national Medicaid 
expenditures. Table 2 places Medicaid spending in the 
context of total state spending and federal grants-in-aid. 
1994 Medicaid spending represented 21.8 percent of New 
Jersey's total state budget; just two percent higher than the 
national average of 19.6 percent (See Table 2). 

The states continue to establish their own financial eli­
gibility criteria and have significant flexibility regarding 
coverage, reimbursement and eligibility for the Medicaid 
program. As a result, there continues to be substantial 
state-to-state variation in Medicaid and literally 51 differ­
ent Medicaid programs are in operation throughout the 
country. (Reference is made to the 1996-1997 Capitol 
Forums Issue Briefs on Safety Net Providers and on 
Health Care for Children and Adolescents for current 
information about Medicaid program expansions and pro­
grams for the uninsured. The Issue Briefs are included at 
the end of this publication.) 

In its 1996 "Medicaid Fact Sheet," the Kaiser 
Commission on the Future of Medicaid reports that by 
1994, 34.2 million individuals -more than 1 in 10 
Americans - were covered by Medicaid at a cost of 
$137.1 billion, comprised of Federal and state sources. 
During the period from 1992-1994, the number of 
Medicaid beneficiaries grew by an average of 7.1 percent 
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nationally (See Table 3, "Medicaid Beneficiaries by State, 
1988-1994"). By comparison, New Jersey showed an 
average annual growth of 5.7 percent during that same 
period. Across the country, 23 states (including New 
Jersey) reported an average annual growth under 6 ~rcen~ 
for the period from 1992-1994. 

Medicaid Beneficiary Groups and Enrollment 
The Medicaid population is comprised of: 

• 3.8 million elderly persons 
• 5.4 million blind and disabled persons 
• 7.9 million adults in families 
• 17.1 million children 

Table 4, "Medicaid Beneficiaries by Group, 1988-
1994," shows the numbers of beneficiaries in each group 
-elderly, blind and disabled, adults and children- and 
the average annual growth of each of these groups between 
1988 and 1994. For a general overview of where New 
Jersey stands in relation to other states, ·Table 5 fists the· 
percent distribution, by beneficiary group, of Medicaid 
beneficiaries by state for 1994. New Jersey's beneficiary 
group percent distribution of 47.4 percent for children; 
23.9 percent for adults; 17.5 percent for blind and disabled 
beneficiaries and 11.1 percent for the elderly closely paral­
lels the percent distributions reported for the national aver­
age. 

Overall, children and adults in families with children 
comprise approximately 75 percent of the Medicaid popu­
lation, and the elderly and disabled account for the remain­
ing 25 percent (Holahan and Liska,_1997).(~ee Table 6, 
listing Medicaid beneficiaries by group, for all states in 
1994). The Medicaid beneficiary group of row-income 
children and adults is generally comprised of adults and 
children in AFDC (now T ANF) families; low-income 
infants, children and pregnant women; medically needy 
individuals and those with coverage extended through 
Section 1115 waivers (Policy Brief, The Kaiser 
Commission on the Future of Medicaid, Ncivembei-"1996): - -. 

. . 
Medicaid Expenditures 

Table 7 offers Medicaid expenditure and beneficiary 
projections for 1996 to 2002 as calet,Ilated by _the Urb_an 
Institute using figures reported by the Congressional 
Budget Office in April 1996. The highest average annual 
growth for the period from 1996 to 2002 is for the blind 
and disabled (8.9 percent) and the elderly (8.2 percent); 
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Table 1 

Federal and State Shares of Medicaid Expenditures by State, 1994 

Total Federal St.te 
Expendlturn FMAP1 Shllre Share 

(mllllona) 1994 (milliOns) (mllllona) 

Unimd States $137.112 67.2% $78,410 $61,702 

NewE!!9Iand $9,952 61.7% $5,145 $4,107 

Connecticut 2.424 50.0 1.212 1,212 

Maine 932 62.0 5n 354 

Massachusetts 4,696 50.0 2,348 2,348 

New tulmpshire 830 50.0 415 415 

Rhodel~nd 787 53.9 424 363 

Vennont 284 59.6 169 115 

Middle Atlantic: $32,447 &0.9% $16,620 $15,127 ___. New Jersey 4,793 50.0 2,396 2,396 

New Yen 21.223 50.0 10,611 10,611 

Pennsylvania 6.432 54.6 3,512 2,919 

South Atlantic: $20,131 69.3% $11,937 $1,202 

Delaware 281 50.0 141 141 
District d Columbia 790 50.0 395 395 

Florida 5,347 54.8 2,929 2,418 
Georgia 3,274 62.5 2,045 1.229 
Maryland 2,246 50.0 1,123 1,123 

North carolina 3,175 65.1 2,068 1,107 

SoUtft carolina -4,900 71 .1 1,351 550 
V.rgfta 1,871 50.0 936 936 
West Vwginia 1,254 75.7 949 304 

Eaat South Centnl . ~ $7,&&1 71.0% $6,441 $2,218 
Alabamll 1,769 71.2 1,260 509 
Kentucky 1,867 70.9 1,324 543 
Miuissippi 1,330 78.9 1,049 281 
l'en~. •2.694 67.2 1,109 885 

Wwt South Central $14,317 11.0% $9,742 $4,675 
Altulnsas 1,074 74.5 800 274 
Louisiana 4.065 73.5 2,987 1,078 
Okiahoma 1,041 70.4 733 308 

Texas 8,137 64.2 5.222 2,915 

Eat North Central $20,710 67.3% $11,115 $8,865 
Illinois 5,286 50.0 2,643 2,643 
Indiana 2.811 63.5 1,784 1,026 
Michigan 4,930 56.4 2.ns 2,151 
Ohio 5,499 &0.8 3,345 2.154 

.lMsoonsin - 2,256 50.5 1.364 892 

West North Centnl $8,2A 6U% $4,941 $3,317 
Iowa 1,089 63.3 690 399 
Kansas 981 59.5 584 397 
Minnesota 2,470 54.7 1,350 1,120 
Missouri 2,533 50.6 1,536 997 
Nebruka 615 62.0 381 234 
North Dakota 279 71 .1 198 81 
South Dakota • 291 69.5 202 89 

Mountain $5,101 14.7% $3,298 $1,103 
Arizona 1,571 65.9 1.035 536 
Colorado 1.119 54.3 608 512 
Idaho 312 70.9 221 91 
Montana 344 71.1 245 100 
Nevada. 418 50.3 210 208 
New Mexico 665 74.2 493 172 
Utah 513 74.4 382 132 
Wyoming 158 65.6 104 54 

Pacific: $18,468 61.3% $9,471 $8,988 
Alaska 288 50.0 144 144 

Calif~ 14,065 50.0 7,032 7,032 

Hawaii 458 50.0 229 229 
Oregon 1,105 62.1 686 418 
Washington 2,543 54.2 1.379 1,164 

Sou~~»: 1/tMn-c:a...-.s Mad on HCFA IU dllla. Stat. FIAAPI .,. ,_, Tlte- SouiCe 8oolc: Bad<g- De/a and 
~ (e ,.,3 upder.}. ~ ~.....:11 s.noc.. 11t3. 
Oaes--~--~~. M/tJeUST~I<ltal~lorel~*l11t4WIIS 

~$14:/. Tbilion. T--ytiOt--ID~. 

·--As..-~. 
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Table2 
Medicaid Spending as a PercentofTotal State Budgets & Federal 

Grants-in-Aid, 1994 

Total Stat. Medicaid Total Federal Medicaid 
Spending aa a % of Spending as a % of 

Stat. Only Revenun Federal Grants4n·Aid 

!.lo~s- 11.9% 42.1% 

New England 
Connecticut 12.0 46.4 

Maine 13.8 53.4 

Ma&Adlusetts 17.5 43.8 

New Hampshire 26.7 52.9 
RhOde ISIIInd n/8 41 .6 

V8fi!IO!ll 13.9 31 .9 

Middle Atlantic: --.. New Jersey 13.5 53.2 
New York 26.8 57.1 
Pennsylvania 14.1 38.7 

South Atlantic 
Delaware 4.5 26.7 
D!'lrict of Columbia nla nla 

Florida 8.1 ' 42.4 

Georgia 10.4 42.5 
Maryland 11 .3 32.6 
North Carolina 8.3 46.3 
South Carolina 8.4 46.1 
Vlfllinia 7.3 36.4 
West Vlfginill 8.6 48.2 

East Seuth Central 
Alabama 6.7 41 .7 
Kentuc:ky 6.7 48.0 
Missisaippi 7.9 45.7 
Tennessee 12.5 52.0 

Wnt South Central 
Arlcansu 5.7 45.2 
LouiSiana 

. 11 .2 64.7 
Oklahoma 5.6 38.3 
Texas 11 .5 51 .0 

Eut Nor1h Central 
IHinoia • 14.3 44.7 
Indiana 11 .7 51 .5 
Michigan 13.4 44.5 
Ohio 8.8 30.3 
'MscollSin 7.7 38.1 

Wnt North Central 
Iowa 6.5 32.0 
Kansas 7.7 . 25.2 
Minnesota 10.9 47.0 
Missouri 13.0 50.0 

Nebniska 8.1 38.4 
North Dakota 7.3 28.6 
South Dakota 9.1 32.3 

Mountain 
Arizona 8.8 33.2 
Colorado 8.9 35.6 
Idaho 5.5 29.2 
Montana 6.1 35.5 
'Newda .. A ... "' 6.8 32.5 
New MexiCo 

-- 4.3 35.5 

U1aho 3.9 36.1 

~ 4.0 26.7 

Pacific 
Alaska 3.6 14.0 

• califofnja . 13.3 . 29.1 
t1awaii 4.2 27.8 

. Oregon . 5.3 36.3 
Weshingtan 9.8 40.4 

.SOU..:.: HCFA 54 --A-ol~ Budr/MOfllo8fs. o..s-- tile u.s. r-. T-,..,--up- 11> IIXMIIfnl!. •r-- SpwodingindutJN ----·x,.,-s. 

Total Medicaid 
Spending aa a% of 

Total Stat. BudgeD' 

19.1% 

15.9 
23.4 
19.7 
37.5 
23.7 
17.9 

21 .8 
29.0 
19.8 

8.3 
nla 

14.5 
19.1 
14.8 
16.6 
20.4 
12.1 
22.0 

17.1 
17.1 
22.8 
24.8 

16.6 
31.4 
14.1 
22.8 

21 .7 
24.4 
20.8 
22.4 
14.4 

12.9 
10.3 
18.4 
21 .1 
15.2 
13.1 
18.1 

15.3 
15.5 
13.4 
14.2 
10.1 
12.4 
11 .5 

8.6 

s .j 
20.1 

8.2 
11 .2 
15.4 
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Table3 

Medicaid Beneficiaries by State, 1988-1994 
ALL Beneficiaries 

United Sbtes 

Connecticut 
Maine 
Massachusetts 
New Hampshire 
Rhode Island 
Vennont 

Middle Atlantic 

Delaware 
Oislric:t d Columbia 
Florida 
Georgia 
MalyiJind 
Nor1h Carolina 
Soulh Carolina 
Vll'!linia 
\Nest Virginia 

East South c.ntral 
Alablma 
Kenlllclty 
Mississippi 
Tennessee' 

Wnt South Central 
Mansas 
Louis ;.,a 
Oklahoma 
Texas 

East North Central 
IPinois 
lnd;;.,a 
Michigan 
Ohio 
Wisconsin 

West North Central 
Iowa 
Kansas 
Minnesota 
Missouri 
Nebraska 
Nor1h Dakota 
South DakoiJI 

llounbln 
AriZona ' 
ColOrado 
Idaho 
Montana 
Nevada 
New Mexico 
Utah 
Wyoming 

Pacific: 

Beneflc:lllrtes (thousands) 
1111 1HO 1H2 

22.014 

1,070 
213 
119 
555 

33 
99 
51 

usa 
533 

2,212 
1,223 

2,912 
40 
97 

768 
537 
320 
411 
263 
326 
221 

1.102 
305 
452 
366 
479 

1,H1 
227 
433 
260 

1.062 

3,105 
1.043 

328 
1.063 
1.118 

352 

1,304 
228 
170 
336 
379 
105 

"" 41 

747 
213 
180 
46 
56 
39 

105 
86 
23 

4,453 
33 

3,675 
96 

189 
481 

24,0H 

1,117 
243 
133 
591 
43 

117 
60 

4,080 
567 

2,326 
1,167 

3,117 
50 
93 

989 
6C9 
328 
563 
316 
379 
250 

1,114 
352 
468 
433 
612 

2,540 
254 
573 
271 

1,442 

4,020 
1,067 

345 
1,039 
1,178 

391 

1,463 
240 
194 
364 
448 
1111 
49 

49 

1!16 
276 
191 
55 
61 
47 

129 
108 
29 

4,418 
39 

3.624 
81 

227 
448 

29,111 

1,412 
305 
162 
678 
70 

119 
78 

4,429 
697 

2,557 
1,175 

4,MI 
61 

108 
1,530 

863 
373 
785 
427 
515 
308 

2.321 
467 
583 
487 
784 

3,361 
319 
684 
356 

2,007 

4,105 
1.313 

502 
1.128 
1,424 

438 

1,721 
278 
225 
401 
554 
148 
57 
6C 

1.276 
402 
259 
87 
60 
78 

212 
137 
42 

5,505 
58 

4.486 
98 

295 
569 

- : IMIM __ , .. _onHCFII20D-. 

OoHrtDt-ftleiJS T...-s. TotahmeyrtDterldalr>~ 

11M 

34,113 

1,525 
344 
176 
704 
83 

126 
92 

4,!137 
n9 

2.903 
1.255 

5,811 
75 

127 
1,727 
1,070 

415 
983 
483 
6C2 
366 

2,87& 
538 
621 
526 

1.191 

3,H7 
337 
757 
388 

2,514 

5,115 
1 ..... 1 

601 
1,187 
1,496 

470 

1,121 
302 
252 
413 
669 
159 
62 
n 

1.560 
509 
287 
110 
95 
96 

258 
157 

50 

8,275 
69 

5.008 
119 
411 
668 

Avenge Annual Growth 
1918-M 1918-90 1190-12 1H2-M 

7.8% 

&.1% 
8 .3 
6.7 
4 .0 

16.5 
4.2 

10.2 

3.7"1. 
6.5 
4 .6 
0 .4 

12.0% 
11 .0 
4 .7 

14.5 
12.2 
4 .4 

15.7 
10.7 
11 .9 
8.8 

10.2% 
9.9 
5 .4 
6 .2 

16.4 

12.4% 
6.8 
9.8 
6 .9 

15.5 

4.9% 
5.5 

10.6 
1.9 
5.0 
4 .9 

1.7"1. 
4 .8 
6.7 
3.5 
9 .9 
7.1 
5 .9 · 
9 .5 

13.1% 
15.6 
8.1 

15.5 
9.1 

16.3 
16.2 
10.6 
13.5 

6.1% 
13.1 
5 .3 
3 .7 

13.8 
6 .4 

4.6% 

5.3% 
6.8 
5.5 
3.2 

13.8 
8.9 
8.5 

1.1% 
3.1 
2.6 

-2.3 

10.1% 
11 .5 
-1 .8 
13.5 
9 .9 
1.2 

17.1 
9.5 
7.9 
6.4 

7.9% 
7.4 
1.7 
8.8 

13.0 

13.2% 
5.8 

15.1 
2.3 

16.5 

1.6% 
1.2 
2.6 

-1 .1 
2 .6 
5.3 

5.1% 
2.6 
6 .8 
4 .1 
8 .7 
5 .9 
5 .1 
9.0 

9.5% 
14.0 
3.0 
8 .5 
3.9 

10.3 
11 .1 
12.3 
11 .6 

.0.4% 
9.0 

.0.7 
-8.3 
9.6 

-1 .4 

11.3% 

t.1% 
12.1 
10.5 

7.1 
27.7 

0.8 
13.3 

4.4% 
10.9 
4.8 
0 .3 

17.2% 
10.5 
7.7 

24.4 
15.3 
6.6 

18.1 
16.3 
16.5 
10.9 

11.8% 
15.2 
11.7 
6.0 

13.2 

15.1% 
12.1 
9 .3 

14.6 
18.0 

1.3% 
10.9 
20.5 

4 .2 
10.0 
5.8 

8.7% 
7.7 
7.6 
5.0 

11 .2 
12.1 
7.9 

14.1 

19.4% 
20.6 
16.5 
26.2 
.0.8 
28.4 
27.9 
12.6 
21 .0 

11.&% 
21 .4 
11 .3 
10.3 
14.0 
12.7 

7.1% 

6.2 
4.2 
1.9 
8.8 
3.1 
9.0 

5.6% 
5.7 
6.6 
3.4 

I.K 
10.8 
8.5 
6.2 • 

11.4 
5.5 

11.9 
6.4 

11.6 
9.0 

11.3% 
7.4 
3.2 
3.9 

23.3 

t .O'Yo 
2.8 
5.2 
4 .4 

11 .9 

4..0% 
4.8 
9.4 
2.6 
2.5 
3 .7 

5.6% 
4 .2 
5.8 
1.4 
9 .8 
3.6 • 
4 .1t -

5.5 

10.1% 
12.5 
5.3 

12.5 
26.0 
11.0 
10.3 
7.0 
8.3 

6.8% 
9 .4 

5 .7 
10.3 
18.0 
8.4 

'Fo<llnralo_T ___ ..,,.,__--.. ___ Oit~repotfed*-YbyiM-; ....--....-ID 

Al/legllrize ,.,. ~;,flit...,. ment'IW •• aiiW ,.,., ,.pott lo HCFA.. 
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Table4 

Medicaid Beneficiaries by Group, 1988-1994 
United States 

Beneficiaries {thousands) Average Annual Growth 

Be!!!!fl!C!i!O! GrouR 1918 1990 1992 1993 1994 1988-1994 1988-90 1990-92 

All Beneficlarl" 22.014 2A,066 29.811 32,441 ~.183 7.6% 4.6% 11.3% 

Cash Assistance 15.945 16,144 18.460 19.475 19,847 3.7 0.6 6.9 

Other Beneficiaries 6.068 7,922 11,351 12,966 14,336 15.4 14.3 19.7 

El!l~trtv 3,130 3,167 3,547 3.680 3,828 3.4% 0.6% 5.1% 

Cash Assistance 1.664 1,532 1.573 1,504 1,574 -0.9 -4.1 1.3 

Other Beneficiaries 1.466 1,635 1,974 2,116 2,254 7.4 5.6 9.9 

Blind and Disabled ~443 3,717 4,471 4,991 5,381 7.7% 3.9% 9.7% 

Cash Assistance 2,75a 2,966 3,517 3.906 -4,223 7.4 3.8 8.9 

Other Beneficiaries 690 750 95-4 1,085 1.159 9.0 4.3 12.8 

Adults ~081 5,696 6,982 7.-451 7.880 7.5% 5.9% 10.7% 

Cash Assistance 3,867 3,865 4,379 4,568 4,571 2.8 0.0 6.4 

Other Beneficiaries 1,214 1,831 2,603 2.884 3,288 18.1 22.8 19.2 

ChHdren 10360 11,486 14,111 16,319 17,115 8.7% 5.3% 13.6% 

Cash Assistance 7,662 7,781 8.992 9,437 9.479 3.6 0.8 7.5 

Other Beneficiaries 2,698 3.706 5,820 6.882 7,635 18.9 17.2 25.3 

Soute: uro.n lnstitlft Clllt:tRliOns ,_en HCFA 2012 aeta. 
Does not incJIJr» the US Terri/Dties. Tc::Dis nYY not add due 1D ruunctng. "Cah"lfJier3 10 beneliciMy groups lOtiO IW08ioe AFDC or SSI. "CCtt>er" ~ps (11011-CaSh, 

~~ inclucJe lhe fJ7fldiQI/y ,.,sy, pavert, """ted apeMion groups. and 1115 ,.._. ~ I""""" ~J. BeMJic::i;onU- deined •• indMdutll$ 

ewollt:cl in""' ltl«<icaid ptOgi'MJ """' .au.lly ,..,;,.., medic:M ....ces. 

1992-94 

7.1% 

3.7 
12.4 

3.9% 
0.0 
6.8 

9.7% 
9.6 

10.2 

6.1% 
2.2 

12.4 

7.5% 
2.7 

14.5 
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TableS 
Medicaid Beneficiaries by State, 1994 

Percent Distribution, by Beneficiary Group 

Blind& 

Total Children Adults D'-ablecl Elderly 
.: 

United StlltH 100.0% 50.1% 23.0% 16.7% 11.2"!. 

NeW England 100.0% 4U% 22.4% 17.1% 13.2"!. 

Connecticut 100.0 52.0 22.9 14.5 10.6 

Maine 100.0 46.4 21.6 19.0 13.0 

Massachusetts 100.0 43.5 22.5 19.5 14.6 

N- Hampshire 100.0 51.0 21 .2 16.0 11 .8 

Rhode 1s1atid 100.0 42.7 21 .9 19.7 15.8 

Veffnont 100.0 51.1 23.0 14.7 11 .2 

Middle Atiintlc; 100.0% 41.7% 20.1% 17.7% 12.1% ___.. N-Je!Wy 100.0 47.4 23.9 17.5 11 .1 

New York 100.0 50.7 20.4 16.2 12.6 

. Pennsylvania 100.0 48.7 19.0 21 .0 11 .4 

South Atlantic; 100.0% 53.2% 11.5% 1U% 12.0% 

Del-are 100.0 56.6 20.8 14.8 7.8 

District of Columt*a 100.0 53.0 22.6 17.0 7.4 

Florida 100.0 60.3 13.3 14.5 11 .8 

"t;~ii 100.0 51.3 22.5 16.6 9.7 

Maryland 100.0 49.9 19.3 19.6 11.2 

-'North carolina 100.0 50.0 24.5 11.5 14.0 
Sou1h"Carolina ... 100.0 48.2 17.8 18.1 15.8 

Vlfllinia 100.0 52.1 19.5 15.1 13.3 

• 'Nest Vlfllinia 100.0 45.0 27.3 18.3 9.5 

Eat South Central 100.0% 44.5% 23A% 20.1% 1U% 

Alabama 100.0 45.9 17.5 23.3 13.3 
Kentucky 100.0 44.9 21 .5 23.4 10.2 

Missisaippi 100.0 49.5 15.9 22.3 12.4 
Ten~' 100.0 41.4 30.4 17.0 11 .2 

Wnt South Central 100.0% 53.2% 21.0% 13.1% 12.7% 
Attulnsas 100.0 42.8 17.1 24.8 15.4 
Louisiana 100.0 49.7 19.6 18.0 12.8 
Oklahoma 100.0 51.1 22.1 13.5 13.3 
Texas 100.0 56.0 21 .8 10.0 12.3 

East North Central 100.0% 50.7% 23.1% 11.1% U% 
IllinoiS 100.0 52.2 21 .7 18.0 8.1 
Indiana 100.0 53.5 23.8 11.2 11 .6 
Michigan 100.0 48.3 26.7 18.0 7.0 
Ohio 100.0 51.7 22.8 14.7 10.8 
Wisconsin 100.0 45.7 18.1 22.1 14.1 

Wnt North Central 100.0% 50.0% 22.1% 14.6% 12.1% 
Iowa 100.0 46.9 24.9 15.7 12.5 
Kansa& 100.0 52.3 23.3 14.2 10.1 
Minnesota 100.0 49.0 22.5 15.7 12.8 
Missouri 100.0 49.2 23.6 13.8 13.4 
Nebraska 100.0 58.2 15.4 13.6 12.8 
North Dakota 100.0 49.0 20.0 13.5 17.5 
South Dakota 100.0 51.2 18.8 17.4 12.7 

Mountain 100.0% 66.3% 24.0% 12.7% 8.1% 
Arizona 100.0 58.8 24.5 11 .1 5.6 

Colorado 100.0 50.4 23.3 13.4 12.8 
Idaho 100.0 54.4 22.2 15.3 8.2 

.Montana 100.0 52.6 22.3 15.8 9.3 
lll'"evada 100.0 50.5 23.4 15.0 11 .1 
NewMexX:o 100.0 56.6 23.2 13.3 6 .8 
Utah 100.0 55.1 28.0 10.9 6.0 

~ing 100.0 58.0 21 .7 11.0 9.3 

Pac:lfic: 100.0% 47.1% 29.2% 13.9% 9.1% 

Alaska 100.0 56.4 28.4 8.7 6.5 
. ' c.Jifornia 100.0 46.9 28.9 14.1 10.2 

Hawaii 100.0 51.6 22.7 14.8 10.8 

Oregon 100.0 41 .9 39.2 10.8 8.2 

washington 100.0 50.2 26.7 15.1 8 .0 

$o<M<le: 11t11M --_..,HCFA 2012-. 
Does-""'*-- US T-. T- mey-edd -ID 10Uttt1ing. 
'ForAra""" _T __ .__,.. -~cs.r.--onliplfts,.,.,.aditwdlyt>y,._;......,_ __ ID 

~--in b-,.,_._. _sta,_s tepott 1D HCFA. 
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TableS 

Medicaid Beneficiaries by State, 1994 
ALL Beneficiaries, by Beneficiary Group 
(tllousands Of people) 

Blind& 
Total Child,.n Adulta DINblecl Elderly 

Unltacl States 34,113 17.116 7,160 6.311 3.828 
N-England 1,526 710 342 272 202 

connecticut 344 179 79 so 37 
Maine 176 82 38 33 23 
Massachusetts 704 306 158 137 103 
New Hampshire 83 42 18 13 10 
Rhode Island 126 54 28 25 20 
Vermont 92 47 21 14 10 

Mlclch AUantic: 4.937 2,45Z 1.017 872 SH 
~ N-Jeray n9 369 _186 137 87 

N-Yorlt 2.903 1,472 593 471 367 
PeMSylvania 1,255 611 238 264 143 

Soutll Atlantic: s,au 3,131 1,141 907 704 
Delaware 75 42 15 11 6 
Dis1rid Of Columbia 127 67 29 22 9 
Florida 1.727 1,042 229 251 204 
Georg ill 1,070 549 24Ci" 1n 104 
Maryland 415 207 80 81 46 
NOI1h Carolina 983 491 241 113 138 
Soutll Carolina 483 233 86 88 76 
VI!Vinill 642 334 125 97 85 
West Vltginia 366 165 100 67 35 

Eat South Central 2,871 1.27t 674 H!l 333 
Alaberna 538 247 94, 125 71 
Kemucky 621 279 134 145 63 
Mississippi 526 260 84 117 65 
Tennessee' 1,191 493 363 203 133 

Wnt South Central 3,H7 2.121 131 623 609 
Atbns.as 337 144 58 83 52 
Loui5iana 757 376 148 136 97 
Oklahoma 388 198 86 52 52 
Texas 2.514 1.407 547 251 309 

Eut North Central 5,196 2,636 1.199 164 417 
Illinois 1,441 752 313 260 116 
Indiana 601 322 143 67 70 
Michigan 1,187 573 317 213 84 
Ohio 1.496 n4 341 220 161 
'Mscorl$in 470 215 85 104 66 

West North Central 1,921 164 435 283 246 
Iowa 302 142 75 47 38 
Kansas 252 132 59 38 26 
Minnesota 413 202 93 ~5 53 
Missouri 6696 

329 158 92 90 
Nebraska 159 93 24 22 20 
NOI1h Dakota 62 - 12 -31 8 11 
Soutll Dakota 72 37 13 12 9 

Mountain 1,660 a&3 374 198 126 
Arizona' S09 299 125 56 29 
Colorado 287 145 67 39 37 
Idaho 110 60 24 17 9 
Montana 95 so 21 15 9 
Nevada 96 48 22 14 11 
N-Mexico 258 146 - so 34 . ··;a 
Ulllh 157 87 44 17 9 
Wyoming 50 29 . 11 5 5 

Paeific &,275 2,166 1,833 17~ 115 
Alaska 69 39 20 - 6 4 
California 5.008 2,346 1,447 704 510 
Hawaii 119 62 27 18 13 
Oregon 411 1n 161 44 34 
Washington 668 336 178 101 53 

Soutc»: Ulllelt~~-""HCFA 20f2 _ _ 

.OO.snotlri<UM/tJeUST-s. TOWSIMynotadddueiD""""*"''. 
'For~-T-. ex,.,..._-~---Oit/lf/uiM~ditedlyt;y/tJe-: ~ _,,....,., 
~/tJese-in ,_..,. ,.,_ .. -- ,.,.,riDHCFA. 
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Table 7 

Federal Medicaid Expenditure and Beneficiary Projections, 1996-2002 . 
By Eligibility Group and Type of Service Simulated1 Ul Baseline 

Expenditures (billions) 

Toll Is 
Beneftta 81 .0 

Beneftta by Service 
Acute Care 
Long-term Care 

Beneftta by Group 
Elderly 
Blind and Disabled 
Families 

DSH 10.7 
Administration 

Beneflcllrlee (millions) 

Totals 
By Group 

Elderly 
Blind and Disabled 
FamHies 

Benefits per Beneficiary 

Tollls 
By Group 

Elderly 
Blind and Disabled 
Families 

1996 

$95.8 
127.0 

50.8 
30.2 

25.7 
29.1 
26.1 
13.7 
4.1 

1996 

36.7 

4.3 
6.0 

26.4 

1996 

$2,203 

5,976 
4,830 
988 

Simulated Ul Baseline 

2002 

$147.3 
717.4 

76.8 
50.'2 

41 .3 
48.7 
36.9 
84.6 
6.6 

2002 

40.1 

5.0 
7.4 

28.0 

2002 

$3141 

8,286 
6,571 
1,318 

Total 
1996-2002 

.$839.1. ·-
7.8% 

441 .1 ~ 
276.6 

?.;Jl.O 
.: · ' -- 267] 0 

218.8 
4.3% 

37.0 

Ave. Annual 
Growth 

7.4% 

7.1% 
8.9% 

8.2% 
8.9% 
6.0% 

8.0% 

1.6% 

2.5% 
3.5% 
1.0% 

6.1% 

5.6% 
5.3% 
4.9% 

' The Urban Institute Medcaid Expenditure base line was modified to a~oximate 1996 expendture and beneficiary levels reponed in the A~l1996 CBO baseline. 

TableS 

Medicaid Expenditures per Beneficiary, 1994 
by Beneficiary Group. Cash Assistance Status, & Service 

Dollars 
$16,000 ,--------~-------'-----,--------., 

Sor.rce: Urban lnstitutiJ calculations based on 
HCFA and HCFA 2082. 
Does not include Disproportionate Share 
Hospital payments. Payments to Medicare are 
tnc/uded m spendng for the cash assistance 
elderly. Payments to HMOs are irdxied in 
spending lor children and aduns. Beneficiaries 
are defined as individuals enrolfld in the 
Medicaid progr.m who actuel/y receive medea/ 
sel'llices. 'Cash· relers to individuals who 
receive AFDC or 551. 'Otht>t" groups include the 
medicaly ,_.,poverty-related -·ion 
groups and t t t 5 waNer eligibles (where 
defined). Does not include U.S. Telritories, 
adjustments or administrative oosts. 
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Table SA 

Federal and State Shares of Medicaid Expenditures by State, 1994 

per Beneficiary 

Total Federal State 
Total Non-OSH Total Federal Non-OSH Total State Non-OSH 

Expend !tum Expendlturn DSH Expendlturn Expend"Ural DSH Expendlturn Expenditure~ DSH 

Unbd Statas $4,011 $3,517 $4t4 52,294 S21009 5284 $1,717 $1,508 $210 
NewEnotand H,5:U $5,4411 11,055 13,373 12,129 $544 13,151 ~.s.o ~11 

Connectic:ul 7,042 5,854 1,188 3,521 2,927 59-4 3,521 2,927 59-4 
Maine 5,288 4.350 938 3,2n 2,695 581 2,012 1,655 357 
Massachusetts 6,672 5,903 7119 3,338 2,951 38-4 3,338 2,951 38-4 
New Hampshire 10,036 5,<440 4,596 5,018 2,720 2,298 5,018 2,720 2,298 
Rhode Island 6,224 5,474 750 3.353 2,949 404 2,871 2.525 346 
Vermont 3,088 2,883 205 1,839 1,717 122 1,249 1,166 83 

Middle Atlantic: $6,572 $5,11!1 $112 $3,348 $2,1!17 $441 ~.226 ~.712 $434 
~ NewJerwy 6,152 4,826 1,327 3,076 2,413 663 3,078 2,413 663 

NewYortt 7.311 6,<447 863 3,655 3,224 432 3,655 3.224 432 
Pennsylvania 5.123 4.473 850 2,798 2,<443 355 2.325 2.030 295 

South Atlantic: S3,.UO $3,017 $334 52,027 $1,119 $201 $1,313 $1,268 $125 
Oeleware 3,773 3,693 79 1,886 1,847 40 1,866 1,847 40 
District of Columbia 6,214 5,794 420 3,107 2,897 210 3,107 2,897 210 
Florida 3,096 2,931 185 1,896 1,806 90 1,400 1,325 75 
Georgia 3,058 2,726 332 1,910 1,703 207 1,148 1,023 125 
Maryland 5,414 5,051 363 2,707 2,526 181 2,707 2.526 181 
North CaroUna 3,230 2.833 396 2,104 1,846 258 1,128 988 138 
South Carolina 3,932 2,936 996 2,795 2,087 708 1,137 8-49 288 
Virginia 2,917 2,899 218 1,458 1,349 109 1,458 1,349 109 
West Virginia 3,426 3,143 283 2,594 2,380 214 832 763 69 

Eut South C~J $2,663 $2,402 $211 $1,112 $1,703 $119 sn1 ~H 173 
Alabama 3,287 2,512 n8 2,341 1,789 552 948 723 223 
Kentuc:ky 3,007 2,898 108 2,132 2,055 77 875 8-43 32 
MiSSissippi 2,529 2,228 301 1,994 1,757 237 535 471 8-4 
Tennessee' 2,261 2,171 90 1.518 1,458 81 743 713 30 

Wnt South Centrll $3,512 I2,M5 1717 12,437 $1,941 $492 11,145 $91!1 1226 
Arkansas 3,185 3,178 9 2.371 2,365 7 813 811 2 
LouiSiana 5,368 3,616 1.752 3.945 2,858 1,287 1,423 959 464 
Oklahoma 2,680 2,819 81 1,888 1,8-4-4 43 793 775 18 
Texas 3,237 2,635 802 2.on 1,691 386 1,159 9<44 218 

Eut North Central $4,000 13,169 1331 $2,294 12,102 $191 $1,707 11,567 $140 
IUinois 3.688 3,459 208 1,834 1,730 104 1,834 1.730 104 
lndiallil 4,878 4 ,188 490 2,989 2.658 311 1,707 1,528 179 
Michigan 4,154 3,638 519 2.342 2.050 292 1,813 1,586 226 
Ohio 3,676 3,343 333 2,236 2.033 202 1,<440 1,309 130 
'Msconsin 4 ,797 4 .n2 25 2.901 2.885 15 1,896 1.886 10 

Wnt North Centnll $4~12 $3,716 $4H S2,H2 $2.219 $293 $1,720 $1,521 $194 
Iowa 3.609 3,589 20 2.286 2.273 13 1,323 1,316 7 
Kansas 3.897 3.241 656 2,320 1,929 390 1,578 1,312 266 
Minne!rOta 5,978 5,872 106 3,267 3,209 58 2 ,711 2,683 48 
Missouri 3,788 2,721 1,066 2,2Q7 1,650 647 1,491 1,071 420 
Nebraska 3,8e7 3,812 55 2,397 2,3113 34 1,470 1,<449 21 

't. · North Dakota 4,469 4,451 19 3.179 3,168 13 1,290 1,285 5 
South Dakota 4.063 4.059 4 2.824 2,821 3 1.239 1.236 1 

Mountain $3,2t9 S3,on $192 $2,114 $2,002 $112 $1,156 $1,071 $80 
Arizona 3.088 2,880 208 2.035 1,898 137 1.053 982 71 
Colorado 3,904 3,533 371 2.120 1,918 201 1,78-4 1.814 170 
Idaho 2,833 2,829 4 2.009 2,006 3 824 823 
Montlna 3,627 3,625 3 2.5n 2,575 2 1,050 1,049 
Nevad.~ 4,374 3,804 770 2,201 1,813 388 2.174 1,791 383 

.- New Mexico 2,581 2,551 31 1,915 1,892 23 667 659 8 
Utah 3,268 3,238 31 2,430 2,407 23 836 830 8 
Wyom1ng 3,186 3,186 0 2.091 2,091 0 1,095 1.095 0 

Paclfk: S2,N1 $2,561 $380 $1,509 $1,317 $113 $1,432 $1,245 $111 
Alaska 4,181 3,928 253 2,091 1,984 127 2.091 1.964 127 
Cafifomia 2,809 2,408 401 1.404 1.204 201 1,404 1,204 201 
Hawaii ' 3,8-41 3,59-4 247 1.921 1.797 124 1,921 1,797 124 
Oregon 2,686 2,634 52 1,889 1.836 32 1,017 998 20 
Washongton 3.805 3.342 482 2,064 1.813 251 1,741 1.529 211 

s-t.; 1!.-- cMUiftOIII ,...., ..., HCFA 2012- HCFA fSof - · Does----COJIJ . .........,;,p ec(ou-n. 01 the US Te-s Tolals -y--due to """""'v. 
'DSH._, ID ~ ~ HNI>illll pe_.rs. 
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Medicaid expenditures for long-term care services are also share hospital payments made up the remaining 12.3 per-
expected to grow by 8.9 percent during the same period. cent of Medicaid expenditures for 1994. 

For 1994, national average Medicaid expenditures per 
beneficiary were approximately $9,437 per elderly benefi­
ciary and $8,421 per blind and disabled beneficiary, com­
·pared to $1,974 per non-elderly adult and $1,360 per child 
beneficiary (See Table 8, "Medicaid Expenditures, per 
Beneficiary, 1994"). The higher per beneficiary expendi-

. tures for elderly, blind and disabled individuals reflect the 
expensive costs of acute and long-term care services. In 
general, spending per beneficiary was lowest in the South 
and highest in the Middle Atlantic States and New 
England, with New York showing the highest expenditure 
of $7,311 per beneficiary. New Jersey's 1994 Medicaid 
expenditures per beneficiary were reported at $6,152, com­
pared to the national average of $4,011. (See Table SA, 
"Federal and State Shares of Medicaid Expenditures by 
State, 1994, per Beneficiary"). 

Distribution of Medicaid Expenditures by Beneficiary 
Group 

The distribution of expenditures remains the same as 
in the early 1990s: almost two-thirds of Medicaid expen­
ditures are for the elderly and disabled populations, owing 
to their complex health care needs for acute and long-term 
care services (Ibid). Chart 9, "Medicaid Expenditures, 
1994, by Beneficiary Group and Cash Assistance Status," 
shows that of total 1994 expenditures of $137.1 billion, 
expenditures for the blind and disabled equaled 33 percent; 
expenditures for the elderly represented 25 percent; expen­
ditures for children represented 17 percent and expendi­
tures for non-elderly adults represented just over 11 per­
cent of total Medicaid expenditures. Disproportionate 

Chart 9 

Medicaid Expenditures, 1994 
by Beneficiary Group and Cash Assistance Status 

Total Expenditures= $137.1 billion 

Soorce: UrtJan Institute calculations based on 
HCFA 2002 and HCFA 64 Oala. 
Does not include administrative costs, acounting 
adjustments, or the US terrrtories; total spending 
lor all caEgories in 1994 was awrCD<imaley 
$143.7 billion. Totals may not add dJe to 
rouncing. 'Gash' relers tJ beneficiary goups who 
receive AFOC or SSI. 'Other" goups (non-cash, 
poverty-related) include the medcally ~ 
poverty-related expansion grol4JS, and 1115 
waiver e~gbles (where identifiable). Slates dJ not 
report payments tJ Medcare or HMOs by 
beneficiary grCA4J; payments to Medicare were 
dstributed among aged, blind & disbied and 
payments to HMOs were dsiibuted among adults 
and chilcten as descriled in tte data section ol 
this report 

II Children 

[B Adult 

D Blind & Disabled 

II Elderly 

Kaiser Commission on the Future of Medicaid 
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Medicaid Program Services 
Throughout the states, the Medicaid programs cover a 

wide range of acute and long-term care services . 
Regarding acute care services, the largest portion of 
Medicaid spending comprises several services: hospital 
inpatient care; physician, laboratory and X-ray services; 
outpatient and clinic services; early and periodic screening, 
diagnosis and treatment (EPSDT) and payment to HMOs, 
under Medicaid managed care. Medicaid long-term care 
services covers primarily institutional care - nursing 
facilities and intermediate care facilities for the mentally 
retarded. Although institutional care is the largest compo­
nent of Medicaid long-term care spending, home and com­
munity-based servic~s continue to "grow" in terms of 
enrollment and Medicaid expenditures (Holahan and 
Liska, 1996). In addition to financing acute and long-term 
care services, Medicaid also pays Medicare's cost sharing, 
premiums and deductibles for approximately 3.7 million 
low-income Medicare beneficiaries (Policy Brief, The 
Kaiser Commission on the Future of Medicaid, November 
1996). 

Chart 10, "Medicaid Expenditures, 1994, by Type of 
Service," and Table 11, "Medicaid Expenditures by 
Beneficiary Group and Type of Service, 1994," indicate 
the breadth of services provided by Medicaid and the 
expenditures for those services. When Medicaid payments 
for long-term care services (skilled nursing facilities, and 
intermediate care facilities for the mentally retarded) are 
factored into a percent distribution, they comprise 35.8 
percent of Medicaid expenditures in 1994. Fifty-two per­
cent, or slightly over half, of Medicaid spending on ser-

Aduh: Gash 
6.5% 

Adun: Other 
4.8% 

Elderly: Other 
20.6% 
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Chart 10 

Medicaid Expenditures, 1994 
by Type of Service 

D Acute Care=51.9% 

• Long-Tenn Care-35.8% 

E] [l5H•12.3'Jl. 

Scut:e: UtbPI ~~~on HCFA 114 ddt. 

Phyolcion s-.. 
1.1% 

Outpatient/Clinic 
7.2% 

Inpatient 
11.1% 

I 
OtherAcul8 

1.11% 

Total Expendltui'H• 
$137.1 billion 

DC*not ... ednWII*ftweCICIMI. eccountng.......,.,..., OII'IeUSi~:~ ....... IOtll~lft11MwM~I1437WIIoft 
To11161 ,_, noledd due to tvul'idlnO "'ONt Ao.ltt~ ColiN MMcel tnc:Mie caM~,.,.., ......... dlf'llll. EPSOT, 'filion. OIIW ~· c:.e. etc 
"''CF.t.IR-,.,.,IOi~ttcePe~IDtiMINfttaiV I'IU'r:tlld. ~SNFJJCr,...1D.,_I'VIing......, ~car.taaMIII. 

Table 11 

DSH 
12.3% 

Home Health 
6.2% 

ICF-WI 
1.1% 

Medicaid Expenditure by Beneficiary Group and Type of Service, 1994 
United States 
(Millions of dollars) 

Acute Care 

Beneficiary Group Tolal Tolal Inpatient Physician Outpatient Pr~~erlptlon Other' Paymentato 
Acute Lab&X-Hay Druga Acute MedlcarWHMOa' 

Total $137,112 $71,178 $25,862 $8,297 S9,910 $7,514 S9,416 $10,179 

Elden~ S36,121 $8,447 S1,8n $568 $597' $2,226 S985 S2,i94 
Cash Assistance 7,873 3,762 940 291 310 969 371 881 
Other Beneficiaries 28,249 4,685 937 2n 287 1,257 614 1,313 

Blind and Dl&abled $45,318 $25,703 $10,859 $2,284 $4,159 $3,509 $3,710 - $1,181 
Cash Assistance 30,311 19,879 8,082 1,848 3,362 2,724 2,938 925 
Other beneficiaries 15,007 5,824 2.m 436 797 785 n2 257 

Adults $15,513 $15,309 $5,802 $2,821 $2,309 $820 $1,638 $1,920 
Cash Assistance 8,914 8,804 3,015 1,539 1,441 611 1,082 1,116 
Other Beneficiaries 6,598 6,505 2,787 1,282 866 208 ~ 55§ 803 

Children $23~70 $21.719 S7,324 S2,624 $2,845 S96o $3,083 $4,884 
Cash Assistance 12,838 12,146 3,173 1,295 1,646 525 1,841 3,666 
Other Beneficiaries 10,431 9,573 4,151 1,329 1,199 434 1,241 1,218 

DSH $16,890 

SOLn:e · Urtlan tlsfllllrlc.1ri.MiiW lliSfltl on HCFA 2042antl HCFA 64 dall. 
DotJsnoti>cixludmlrish,..CtJSts, «CCC~~Ii'lg lldjl.6tntlnts, orr. US TIHiitJtiBs.· t>rat spefllliiV brllcalllgotiBs i11994 Mes llpfltDJdnylflly St43.7bl/ion ToiiJ!I maynotldddue t>rolllllltJI. Wlr rem 
CJisptr;porbJate St.te Hospirat /M)1716nls. OC.sfl' telm l> blnlciMyllfDiflli who /eCBNe AFOC of SS/. '01181' 1/fiii.JIS (~. /I(NSfl)"re/IIIKI) tr:UJe tie fiiiKIIcMiylllllllly, poW1flyiii.IIIKJexpansion flfiii.JIS, m1 
I I 15 Mlilelelgi/Jies (..,_. itlenfWie). 
''O'i'Br Aclirt'c.1111Sflf\i:asilr:il.decass17J.111.111817l( IJmilyp/anlitV, dBnlll. EPSOT. llsiJn. or.rpracrtJnets"cn, er. 
'SrtllS do nor teport ~M)frltlnS t> l.l9diclre or H!.Vs by b«JslciMy lifO~: !M)mt/rliS t> MJdrn - distiJUifltl among tiBIJIIfld, blild & disabled 11111 /M)fllllnts t> HMJs - dlstibuiiKI amtJiflldlits & cllildtan 1s 
d8saib8d il ,. d1la S9CIIbn of t11s ,.,at 
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vices was for acute care, including inpatient hospital care, 1996 spending growth for Medicaid is estimated at 3.2 per­
prescription drug payments, and physician and outpatient cent (Kaiser Commission Report, November 1996). 
care services. 

The Future of Medicaid 
Since 1995, there continues to be a major debate over 

the future course of the Medicaid program. The debate in 
Congress is focusing on efforts to reduce Federal spendmg, 
the status of individual entitlement to benefits and the 
"devolution" of power and authority to the states to afford 
them flexipility and a greater degree of control over their. 

Table 12, "Medicaid Expenditures by State, 1988-
1994, Benefits Only, All Beneficiaries," sets forth the 
state-by-state Medicaid expenditures and average annual 
·g!owth for the period from 1988 through 1994. During the 
period, the national average annual growth was 15.0 per­
cent; in comparison, New Jersey' s average annual growth 
was 13.9 percent. 

Medicaid programs (Holahan and Liska, 1996) .~ The reduction in Medicaid expenditures since 1993 is 
Discussions about restraining the growth of Medicaid ~attributable to a number of factors . First, their rapid 
expenditures (as well as Medicare expenditures) focus on growth during the 1988-1992 period has been slowed sig­
several possibilities, including increasing costs to benefi- nificantly because of Federal actions limiting the use of 
ciaries, cutting provider rates, restructuring the programs, provider taxes and capping disproportionate share hospital 
accelerating the shift towards managed care and changing (DSH) payments. DSH payments are made to hospitals 
the nature of the entitlement (National Health Policy serving disproportionate shares of low-income individuals. 
Forum, Issue Brief No. 665, 1995). When DSH payments are factored into Medicaid expendi­

The National Governors' Association' s (NGA) Task 
Force on Medicaid made recommendations in January 
1997 to Congress and the Clinton Administration regard­
ing their proposals on "re-structuring" the Medicaid pro­
gram and the "devolution" of administrative authority to 
the states. The NGA recommendations differ signfficantly 
from those changes to the program proposed by the 
Clinton Administration; however, both plans are looking 
towards major restructuring of the program to achieve cost 
savings and provide greater flexibility to the states. 

The NGA Task Force identified as its major priority to 

control Medicaid spending without shifting costs to the 
states and to reduce Federal statutory and regulatory 
micro-management. The NGA recommendations propose 
major programmatic changes, including giving states 
greater flexibility to design and implement waivers for 
managed care; eliminating administrative hearings for 
Medicaid beneficiaries enrolled in managed care and 
allowing states to limit EPSDT (early and periodic screen­
ing, diagnosis and treatment) services. On the Federal 
level, the debate over Medicaid will take place in two 
Congressional Committees : the Senate Finance 
Committee and the House Subcommittee on Health and 
Environment. 

1992 -1996- Emerging Trends: Reduction in Rate of 
Medicaid Spending Growth 

Medicaid expenditures grew at an ayerage annua)_ rate 
of 22.4 percent between 1988 and 1992. In significant 

tures, the national average annual growth for the period 
from 1988 throug"h 1994 increases to 17.3 percent; New 
Jersey's average annual growth in Medicaid expenditures 
also increases to 18.4 percent for the same period. (See 
Table 13, "Medicaid Expenditures by State, 1988-1994, 
Benefits and DSH, All Beneficiaries.") 

There is great variation across state-to-state Medicaid 
spending in the use of DSH payments. In Connecticut, 
Louisiana, New Hampshire and New Jersey, DSH pay­
ments amount to over $700 per low-income person. In 
comparison, large numbers of states, including Idaho and 
Arkansas, spend less than $10 per low-income resident on 
DSH payments (Hollahan and Liska, 1997; Table 14, 
"Medicaid Disproportionate Share Hospital Payments, 
1994"). 

Medicaid enrollment growth has also slowed, con­
tributing to a general slowing of any increases in Medicaid 
expenditures. Between 1988 and 1992, enrollment growth 
_increased by 7.9 percent annually. In comparison, enroll­
ment growth slowed to 5 .3 percent per year in the follow­
ing three years: 1993, 1994 and 1995. According to the 
Kaiser Commission on the Future of Medicaid, Medicaid 
enrollment growth has slowed for a number of reasons, 
which include- that there is a general decline in the AFDC 
rolls (in part due to Federal and state welfare reform mea­
sures) and that the growth in coverage for pregnant women 
and children has slowed after significant expansions to 
cover this group occurred in the early 1990s. 

contrast, Medicaid expenditures increased by an average of Other factors involved with the reduction in Medicaid 
9.5 percent each year between 1992 and 1995. Spending _expenditures since 1993 are that general and medical price 
increased from $119.9 billion in 1992 to $157.3 billion in inflation are lower. Also, state cost containment efforts, 
1995. Preliminary data from HCFA indicates that 1995- most notably increased enrollment of Medicaid beneficia-

ries in managed care programs, have slowed the growth of 
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Table 12 

Medicaid Expenditures by State, 1988-1994 
Benefits Only, ALL Beneficiaries 
Does not indude DisproportiOnate Share Hospital payments. administration. or expenditure adjustments 

UnltHStatn 

Connecticut 
Maine 
Manachusetts 
New Hampshire 
Rhodelaland 
Vermont 

Middle AUantic 
~ . N8Ja~· 

New Yoril 
Pennsylvania 

South AUantic 
Delaware 
District ol Columbia 
Florida 
Georg ill 
Maryland 
Nonh Carolina 
South CArolina 
Vwginia 
West Virginia 

East South central 
Alabama 
K.entudty 
Mialiuippi 
Tenne..-1 

Wut South Centnl 
Arbnaas 
Louiaiana 
Oklahoma 
Texas 

Eaat North cantnl 
llinois 
Indiana 
Michigan 
Ohio 
\1\o\scon$111 

Wut Norttt central 
Iowa 
Kansal 
Minnesoc. 
MiNouri 

• Nebraska •· 
Nor1h Dakota 
South Dakota 

Mountain 
AriZona'·' 
Colorado 
Idaho 
Montana 
Nevada 
New Mexico 
Utah 
WV&ning "'" 

Pacific 
Alaska 
California 
Hawaii 
Oregon 
Washington 

1tll 

$12,104 
13,711 

840 
• - ~26 

1,980 
169 
337 
109 

113.632 
1,721 
9,439 
2,471 

$6,141 
103 
387 

1,528 
1,154 

918 
988 
470 
787 
315 

$2,145 
471 
723 
......... 

1,007 
$4,002 

435 
907 
602 

2,059 
SI.UI 

1,924 
1.052 
1,998 
2,394 
1,169 

$3,2t7 
4115 
336 

1,208 
711 

·-245 
1114 
12.8 

$1,411 
nla 

460 
119 
155 
97 

231 
201 
47 

Sl.102 
105 

8,561 
161 
376 ' 
898 

Expendltu,... (mllllone) 
1tt0 1H2 

, ... 131 117.131 
$5,167 $7,430 

1.237 f.717 
436 809 

3,159 
228 
446 

154 
117.137 

2,339 
11 ,771 

3,027 
$1,431 

126 
406 

2.491 
1,585 
1,1112 
1,434 

795 
1,029 

410 
$3,5to 

610 
1,013 

1121 
1,347 

$1,700 
617 

1,2113 
720 

3,0110 
111.147 

2,416 
1,482 
2,563 

' · 

0 3,205 
1,481 

$4,117 
641 
458 

1,464 

906 - -
• 3111 

1H 
171 

$2,221 
553 
537 
157 
193 
150 
293 
275 

. 67 

$10,012 
153 

7,991 
207 
532 

1,199 

3,812 
369 
701 
222 

SZ3.012 
3,085 

14,936 
5,032 

$14,UJ 
216 
567 

3,958 
2.188 
1,7n 
2,149 
1,111 
1,405 

1170 
$5,1t1 

1,0113 
1,5e8 

931 
2,011 

Sl,711 
929 

2,0911 
1,022 
4 ,749 

$15.111 
3,974 
2,284 
3,243 
4 ,365 

2.002 
$1,tu 

11118 
610 

1,899 
1,814 

477 
250 
239 

13.177 
1,138 

872 
288 
270 
2911 
496 
417 
121 

$12,711 
202 

9,740 
274 
7117 

1.792 

Soun:e. Ur-.ln•-e&tc.-, N..O"" HCFA IU -.. 

1tt4 

$120.222 
$1,343 

2,01!1 
767 

4 ,154 
450 
692 
265 

$21.ot0 
3,759 

18,716 
5,615 

$11,171 
275 
737 

5,062 
2 .918 
2,096 
2 ,785 
1.419 
1,732 
1,150 

$1,108 
1,352 
1,799 
1,172 
2,588 

$11,410 
1,071 
2,738 
1,017 
6,624 

$1t.MO 
4 ,985 
2,516 
4,314 
5,001 
2,244 

$7,UO 
1,083 

818 
2,426 
1,820 

1107 
278 
290 

$4.102 
1,466 
1,013 

311 
344 
344 
657 
509 
158 

$11,072 
270 

12.056 
429 

1,083 
2.234 

Avenge Annual Growth 
1111-14 1111-10 1110-12 

11.0% 11.2% 11.1% 
14.2% 22.7% 14.1% 
15.7 
15.3 
13.1 
17.7 
12.11 
18.1 
12.1% 
13.9 
12.1 
14.7 
11.2% 
17.8 
11 .3 
22.1 
16.7 
14.7 
111 .9 
20.2 
14.1 
24 .1 
17.4% 
111.2 
18.4 
17.6 
17.0 
11.1% 
111.2 
20.2 

9.1 
21 .5 
14.3% 
17.2 
15.8 
13.7 
13.1 
11.5 
14.2% 
14.3 
15.9 
12.3 
17.0 
16.3 
7.1 

14.7 
21.7% 

nla 
14.0 
17.3 
14.3 
23.4 
19.0 
16.7 
22.5 
12.1% 
17.0 
10.7 
17.7 
19.3 
16.4 

21.4 
15.6 
26.3 
15.7 
15.0 
19.0 
12.1% 
18.6 
11 .7 
10.7 
11.1% 
10.7 

2.4 
27.7 
16.4 
13.5 
20.5 
30.0 
14.4 
14.1 
11.1% 
13.7 
18.3 
111 .3 
15.7 
11.3% 
19.1 
111.0 

9.3 
22.3 
14.3% 
12.1 
18.7 
13.3 
15.7 
12.5 
12.3% 
14.11 
18.8 
10.1 
12.9 
13.11 
4 .2 

15.6 
22.1% 

nla 
7.9 

14.6 
11 .8 
24.0 
12.7 
16.9 
19.11 
11.1% 
20.6 
10.4 
13.1 
18.9 
15.5 

17.11 
111.2 
9.9 

27.7 
25.4 
20.2 
11.11% 
14.8 
12.8 
28.9 
22.11% 
30.9 
111.2 
28.1 
18.2 
22.11 
22.4 
18.2 
16.11 
45.7 
24.1% 
33.3 
24.4 
22.4 
22.2 
24.2% 
22.7 
27.9 
111.2 
24.2 
11.3% 
211.3 
24.1 
12.5 
111.7 
16.3 
20.0% 
18.4 
15.4 
13.0 
33.5 
22.4 
11 .9 
18.3 
32.0% 
43.4 
27.5 
30.4 
18.3 
41 .1 
30.0 
23.2 
33.8 
12.7% 
14.8 
10.4 
15.2 
21.6 
22.3 

DoN--Do--- SNiw Hoopi/-'1»~. -M CM/1. ~......,_.. orlhe US T-•- TOIM -ynot--10 
IO<M1ding 
'FM Aliz..,.-T-. • ,,..,.,._end -llcielyd«•.,. lNINd 0t1 lig<fts ,.potfedcit.alyby,. - : ~- -10 Cll~ 

,_ .. ...-sin 1M-,.,_, .. - -· tepott to HCFA 
1 A ,._potfioltole•---•ID<Aiiz"""-__ .. .._._;~·-.,. notlfldw»d,__ 

1H2-R 
11.0% 
1.0% 
8.3 

12.2 
4 .4 

10.4 
-0.6 
9 .4 

10.4% 
10.4 
11 .9 

5 .6 
13.0% 
13.0 
14.0 
13.1 
15.5 

8.6 
13.9 
13.0 
11 .0 
15.0 
11.2% 
11 .7 
7.2 

12.2 
13.4 
14.1% 

7.4 
14.2 
-0.2 
18.1 
1.1% 

12.0 
5 .0 

15.3 
7.0 
5.9 

10.1% 
9 .8 

15.7 
13.0 

11 .2 
12.7 
5.5 

10.3 
11.3% 
13.5 
7 .8 
8.1 

12.9 
7.4 

15.1 
10.4 
14.7 
1%.1% 
15.8 
11 .3 
25.1 
17.3 
11 .6 
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Table 13 

Medicaid Expenditures by State, 1988-1994 
Benefits and DSH, ALL Beneficiaries 
Does not indude administration or expenditure lldjustments 

Unlt8d StatH 
New England 

Connec:ticut 
Maine 
Masuchuaetta 
N- Hampshire 
RhOde Island 

Vermont 
Middle Atlantic 

_..... N-Jersey 
N-Yorit 
Pennsytvenie 

South Atlantic 
Oeleware 
Oistric:t ol Columllill 
Floride 
Georgia 
Marytend 
North Caroline 
South Carolina 
Vwginie 
\Illest Virginia 

Eat South Centr.l 
Alabeme 
Kentucky 
Mississippi 
Tennessee' 

WHt South Centre! 
Arkanses 
Louieiene 
Oldahoma 
Texas 

Eaet North Centre! 
Illinois 
lndiene 
Michigan 
Ohio 
WISCOnsin 

WHt North Centre! 
lowe 
Kanses 
Minnesota 
Missouri 
Nebreslul 
North Dakota 
South Dekote 

Mountain 
Arizone1

·2 

Colorado 
Idaho 
Montana 
Nevacs. 
N-Mexico 
Utah 
Wyoming 

Paclftc: 
Alaska 

C•ifomie 
H-aii 
Oregon 
Wuhingtan 

$52.554 
$3,716 

641 
329 

1,980 
169 
337 
109 

$13,111 
1,740 
9,603 
2.475 

$1.701 
103 
317 

1,570 
1,155 

918 
991 
480 
789 
315 

$2,171 
471 
723 
445 

1,035 
$4.041 

435 
943 
607 

2.063 
$1,104 

1,928 
1.052 
2.038 
2.415 
1,170 

$3,329 
487 
339 

1,214 
733 
245 
1&4 
128 

$1,414 
nla 

463 
119 
155 

98 
231 
201 

47 
$1,122 

105 
6,568 

161 
377 

910 

ExpendlturH (millions) 
1110 1tt2 

$70,510 
$5.111 

1,239 
438 

3,159 
226 
446 
154 

$17,1115 
2,374 

12.187 
3,034 

$1.111 
126 
406 

2.535 
1,566 
1,112 
1,499 

857 
1,031 

410 
$3.110 

804 
1,013 

624 
1,439 

Sl.l2t 
618 

1,402 
723 

3,085 
$11,321 

2,479 
1,487 
2,618 
3,262 
1.482 

14.24& 
643 
493 

1,472 
948 
319 
1119 
171 

$2,231 
553 
541 
157 
193 
150 
294 
276 

67 
$10,125 

153 
8 ,002 

207 
537 

1.227 

$116,114 
$1,111 

2,113 
748 

4,269 
761 
782 
245 

$21,233 
4 ,179 

18,055 
5,999 

$16,111 
216 
600 

4 ,150 
2.417 
1.190 
2.411 
1,551 
1,553 

954 
$1,111 

1,500 
1,130 
1,014 
2,442 

$11,114 
931 

3,316 
1.044 
6 ,262 

$17,318 
4 ,218 
2.495 
3 ,718 
4 ,816 
2 ,011 

11.161 
904 
799 

1,941 
2,346 

480 
250 
2311 

$4,010 
1.131 

993 
268 
270 
372 
soe 
422 
121 

$16.271 
202 

11,932 
314 
805 

2.023 

Souft»: l/tMit--.,. NIIMI on HCFA 14 del•. · 

11M 

$137,112 
$1,152 

2,424 
932 

4,696 
130 
787 
284 

$32,447 
4,7113 

21 .223 
6,432 

$20,131 
211 
790 

5 ,347 
3.274 
2.246 
3,175 
1,900 
1,171 
1,254 

$7,111 
1,769 
1,167 
1,330 
2,694 

$14,317 
1,074 
4,065 
1.041 
8,137 

$20,710 
5,216 
2.111 
4,930 
5,499 

2.256 
$1,261 

1,019 
981 

2,470 
2.533 

615 
279 
291 

$5,101 
1.571 
1,1111 

312 
344 
418 
665 
513 
151 

$11.461 
288 

14,065 
458 

1,105 
2.543 

1111-M 

17.3% 
17.1% 
19.3 
18.9 
15.5 
30.4 
15.2 
17.4 
16.3% 
18.4 
14.1 
17.2 
20.1% 
18.3 
12.6 
22.7 
19.0 
16.1 
21 .4 
25.8 
15.5 
25.9 
11.2% 
24.7 
17.1 
20.0 
17.3 
U.4% 
16.3 
27.6 

9.4 
25.7 
11.1% 
18.3 
17.8 
15.9 
14.7 
11 .6 
11.3% 
14.4 
19.4 
12.8 
23.0 
16.6 

7.2 
14.7 
22.1% 

nla 
15.9 
17.3 
14.3 
27.4 
19.2 
16.9 
22.5 
14.7% 
18.2 
13.5 
19.0 
19.6 
18.7 

OoolsltOiirK:IUdo --ooala. ~......,_,.. orftte us T-•· T- _,. __ ...,.lo....-,g 

1911·90 1Ho:t2 

16.1%· 
22.6% 
21 .4 
15.3 
26.3 
15.7 
15.0 
19.0' 
12.1% 
16.11 
12.7 
10.7 
11.7% 
10.7 

2 .4 
27.0 
16.5 
13.5 
23.0 
33.6 
14.6 
14.1 
20.4% 
30.6 
18.4 
18.3 
17.9 
20.0% 
19.2 
22.0 

9 .2 
22.3 
14.7% 
13.4 
18.9 
13.3 
16.2 
12.5 
12.1% 
14.9 
20.5 
10.1 
13.7 
14.1 
4 .2 

15.6 
22.1% 

nla 
11.1 

14 .8 
11 .11 
23.9 
12.8 
17.0 
19.9 
11.7% 
20.6 
10.4 
13.1 
19.3 
16.1 

27.1% 
26.5% 
30.6 -
30.7 
16.2 
83.3 

3i.4 
26.3 
21.7% 
32.7 
21 .7 
40.6 
28.6% 
30.9 
21 .6 
27.9 
26.0 
26.5 
28.7 
34.5 
22.4 
52.6 
32.1% 
36.6 
34.4 
31.1 
30.2 
40.1% 
22.7 
53.11 
20.2 
42.5 
23.1% 
31 .5 
29.5 
20.3 
21 .5 
16.5 
21.0% 
18.6 
27 .4 
14.8 
57.3 
22.7 
11 .9 
18.3 
35.4% 
43.4 
35.5 
30.7 
18.2 
57.5 
31 .3 
23.6 
33.11 
22.1% 
14.11 

22 .1 
23.4 

22.5 
211 .4 

'F« AM..,..-T--· ••t»tttlthMw elfd -IY dole.,. ,.._on ligUf'N tepotfed-,_ by ftte lite,., eq;us,.,s _,. _,. 10 celegorize 
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1H2=t4 
. . t .1% 

6.6% 
7.1 

11.6 
4'.9 
4 .4 
0.3 
7.7 
7.2% 
7 .1 
8.4 
3.5 

12.1% 
14.2 
14.8 
13.5-
14.7. 

?.Q 
13.1 
10.7 
9.8 

14.6 
1.7% 
8.6 
1.0 

10.8 
5.0 

11.3% 
7 .4 

10.7 
-0.2 
14.0 
1.3% 

11 .0 
6 .1 

14.1 

6.11 
s:g 
1 ... .4 
9.8 

10.8 
12.8 
3.9 

13.2 
5.7 

10.:f 
11 .7% 
17.5 

6 .2 
7.9 

12.9 
: 6 .0 . 
14.4 
10.4 
14.6 

9.9% 
19.5 

11 .6 
20.7 
17.2 
12.1 

20 
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Table 14 

Medicaid Disproportionate Share Hospital Payments, 1994 
per Low-lncome1 Person, and per Uninsured Person, by Federal and State Shares 

H.-England 
Connedicut 
Maine 
Mauadlu­
N- Hamp•hinl 
Rhodetlland 
Vetmont 

Middle Atlllntlc: 
__... N-Jeney 

N-YOik 
Pennsyt,.,ia 

SouthAtlllntic: 
~ 

Oislric:t of Coturrbia 
Floficla 
Geotgia 
MarytMcl 
NOI1h Carolina 
Soul! C8rolina 
Vorginia 
Weal Virginia 

bat South Central 
~ 

Kentuclcy 
Mississippi r..,,_, 

WKI South Centnol 
Mansas 
LOUtsi8118 
Oklehornll 
Texas 

E .. t North Centnol 
Illinois 
Indiana 
Mic:hig .. 
Ohio 
'NICOll lin 

Wnt North Centnll 

·-· Kansas 
Minnesota 
Mouaorl 

Nebruk• 
Nofth0MOI8 
Soufl o8kota 

Mountain 
Anzon•1 

Colorado 
Idaho 
Montan• 
Nev­
N-Mexic:o 
Utah -

Wyoming' 

P•clfk 
AJuu 
Cal~ 

Hawaii 
Oregon 
W.shinglon 

Tot. I 
per 

Lo.Hncome 
CmiHiona) Per.on 

$11.110.4 

$1,101.2 
408.9 
155.3 
541 .2 
380.1 

94.11 
18.9 

~.351.7 
1.033.8 
2.506.5 

818.8 

$1,114.3 
5.9 

53.4 
284.8 
355.5 
150.6 
311V.5 
481.4 
139.7 
103.4 

S750.n 
417 .5 
87.3 

158.4 
107.6 

$2,111.2 
3.0 

1.328.4 
23.6 

1.513.2 

$1,720.0 
300.4 
294.6 
515.4 
497.7 

1t .7 

$131.0 
6 .0 

165.1 
43.7 

713.0 
8.7 
1.2 

.3 

$211.1 
105.8 
106.4 

.4 

.3 
73.11 

7.9 
4.8 

.0 

S2,3H.1 
17.4 

2.006.9 
29.5 
21 .4 

308.11 

$251.A 

$151.7 
822.4 
477.0 
490.4 

2.048.0 
489.7 
182.1 

1413.1 
702.2 
524.7 
315.9 

$151.5 
39.0 

2311.5 
55.3 

194.0 
149.3 
217.0 
408.4 
114.8 
188.2 

$147.7 
308.7 

57.0 
157.6 
70.0 

$311.1 
3.5 

845.0 
21 .9 

272.8 

$174.1 
110.3 
218.7 
280.0 
198.8 

11.0 

$225.7 
10.3 

302.6 
49.8 

47<1.2 
28.0 

8.4 
1.4 

$10.4 
93.0 

152.2 
1.5 
1.1 

231 .G 
14.8 
12.2 

.0 

$205.2 
126.2 
210.8 
115.2 

29.6 
314.4 

per 
Unlnaurwd 

$431.5 

$1,103.1 
1.357.2 
1.093.1 

770.8 
2.806.8 
1.040.5 

243.3 

$112.1 
929.6 
981 .4 
613.8 

$274.5 
80.6 

460.7 
109.4 
309.5 
225.7 
458.4 
na.o 
178.4 
385.5 

$323.4 
581.4 
139.8 
352.1 
180.1 

~71.7 

6.3 
1.331 .6 

31 .9 
401 .0 

$343.1 
209.7 
385.5 
539.6 
397.5 

26.0 

$413.2 
28.9 

536.6 
88.8 

1.152.4 
43.4 
14.4 

2 .9 

$121 .1 
137.0 
217.2 

2.4 
1.11 

267.7 
23.5 
23.4 

.0 

$331.1 
190.6 
345.7 
254.0 
49.2 

521 .3 

Fed en I 
per 

Low-lnc:-
Cmllllona) PersDII 

$1,722.0 

$121.1 
204.5 
102.4 
270.8 
190.1 

51 .0 
11 .2 

$2,211.0 
516.8 

1.253.3 
445.9 

$1,227.2 
3.0 

26.7 
158.0 
222.1 

75.3 
253.8 
342.2 
89.8 
78.3 

$142.2 
297.3 

47.8 
124.9 
72.3 

$1,114.1 
2.3 

974.8 
16.6 

971 .2 

SIN.1 
150.2 
187.2 
346.9 
302.6 

7.1 

$514.7 
3.6 

98.3 
23.9 

432.4 
5 .4 

.8 

.2 

$174.4 
59.7 
57.8 

.3 

.2 
37.0 

5.9 
3 .8 

.0 

$1,201.7 
8.7 

1,004.4 
14.8 
13.3 

167.5 

$144.7 

. $331.7 
411 .2 
295.5 
245.2 

1.024.0 
263.8 
98.6 

$251.1 
351 .1 
282.3 
173.0 

SH.O 
19.5 

119.3 
35.8 

121 .2 
74.7 

141 .4 
290.3 

57.3 
125.8 

$101.1 
218.4 

40.4 
124.3 
47.0 

$211.7 
2.6 

821 .7 
15.4 

175.0 

$100.1 
55.2 

1311.11 
157.8 
119.7 

6.7 

SUU 
8.5 

180.1 
272 

287.5 
17.4 

5.9 
.9 

$41.1 
61.3 
82.7 

1.1 
.8 

118.7 
11 .0 
9.1 

.0 

S10U 
63.1 

105.4 
57 .11 
18.4 

170.5 

~- lil>on _,_,__.., HCI'A u.-.-_.......,,._ •-c--,..,._, s..w,. O..• _______ ......,....,_.,,.usr..-•. r __ ,,., __ ,""""'*''J 
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per 
Unlnaurwd 

$212.4 

$111.1 
578.5 
677.3 
385.4 

1.403.3 
580.5 
144.9 

$431.1 
4&4.8 
460.7 
335.2 

$171.5 
30.3 

230.4 
58.9 

193.4 
112.8 
298.8 
551 .8 

89.2 
291 .9 

$233.5 
414.1 

99.2 
277.6 
107.5 

$321.1 
4 .7 

976.6 
22.4 

257.4 

$111.5 
104.8 
244.8 
304.2 
241 .8 

16.9 

$271.1 
17.0 

320.8 
47.4 

698.8 
26.9 
10.3 
2.0 

$70.1 
90.3 

118.0 
1.7 
1.4 

134.7 
17.5 
17.4 

.0 

$171.1 
95.3 

172.8 
127.0 
30.8 

282.8 

(millions) 

$7,111.4 

$771.4 
204.5 
52.9 

270.5 
190.1 
43.7 

7.8 

$2.,140.7 
516.8 

1.253.3 
370.8 

$737.1 
3 .0 

26.7 
128.8 
133.4 
75.3 

135.8 
139.2 
89.8 
25.1 

$201.1 
120.1 

19.6 
33.5 
35.3 

$101.4 
.8 

351 .6 
7.0 

542.0 

$725.1 
150.2 
107.6 
288.5 
195.0 

4 .8 

$373.2 
2.2 

88.9 
19.8 

280.8 
3.3 

.3 

.1 

$124.7 
36.1 
48.6 

.1 

.1 
311.11 

2.0 
1.2 

.0 

$1,177.4 
8.7 

1.004.4 
14.8 
8.1 

141 .3 

Low-me- per 
Person UnNured 

$101.7 

$311.0 
411.2 
181 .5 
245.2 

1.024.0 
225.9 
85.6 

$242.5 
351 .1 
282.3 
143.8 

$11.5 
19.5 

119.3 
29.5 
72.8 
74.7 
75.7 

118.1 
57.3 
40.3 

~1.0 

88.3 
111.5 
33.3 
23.0 

SHA 
.9 

224.3 
8 .5 

97.6 

$7:1.7 
55.2 
79.8 

122.1 
77.1 

4.4 ..... 
3.11 

122.5 
22.6 

188.8 
10.7 

2.4 
.4 

$315 
31 .7 
89.8 

.4 

.3 
115.2 

3.6 
3.1 

.0 

$101.2 
63.1 

105.4 
57.5 
11.2 

143.9 

S1H.1 

$134.3 
675.6 
415.8 
385.4 

1.403.3 
480.0 

98.4 

$423.1 
4&4.8 
480.7 
278.8 

$103.0 
30.3 

230.4 
49.5 

118.2 
112.8 
159.8 
224.4 
89.2 
113.8 ..... 

167.3 
40.7 
74.5 
52.6 

$150.1 
1.8 

353.0 
9.4 

143.6 

$141.0 
104.8 
140.7 
235.4 
155.7 

11.1 

S1N.3 
9.8 

218.0 
39.3 

453.5 
18.5 
4 .2 

.9 

$50.5 
46.7 
99.3 

.7 

.6 
133.0 

8.1 
11.0 

.0 

$117.1 
95.3 

172.8 
127.0 

18.8 
2311.5 

1FOI'--T..-•--·--...._,. ___ ..,..~pn,,_-..-,brlfw-o; .,._.,l_._,_., ... ,._,.,,.,__,..,. 
--·-·HCI'A. 
I Ho DSH ~ ,.,nw rt , ... 

21 The Issue Brief Review 1997 

You Are Viewing an Archived Copy from the New Jersey State Library



expenditures (Kaiser Commission Report, 1996) . 
Medicaid managed care enrollment has experienced an 
exponential increase - from 3.6 million beneficiaries in 
1992 to 11.6 million in 1995 - a number representing 
one-third of Medicaid enrollment (Holahan and Liska, 
1996) (See, Section V., "Medicaid Managed Care"). 

Medicaid Program Characteristics - State Variations 
The following group of tables are provided to show 

the variatiq_n amo~g states in Medicaid fmancial eligibility 
limits and the parameters of their program expansions, as 

_well as to illdtcate how New Jersey compares to the rest of 

___.. 

Table 15 
Annualized Medicaid Eligibility Thresholds for 
AFOC, Medlc•lly Needy, SSI, 11K15-1H8 

AFDC 
PAMIL Y 01' 3, ttN 
~ --sea.....,..• of""'-'1' ·- 112.-- 11 .1168 15140 -· 112.- ,..,. -- $4.154 32'11. ,.,.., ... $2.448 111% 

c- 17.254 5611. 
c- 15.062 311% 
c...- 110.- 81'11. 
~ 14.056 31'11. F- 13.636 28'11. 

Geatv"' 15.1* -H..-i' 18.504 57'11. -0 13.1100 211% 
IHinols 14,524 35'11. 
,_ 

13.458 27'11. ,_. 
15.112 -Kon- 15.148 40'11. 

Konludoy 18.312 411% 
Laul_._ 12.280 18'11. - 18.11311 51'11. 

~·"" 14 .4711 34'11. --- 18.780 52'11. 
--.,... $5.- 45'11. -- 18.384 -...... ..,.,. 14.418 34'11. 
lobiiOUti 13.504 27'11. ............. $5,258 .,,. -- 14.le8 '-I'll. -- 14.178 32'11. _......,,,.. suoo 51'11. 
-.Ioney S5.318 41'11. 

-"'·"""' 14.ee8 38'11. 
-YOfl' $7.e84 81'11. -c-cono $6.5211 !IO'IIo 

-o.o. ... 15.172 40'11. 
()h;o S4.DII2 32'11. 
Ollloho<no 13.- 28'11. 
Oregon $5.820 43'11. --i· $5.052 -Rhodololand 18.&48 51'11. 
Sou1hco.-a 12.400 18'11. 
South O.koto 18.084 47'11. ,_ 

18.- 54'11. 
Texao 12.258 17'11. 
ll1oll 15.116 53'11. 
Yennonl 17.1132 -l/lrgjiN 12.1180 22'11. 
~on 18.552 50'11. 
-lllfginio $3.108 z•,. _.., 

$6.204 48'11. 

Wyotring 17.010 55'11. 

s...-- ,..,.~-~~""-

the country in terms of its program design. (Please refer to 
the Capitol Forums "Data Book on Medicaid Funding of 
Chronic and Long Term Care," May 4, 1994, for a specific 
overview of New Jersey Medicaid's program components). 
Each of the tables includes specific information for each 
state as follows : Table 15, "Annualized Medicaid 
Eligibility Thresholds for AFDC, Medically Needy, and 
Supplemental Security Income (SSI) 1995-1996"; Table 
16, "Expanded Medicaid Coverage of Pregnant Women, 
Infants and Children, 1996"; and Table 17, "Status of 
Section 1115 Waivers as of November 1996" 

MEDICAUYNEEDY' 
FAMILY 01' 3, ttN ,,..,__, ... ...., '""-·· , ... 

A-blo -- - -Uno· ....,_ ofl'owrt)>' AnnUIIIIncCNM -·--112.- Llmll of-ny 

""' ..... 5.352 75.2 ..,. ..... 5.352 75.2 ..,. ..... 5.352 75.2 

13.300 25% 5.352 75.2 

111 .2011 - 5 .352 75.2 .... ""' 5 ,352 75.2 
l8.27e 71'11. 5.352 75.2 

""' ..... 5.352 75.2 
13,11311 :zn. 5.352 75.2 
14.!!00 35'11. 5.352 75.2 
18,504 57'11. 4 .752 88.8 

""' ..... 5.352 75.2 
15.1104 45'11. 3.3011 47 7 

nlo ""' 5.2011 73.2 
18.7112 52'11. 5.352 75.2 
15.780 .. ,. 5.352 75.2 
13.15116 28'11. 5 .352 75.Z - n/o 5.352 75.2 
15.4116 42'11. 5.352 752 
$5.208 40'11. 5.352 75.2 
18.300 72'11. 5 .352 75.2 
116.- 62'!1. 5.352 75.2 
18,508 - 5,000 70.8 

""' ""' 5 .352 75.2 

""' n/o 5 ,054 11 .2 
S5.11CM - 5 .352 75.2 
$5.1104 .,. 5.352 75.2 

nlo 1110 5 .352 75.2 
$7,824 - 5 .232 73.5 
18,1100 52'11. 5 .352 75.2 ,. ..... 5.352 75.2 
IUOO 78'11. 5.352 75.2 
S4.400 34'11. 2 .104 40.8 
... oeo 47'11. 4 .4211 12.2 ..,. .... 4 .- eJ.1 
15.508 .2'11. 5.352 75.2 
17.358 57'11. 5 ,352 75.2 
$5.- 43'11. 5.352 75.2 
18.1100 - 5.352 75.2 - n/o 5.352 75.2 

n/o ""' 5 .352 75.2 
13.000 23'11. 5 .362 75.2 
13.204 25'11. 5 ,352 75.2 
18.816 53'11. 5.352 75 2 

110,!!00 11'11. 5 .352 75.2 
14.~ """ 5.352 75.2 
18.004 82'11. 5 .352 75.2 
13.480 27'11. 5 .352 75.2 
18.2118 84'11. 5.352 75.2 ..,. 

""' 5.352 75.2 

. ...._,...,.,.,.,....., ....... ..,.,_..,."-'t»J__..w,_..,_,_~..,.._.:llwk · ...,.......,.. ... AI'OC ra.v....-. ._.,.,.....,,.._. 

...,...,,...... .............. .....,....., .. _, ..... ,........,. . ......,. ..... _........,.., ........... __. ... ~....., .. , 
,,...,..,.,_,.......,..,..._._...,...~.....,.,.,_.,. • .,._, .. ..,.,.._.,NDC..,_.WiileifMII7 ............. NOC~__....,....... .. 
............... ANJC ....... -.. ... --.~ . ....... ~ . ..... ......... ..........,......_.--c---.~ .... c..tl. ,.... ... _ ..,.....,., .. ....,,..,.....,.., ....... ,..,........, .............. ,.....,.......,.. .. ......,..__.., 
,........_..,. .. ....,....,..,~ ....... m tn,.,..,.., .. ...._,.,...~...., • ,.,NOC,.._ . . ,.,.__.. .......................... ... 
·~~ ... ....._._,.,.,......,..,.,_tldlw-.1. -..I ...... Of.,_J•SfG.nrt.,...,~tJI--)•SU, IJO 
•n.._,.,..~.,,.. ... ~ ........................... ......... ..., ...... ,...,....~ 
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Table 16 

Expanded Medicaid Coverage of Pregnant Women, Infants and Children, 1996 

Pregnant Women Children Below Children Ages 
~nd Infants Age Six Six and Older 

Percentage of federal Percentage of federal Percentage of federal Upper Age 

Stat. DOverty guideline ~verty guideline ~overty guideline Limit* 
Alabama 133% 133% 100°4 13 
Alaska 133°4 133% 100% 13 
Arizona 140% 133% 100% 14 
Arkansas 133% 133Uh> 100% 13 
::alifomia 200% 133% 100% 19 
Colorado 133% 133% 100% 13 
Connecticut 185% 185% 185% 13 
Delaware 185°4 133% 100% 19 
Florida 185% 133% 100% 13 
3eorgia 185°4 133% 100°4 19 
Hawaii' 300°4 300% 300°4 19 
Idaho 133% 133% 100% 13 
Illinois 133% 133% 100°4 13 
Indiana 150% 133°4 100% 13 
tow a 1~~% 133% 100% 1:S 
Kansas 150% 133% 100% 17 
Kentucky 185% 133% 100% 19 
louisiana 133% 133% 100% 13 
Mame 185% 133% 125% HI 
Maryland"' 185% 185% 1~% 1:S 
Massachusetts 185% 133% 100% 13 
M1cn1gan 185% 150% 1:,0% 15" 
Minnesota 275% 133% 100% 13 
Mississippi 185% 1JJU4 100°4 13 
Missouri 185% 133% 100% 19 
Montana 133% 133% 100uh. 13 
Nebraska 150% 133% 100% 13 
Nevada 133% 133% 100% 13 
New Hampshire 185% 185% 185% 19_ 

..,.. NewJersey 185% 133% 100% 13 
New Mexico 185% ltS~% 185% 1!1 
New York 185% 133% 100% 13 
North Carolina 165% 133% 100% 1!1 
North Dakota 133% 133% 100% 18 
Ohio 133% 133% 100"N 13 
Oklahoma 150% 133% 100% 13 
Oregon 133% 1aa%. - JOO% 19 

Pennsylvania 185% 133%. 100% 13 
Rhode Island .. 250% 250% [100°4]" 13 
South Carolina 185% 1a:s% 100% 1:S 
South Dakota 133% 133% 1UU% 19 
Tennessee" 185% 133% 100% 13 
Texas 185% 133% 100% 13 
Utah 133% 13~~ 1UU% 18 
Vermont (200%( 225°.4 225% 18 
V1rg1n1a 133% 133% .1U004 19 
Washington [185%)" 200% 200% 19 
West V1rg1ma 150% 133% 100% 19 
Wisconsin 185% 185% 100% 13 
'vvyommg 133% 1:33% 100% 13 

Source: National Governors' Association, August 1995. 
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Table 17 

Status of Section 1115 Waivers, as of November 1996 

Submttt.d Approved Under Ravl- Pre-Application Denied 

UnltedSutn 

N- E!:!iland 
Connecticut 
Maine 
Massachusetts " " New Hampshire " " Rhode Island " " Vermont " " Middle Atlantic --. New Jersey -- ~ 

"' New York " " Pennsylvania " South Atlantic 
Delaware 

"' "' District of Columbia " Florida " " Georgia " " Maryland " " North Carolina 
South Carofina 1 

" " Virginia 
West Vtrginia 

East South Central 
Alabama " "' Kentucky " " Misaisaippi 
T flflflHSee " " WHt South Central 
Altulnsas 

Louisiana2 

" Oklahoma " " Texas " East Nol1t1 Cantnll 
Illinois 
Indiana 
Michigan 
Ohio " " Wisconsin 

Waat North Cantntl 
Iowa 
Kansas " " Minnesota " " Missouri " " Nebraska 
North Dakota 
South Dakota 

Mountain 
Arizona 
Colorado 
Idaho 
Montana .J. 
Nevada 
New MexiCO 
Utah " Wyoming 

Pacific 
Alaska 
Caliromia 
Hawaii " " Oregon " " Wilshing\on " " s-: - c;.,. Finetteittg Alltt-. All of-!, !ff6. 

'~Apt;/ IH5. 
'Fn.nr:iM P<opoal OiMpptoWd JuM IIJS. 
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IV. THE STATUS OF MEDICAID FUNDING OF CHRONIC AND LONG-TERM CARE 
Original Issue Brief May 4, 1994 • Update April 1997 

As the Federal government and the states move for­
ward with their efforts to control the growth of Medicaid 
spending, they are directly confronted with the challenge 
of reducing expenditures for chronic and long-term care 
(LTC). According to a 1996 Urban Institute study, 
appr~ximately one-third of Medicaid expenditures in 1995 

- were for long-term care services - nursing facilities, per­
sonal care, home health, home and community-based ser­
vices and intermediate care facilities for the mentally 
retarded (Weiner, 1996). 

In the absence of any new initiatives for financing 
chronic and long-term care and the continued absence of 
any meaningful type of long-term care coverage under the 
Medicare program, Medicaid continues to be the dominant 
source of public funding for long-ierm care for the elderly. 
In 1993, it accounted for 62 percent of government spend­
ing for nursing home and home care services (Ibid). Table 
18A shows the distribution of Medicaid spending on long­
term care services across states. According to a recent 
repoft from the Kaiser Commission on the Future of 
Medicaid, for long-term care spending, 8 out of every 10 
Medicaid dollars paid are for institutional services in 
skilled nursing facilities, or in intermediate care facilities 
for the men~ly retarded. Medicaid also makes premium 
and cost-sharing payments to Medicare for low-income 
Medicare beneficiaries. Payments to Medicare in 1994-95 
were largest for California and Florida, which are two 
states witll large elderly populations (Kaiser Commission 
on the Future of Medicaid, 1996 Report}. 

- Estimates for 1996 indicate that Medicaid expendi­
tures for LTC will be $30.2 billion, or close to 33 percent 
of total Medicaid spending (See Table 7, "Federal 
Medicai~ EJWenditure and Beneficiary Projections, 1996-
2002"). Projections for Medicaid spending for the period 
from 1996 to· 2002 indicate that LTC expenditures for the 
elderly, blind and disabled will have the highest rate of 
average annual growth, when compared to other categories 
of Medicaid spending growth. 

Ch~ 18 illustrates the growth in the number of indi­
viduals with chronic bealth conditions and the cost of pro­
viding their care. In 1990, the estimated direct cost of 
medical services and all institutional care for persons with 
chronic conditions was $425 billion . This amount repre­
s(!nts s_9me 70 percent of the country's total annual person­
al health care expenditures, which were $612 billion. By 
the year 2005 the ntm1bers are projected to increase to 112 

25 

million individuals requiring chronic care services at an 
estimated cost of $539 billion. 

Weiner (1996) identifies three broad strategies for 
states to control the rate of growth of Medicaid LTC 
expenditures: (1) to capture more private resources into 
the LTC system by encouraging private LTC insurance, 
enforcing transfer of assets prohibition and aggressively 
engaging in estate recovery; (2) re-structuring the LTC 
delivery system to offer a greater number of home and 
community-based services and reduce reliance on institu­
tional care; and (3) to tighten eligibility rules and reduce 
provider payments and services. However, the first two of 
these strategies raise substantial questions regarding their 
viability and potential success in actually reducing 
Medicaid expenditures. In his fmal analysis, Weiner cau­
tions that states may resort to the third alternative in order 
to reduce spending, which would have significant impact 
on beneficiaries and providers, in terms of access to ser­
vices and quality of care. New Jersey, whose elderly pop­
ulation continues to grow and represent a significant por­
tion of its population (13.8 percent of its total population), 
is a state which stands to be challenged to determine meth­
ods to reduce Medicaid LTC spending. 

The elderly and disabled populations are also eligible 
for participation in the Medicare Program. Medicare pro­
vides limited coverage for short-term nursing facility care 
and for specific home care services; Medicaid still 
remains, by default, the primary payer for LTC services. 
Medicare's Part A Hospital Insurance Trust Fund (see 
Table 19) expenditures for home care and skilled nursing 
facilities are close to $30 billion per year (Reinhardt, 
1997). Since 1995, annual deposits into the Part A Trust 
Fund account have been falling below annual withdrawals. 
As Table 19 indicates, this shortfall is projected to grow 
into the next century. The 105th Congress is currently 
debating solutions to the Part A Trust Fund problem, 
which include shifting home care expenditures to Medicare 
Part B Fund (which is funded from premiums paid by the 
elderly (about 25 percent) and general Federal revenues) 
(Ibid). 

During the period from 1990 to 1995, Medicare 
enrollment grew approximately 1.8 percent per year. 
While this trend is expected to continue until 2010, it is 
then expected to increase sharply as the Baby Boom gener­
ation begins to age. Chart 20, illustrates Medicare as a 
percent of the Federal budget; in 1995, Medicare repre-
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·. 

sented 12 percent of a $1.5 trillion budget, or approximate­
ly 2.6 percent of the gross domestic product. Medicaid, in 
comparison, represents 6 percent of the federal budget, or 
about half of the Medicare budget. By the year 2002, it is 
estimated that with a federal budget of $2 .2 trillion, 
Medicare's percentage would increase 4 percent, to 16 per­
cent of the Federal budget. During the same time, 
Medicaid's percentage would increase to 8 percent. 

Chart 18 

The fmancial characteristics of Medicare beneficiaries are 
represented in Chart 21: 83 percent of Medicare expendi­
tures are for beneficiaries with annual incomes under 
$25,000, giving a clear picture of the general economic 
status of elderly and disabled beneficiaries . Overall, the 
Medicare program covers less than half of the total health 
spending of elderly Americans. Approximately 37 percent 
of total health spending by the elderly is fmanced from pri­

vate sources, including out-of-pocket spending 
(Reinhardt, 1997). 

Estimated Number of Persons with Chronic Conditions and Direct Medical Costs for Persons with 
Chronic Conditions, Selected Years, 1995-2050 

• • • 
million 105 million million 120 million 

$ billion 

1995 2000 2005 2010 

Notes: 
Chronic conditions is a general term that includes chronic illnesses and impairments. 
Chronic illness: The presence of long-term disease or symptoms. 
(A common definition of "long· term" in population surveys is a duration of 
three or more months.) 
Impairment: A physiological, psychological, or anatomical abnormality of 
bodily structure or function; includes all losses or abnormalities, not just those 
attributable to active pathology. 
This estimate is of pe~ons in the United States with chronic conditions characterized 
by persistent and recurring health consequences lasting for periods of years. 

Com are in 1990 dollars, estimated by applying the rates of chronic conditions and 
the per capita costs in 1990 dollars to the estimated projected population with 
chronic conditions by gender and age. 

Source: 
Hoffman, Catherine, and Rice, Dorothy P. Estimates based on the 1987 National 
Medical Expenditure Survey. Unive~ity of California, San Francisco -Institute for 
Health & Aging, 1995. 

The Issue Brief Review 1997 

• • , 167million 

134 million 148 million 158 million 

~·-,,.' l ··. t .~,;·~ $906 billion 

798 billion 

2020 2030 

Direct medical costs for persons 
with chronic conditions will 
nearly double by the year 2050. 

864billion 

2040 

• 

$906 
billion 
1050 

$470 
billion 
1995 

2050 
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Table 18A 

Medicaid LONG-TERM CARE Expenditures by State, 1994 

ALL Beneficiaries, by Type of Service 
(millions of doll<n) 

Total SNFI 
Long-Term Care ICF-Other ICF-IIR Mental Ha•lth Hom•Ha•lth 

United Stata• $0.044 $21,253 $1,417 $2,111 SUO$ 

NewEnglllnd $4,211 $2,117 $571 $101 $841 

ConnediCUI t ,204 768 180 32 225 

M•ine 364 238 55 t5 55 

MuuehuMtts t ,928 t.227 290 39 373 

N- Hernpshire 27t 180 6 to 74 

Rhode lllend 333 204 42 tt 76 

Vermont 1t9 70 6 0 43 

Middle Atl•ntlc $14,311 $7,1H SUit SH4 $3,357 _. N-JfiHy t.822 t .052 357 64 349 

N-Ycrt 9 ,596 4,275 2.01t 576 2.734 

Pennsytv.U 2,973 1,873 501 324 275 

Souttl Atlentlc $1,205 $3,751 $1,155 $314 $110 

DelRAn! 120 60 27 6 27 

Dlsirld ol Cok.mbill 314 155 64 n 18 

FIOrlele 1,513 1,065 212 14 222 
Georgill 808 572 120 16 tot 

Merylend 675 420 60 1t 184 

North Caroline 1,181 839 332 3t 180 

Soulh C.Oiin• 513 233 172 48 59 
Vrginill 710 3711 154 87 90 
West Vlrginill 371 231 14 25 100 

Eat Souttl C•ntnll S2,270 $1 ,511 $371 $141 $201 
Alat.nll 545 383 79 19 84 
Kantudty 584 370 72 33 109 

Mississippi 358 244 85 20 9 

T.,._' 783 553 136 69 26 

W.•t South Centrel $3,157 $2,110 $1,038 $173 $511 
Albneu 497 273 94 51 79 
LouisiiiNI 969 514 300 95 60 

Okllihon'l8 459 253 91 27 88 
Texu 2,033 1,141 553 0 339 

Eat Nor1h Centnl $7,171 $5,124 $1,517 $410 $141 
Illinois 1,833 1,145 489 43 156 

lndillne 1,096 736 309 18 34 
Midligen 1.546 954 157 142 292. 

Ohio 2,383 1,_802 453 165 163 

'Mieonein 1,120 887 188 41 203 

Wnt North Cenlnl $3,531 $2,102 $721 S1D7 $102 
lowe 452 240 1111 23 211 
Ken 1M 4011 202 105 25 n 
Minnelollt 1,331 864 212 26 229 

Miuourl 750 426 144 17 162 

Nebrukll 281 188 34 8 51 
NorthOekota 1115 95 39 3 2fr 

Soulh D•kota 151 87 32 6 27 

Mounteln $1.150 $111 $211 $114 $318 

A.tizona' 368 172 71 106 19 

Colorec!O 424 239 39 20 126 

ldllho 135 72 40 0 22 

Montan• 159 95 14 16 34 
Nevede 123 73 20 17 12 

New Mexico 203 107 38 19 39 

Utan 183 83 38 
. 6. 36 

Wyoming 76 40 7 0 29 

Peclftc $4,135 $2,712 $113 ...... $711" 

A luke n 51 12 tO .. 
Clllifomill 3,270 1,949 545 389 387 

H-ii 154 124 11 0 20 

Oregon 444 157 79 23 185 

Weahington 1189 491 167 47 185 

--~--..-CIIIHCFAef-

DDNIWif-~---Hoapft/,._... ---· ......-.o...-....... us 
T-•· T-m•y--W.ID~ •allllfr-.,.,_.,..._,,.,,_~-

"SNFACF"_, __ ~----· 'FoiAIIIOM_T_ . • ,,___..,_.._.,.,._.,...,,_,.dftdyl>y ... _ ;...,_. 
---ID~o,_•~irllfte __ ., __ ,.,_,IDHCFA. 
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Table 19 

Operations of the Hospital Insurance "Trust Fund" 

1985-2004 

en 
a: 
~ 
....I 
0 c 
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0 
en z 
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:::::i 
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$240 
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$100 

$140 
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$100 

$80 

$60 

$40 

$20 

ro 

ACTUAL 

l=:<m=:=:=:=:~:=4 DISBURSEMENTS 
-INCOME 

ESTIMATED 

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 

Source: Trustee's Report, 1005 

Chart 20 

Medicare as a Percent of the Federal Budget 

1995 
Budget = $1.5 trillion 

Medicaid 
60,4 

2002 
Budget= $2.2 trillion 
(current law projection) 

Medicaid 
8% 

• 'Oihe~ includes a variety of progams such as dJmestic discretionary programs, family suwort, SSI, other means·tlstld programs, other mandatory 
progams, and inmrnational aid 
Source: Computed from CBO data in "The Economic and Buci;Jet Outlook~ August 1995. 

Chart21 

Medicare Expenditures by Beneficiaries' Income, 1992 
83 %of Medicare Expenditures Are for Beneficiaries With Annual 
Incomes Under $25,000 

Note: Excludes 2.~/o Not Reporting Income and HMO 
Enrollees (6%). 
Source: Health Care Financing Administration, Office of 
the Actuary, 1995. 

Source: The Commonwealth Fund 
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V. MEDICAID MANAGED CARE 
Original Issue Brief March 2 1994 • Update April 1997 

Throughout the country, Medicaid beneficiaries are Table 1: Participating HMOs in New Jersey 
being enrolled in managed care plans in an effort to create Care 2000 -- Medicaid Managed Care 
an efficient system of health care, to improve access to s~~~~==~====================~ 
care and to reduce Medicaid expenditures. Enrollment 
trends across the com~try during the pas~ two years indicate 
that initially, participition in Medicaid managed care was 
voluntary on the part of the enrollee. However, there has 
been a rapid expansion of mandatory managed care enroll­
ment through both Section 1915(b) "Freedom of Choice" 
and Section 1115 "Research and Demonstrations" waiver 
pr~grams (Holahan &·Liska, 1996). 

By the end of 1996, almost one-third of Medicaid ben­
eficiaries were enrolled in Medicaid managed care pro­
grams throughout the coun~ . Between 1993 and 1995, 
Medicaid managed care more than doubled, increasing 
from 4.8 million to 11.6 million. As of 1996, thirty-three 
states have obtained Section 1915(b) waivers for Medicaid 
managed care programs. These waivers are usually limited 
to a geographic area within a state and managed care can 
be made mandatory to Medicaid eligibles residing in that 
area. Section 1115 waiver programs allow states greater 
flexibility in expanding their Medicaid managed care pro­
grams as seen in states like Hawaii, Oregon and 
Tennessee. Each of these states extends coverage to unin­
sured individuals who would otherwise not be covered 
under traditional Medicaid eligibility standards. In 1996, 
15 states have been approved for Section 1115 waivers, 11 
of which have implemented programs (Kaiser Commission 
Report, 1996). ~ 

New Jersey's Medicaid Managed Care Program 
By August 1996,.~New Jersey Care 2000, the state' s 

mahdatory managed care program; had enrolled more than 
340 000 Medicaid beneficiaries in 13 commercial health 

t • . 00> 

• Garden State Heath Plan in Atlantic, Bergen, 
Burlington, Cumberland, Gloucester, Mercer, Middlesex, 
Monmouth, Morris, Salem, Somerset, Sussex and Warren 
counties. 
• IDP Health Plan of NJ in Bergen, Burlington, Camden, 
Essex, Gloucester, Hudson, Mercer, Middlesex, and Union 
counties. 
• Medigroup South on behalf of HMO Blue in Camden, 
Essex, Gloucester, Hudson, Mercer, Middlesex, Ocean and 
Union counties. 
• US Healthcare in Camden, Cumberland, Essex, 
Gloucester and Hudson counties. 
• Liberty Health Plan in Essex and Hudson counties. 
• Managed Health Care Systems in Camden, Essex, 
Hudson, Passiac and Union counties. 
• University Health Plan in Essex and Hudson counties. 
• First Option Health Plan in Camden, Cumberland, 
Essex, Gloucester, Hudson, Mercer, Middlesex, Passaic, 
and Union counties. 
• Oxford Health Plan in Atlantic, Bergen, Burlington, 
Camden, Essex, Gloucester, Hudson, Mercer, Middlesex, 
Monmouth, Passaic and Union counties. 
• Amerihealth in Atlantic, Burlington, Camden, Cape 
May, Cumberland, Gloucester, Mercer, Ocean, and Salem 
counties. 
• Community Healthcare Systems in Camden county. 
• American Preferred Provider in Bergen, Essex, 
Hudson, Middlesex, Passaic and Union counties. 
• Amercaid in Essex, Middlesex, Union and Passaic coun­
ties. 
• Harmony Health Plan in Essex, Hudson, Middlesex, 
Passaic and Union counties. 

maintenance organization's (HMOs) throughout the state L---------------------' 
and the state-operated Garden State Health Plan. The 
state's goal is to enroll all of its almost 450,000 Medicaid 
beneficiaries who receive Aid To Families with Dependent 
Children in HMOs during 1997. By January 1997, enroll­
ment increased to 405,000 .Medicaid beneficiaries who are 
receiving their care through "liMOs. Medicaid will require 
participation oi AFDC Jamilies in all -counties where at 
least two HMOs are available; if only one HMO is avail­
able, those counties will remain voluntary. Table 1 lists 
the Medicaid managed care HMOs and their locations 
throughout New Jersey. · 
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The New Jersey Care 2000 program uses health bene­
fits coordinators (Foundation Health Federal Services) to 
educate beneficiaries about managed health care and to 
assist them in selecting a plan. New Jersey 2000 has 
drawn national attention by its efforts of working with the 
state Division of Youth and Family Services (DYFS) and 
participating HMOs in order to enroll children who are 
under DYFS supervision in managed care plans. These 
children are often difficult to place in managed care plans 
as they live in foster homes and other out-of-home place­
ments. 
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Regarding research on client satisfaction, New Jersey 
2000 has put in place a system of tracking client attitudes 
about the program, which includes: 
• A monthly in-house telephone survey of members; 
• An annual statewide client satisfaction survey; and 
• A requirement that each HMO must survey clients annu­
ally, correct any problems identified and tum over survey 
findings and corrective action plans to New Jersey ' s state 
Medicaid office. 

A recent independent survey of 2,200 randomly 
selected Medicaid managed care beneficiaries in New 
Jersey 2000 found that in every area surveyed, respondents 
said their managed care coverage was the same or better 
than the services they received under fee-for-service 
Medicaid. One area of improvement was indicated in the 
response that one in four people had missed an appoint­
ment because they had no transportation to the physician's 
office (New Jersey Care 2000, Newsletter, January 1997). 

The Status of Medicaid Managed Care Programs -
Other States 

0 

In an effort to analyze states' experiences with 
Medicaid managed care enrollment. The Commonwealth 
Fund and the Henry J. Kaiser Family Foundation contract­
ed with Mathematica Policy Research, Inc. to conduct in­
depth studies of Medicaid managed care programs in 
Oregon, Tennessee, Minnesota and California. In general, 
researchers raised serious concerns about the absence of 
information on the quality of Medicaid managed care. The 
studies also underscored the importance that safety net 
providers, which serve both the uninsured and Medicaid 
populations, need to -be "structured" into the Medicaid 
managed care expansion process. Regarding cost savings, 
researchers found that states had to set realistic objectives 
about the level of savings achievable under managed care. 

Findings from specific states included: 
Minnesota's Medicaid managed care program, which 

aims to have all of its 410,000 Medicaid beneficiaries 
enrolled by the end of 1997, benefitted from its well-devel­
oped managed care infrastructure. The state's gradual 
pace over a 10-year period allowed commercial plans to 
develop plans tailored to meet the needs of the Medicaid 
population. Also, safety net providers have competed suc­
cessfully in the state's Medicaid managed care market. 
Study findings indicated that cost savings are not automat­
ic, especially when special attention is given to ensure 
access. Even with enrollment in Medicaid managed care, 
the state' s uninsured population remained constant. 
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California's experience to increase its Medi-Cal 
enrollment in managed care to almost 3 million by the end 
of 1996, up from less than I million as-of November 1994, 
has met obstacles related to the diversity of counties, fiscal 
constraints and administrative problems . Project 
researchers studied efforts in Sacramento, Los Angeles and 
Orange counties and found that more time was needed to 
ensure the setting of fair payment rates and to match bene­
ficiaries with appropriate plans; and that low capitation 
rates like those paid in California may lead to poor quality 0 

of care and have a negative impact on the fmancial viabili­
ty of managed care plans. 

In a 1996 report on Medicaid managed care in 
American inner cities, researchers found that studies on 
Medicaid managed care in urban communities were indi­
cating "pervasive underservice, inadequate access to pri­
mary and specialty care, and low-quality care" (Darnell et 
al, 1996). Other problems encountered include inadequate 
capacity, state inexperience in regulation of plans and lack 
of detailed data on managed care enrollment. In general, it 
is critical that monitoring and oversight of Medicaid man­
aged care programs and accurate performance and out­
comes research must be ongoing components of each 
state's efforts in reforming their Medicaid programs. 

In May 1996, The Henry J. Kaiser Family Foundation 
released a report entitled, "Medicaid and Managed Care: 
Focus Group Studies of Low-Income Beneficiaries in Five 
States." The report was based on responses from 21 focus 
groups conducted in California, Minnesota, New York, 
Oregon and Tennessee. General findings indicated that 
when beneficiaries were given clear explanations of pro­
gram requirements, were given access to conveniently 
located primary care physicians and when prior relation­
ships with physicians and other providers were able to be 
maintained, they expressed satisfaction with the managed 
care plans (Frederick Schneiders Research, 1996 Report). 
Problematic areas included confusion about enrollment 
procedures, plan and provider selection and uncertainty 
about what to do if a client was dissatisfied and procedures 
as to how to rectify such situations. 

According to report findings, access to care. continued 
to be a problem as under the fee-for-service Medicaid pro­
gram. Primary access problem areas were: lack of an easi­
ly accessible primary care physician; limited availability of 
care during the weekend or evening hours and difficulties 
in securing specialist care (Ibid). 
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MANAGED CARE 
VI. Managed Care - Oversight and Regulation 

Original Issue Brief February 2, 1994 • October 19, 1994 • Update April 1997 

An April 14, 1997 TIMEmagazine cover story pro­
files a "backlash" against managed care - in particular 
Health Maintenance Organizations (HMOs) - by review­
ing criticism from all segments of the health care market­
place: doctors, patients, unions, and legislators (Federal 
and state). Criticism is focused on the belief that the coun­
try has moved too rapidly from a health care system that 
once had too few cost controls to one which is now being 
driven by too many, including rigid utilization reviews, 
gag orders restricting doctors to tell patients about expen­
sive treatment alternatives and mandating time limits to 
reduce hospital stays to inappropriate lengths of time. In 
response, managed care advocates continue to assert that a 
managed care system is the only type of health care that 
can reduce health care costs, while providing appropriate 
health care and making it accessible and affordable to large 
numbers of individuals. 

As the incursion of managed care plans continues at 
an exponential rate across the country - in both public 
and private market segments - cautionary reports and 
analyses about the changes in our health care system are 
numerous, whether they be in popular magazines (like 
Time and Newsweek ), academic journals or conservative 
and liberal newspapers. On a national level, members of 
Congress have been introducing various bills to address 
different substantive areas of managed health care, such as 
lengths of stay for certain types of surgery and mandates 
regarding the terms of contracts between providers and 
managed care plans. 

The Rise of Managed Care 
Traditional health coverage is losing out to HMOs and other forms of managed 
care. The percentage of U.S. workers with each type of plan. 

TJ11dHiorallrdemnlty Plan 
................................... 48% 

........................... 37% 

Prelerredilrovlder organization 
................... 27% 

................. 25% 

·:::;:;:;:;:::::}::;;::}: ::;:;:;:::;:;:;:;:;;::;;;:;:;::;::;:;::;:;::;:;:::}}}}: ::;:;:;:;:; 29o/o 

HeaHIHnalnl-.a orgarizallon 
............ 19o/ • 

............... 23% 

··:·:·:·:·:·:·:···:·:···:·:·:·:·:<·:·:·:·:·:·:<·:·:·:·:::·:·:::::::::::::::::::::::::::::::::::: ::::::: 27% 

Point-of-service plan 
-7% 

---15% 

Note: Figures tO< each yeer rrey not total 100% due to rounding 
SoUJoe: A. Foster Higgins & Co. 
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-11183 

-11184 

:·:·:·:·:·:·:·:·>: 11185 

In March 1997, President Clinton appointed a 
Commission to analyze and evaluate the delivery and qual­
ity of health care in a market-driven system, specifically 
consumer concerns. A New York Times editorial written 
in response to the President ' s appointment of the 
Commission called for national leadership to identify a 
defmed role for government to address the complex issues 
emerging in a health care market dominated by managed 
care, cautioning about the continued introduction of 
"piecemeal" bills (March 29, 1997). The editorial empha­
sized the need for a governmental requirement that man­
aged care plans disclose how effective a plan's medical 
care is. Such a requirement would necessitate the release 
of uniformly reported practice and medical outcomes data 
to be used to compare one plan to another. As the Federal 
government continues to address health care issues in vari­
ous ways, on a practical level it is falling to the states to 
confront the complex issues raised as American health care 
"evolves" among their specific constituencies. 

Certain trends have emerged as states are grappling 
with the new landscape of their individual health care 
delivery and financing systems. Across the country, while 
most states retreated from any-willing-provider legislation, 
which has been at the height of managed care legislative 
activity in 1994-1995, they aggressively moved in the 
direction of "patient protection" laws, covering such areas 
as minimum length-of-stay legislation for new mothers and 
adequate follow-up after outpatient surgery. 

National Conference of State Legislatures health com­
mittee director Joy Johnson Wilson predicts that there will 
be more legislation on gag clauses in 1997, at both Federal 
and state levels. Response from the Federal side include 
President Clinton's appointment of a 34-member advisory 
committee to draft a patients' bill of rights and to study the 
appropriate type of legislation which would be needed to 
enforce it. Senator Edward Kennedy (D-Ma.) has intro­
duced a comprehensive HMO reform bill to protect con- -
sumers and oversee that access to care and quality are not 
comprised in order to lower costs. 

On the state level, in 1996, 35 states passed 56 laws to 
regulate HMOs. The American Medical Association 's 
model Patient Protection Act was considered by state leg­
islatures and portions of it passed in at least 20 states 
(Modem Hea/thcare, October 28, 1996). In all 20 states, 
the model act's provisions that require plans to provide 
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patients witb information about contract terms and condi­
tions were written into specific laws. New Jersey is one of 
several states to introduce a Managed Care Consumer 
Protection Bill, which includes such provisions as a ban on 
gag rules and easier access to specialist care. 

As in the rest of the country, the citizens of New 
Jersey have increased their enrollment in various types of 
managed care plans, including HMOs, and Preferred 
Provider Organizations (PPOs) and Point-of-Service (POS) 
plans . In 1997, approximately 4 millidn people are 
enrolled in such plans, with 50 percent (2 million) enrolled 
in 21 HMO plans throughout the sUtte, and the other half 
enrolled in other forms of managed care plans . In its 
HMO census, the Department of Insurance reports a steady 
increase in HMO membership between 1990 and 1994; 
while tbe annualized percent increase was 7.4 percent 
betwe~n 1991 and 1992 and 2.2 perc~nt between 1992 and 
1993. A significant 16.4 percent increase was reported 
between 1993 and 1994 (from 1,079,696 to 1,236,421 
enrollees) and in 199.5'; enrollment increased to 1,591,578 
(of which 158,348 were Medicaid managed care 
enrollees). (Table 1, lists. New Jersey's HMO membership 
by category, including Medicaid, Medicare, Federal, state 
and group categories.) 1996 enrollment reached approxi­
mately 2 million, an approximate 25 percent increase from 
1995. Medicaid managed care enrollment is attributable to 
a significant share of this increase. 

New Jersey' s new Health Maintenance Organization 
(HMO) rules became effective March 15, 1997; provi­
sions contained in their new regulations include a ban on 
gag rules (which prevent doctors from discussing health 
care options not covered by their HMO); requirements that 
there be a choice of specialists; and allow for patients to 
appeal any decision to deny coverage. Enhanced con­
sumer protections are the main features of the new regula­
tions, including requirements that there be disclosure of 
financial incentives potentially impacting on member 
access to services. 

A Health Data Committee(HeDaC) has been created 
to advise the Commissioner of Health and Senior Services 
on the development of a data reporting system that will 
collect standardized, reliable and, to the fullest extent pos­
sible, comparable information in a cost-effective manner 
from all HMOs in New Jersey. The data will be used to 
produce "report cards" which should enable consumers 
and payers to make informed choices among products. 

HeDaC has collected 1995 information for nine select­
ed HEDIS(Health Plan Employer Data and Information 
Set) quality measures such as childhood immunizations, 
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cervical cancer screening, mammography, and diabetic 
retinal exams, from each HMO. 

The Department will collect 1996 HEDIS 3.0 mea­
sures this summer and use that data to produce a report 
card later this year. The Department will also conduct and 
publish the results of an independent survey of HMO 
members this year. 

At the present time there are several bills on managed 
care pending in tbe New Jersey Legislature which would 
expand regulatory oversight to forms of managed care 
other than HMOs, such as Preferred Provider 
Organizations and Provider Sponsored Organizations. The 
Department of Healtb and Senior Services bas regulatory 
authority over HMOs but it does not currently have tbe 
statutory autbority to regulate tbese otber managed care 
entities; however, tbe bills pending would extend tbat 
autbority to tbe Department. 

In March 1997, a joint session of tbe New Jersey 
Legislature approved tbe Healtb Care Quality Act, which 
would strengtben tbe new HMO regulations and which 
extend tbose patient protection rights to the close to 2 mil­
lion New Jerseyans enrolled in otber forms of managed 
care plans (The Star-Ledger, March 11, 1997). The 
Healtb Care Quality Act, sponsored by State Senator Jack 
Sinagra and Assemblywoman Charlotte Vandervalk, bas 
provisions which include barring managed care companies 
from paying doctors bonuses for restricting medically nec­
essary treatment. Another bill sponsored by 
Assemblywoman Barbara Wright, would require disclo­
sure of financial arrangements between tbe bealtb carrier 
and its doctor (ratber tban banning bonuses), including any 
incentives for restricting care. Assemblywoman Wright's 
bill would also allow managed care patients to use a physi­
cian outside of tbe network if tbey pay an additional fee; it 
is co-sponsored by Assemblyman Paul Kramer and an 
identical bill by Senator Peter Inverson bas been intro­
duced in tbe Senate (The Times, February 21, 1997). 

In general, legislation pending in New Jersey and sev­
eral states throughout tbe country would bar "gag orders" 
tbat limit the kinds of information doctor can tell patients 
about tbeir medical treatment; explain terms of tbe con­
tracts, including services, restrictions and co-payments, in 
plain language; allow for tbe patient to appeal adverse 
decisions to a state-appointed outside panel of medical 
experts; explain to patients financial incentives between 
tbeir doctors and tbe managed care plan; require tbat 
"report cards" be available on each plan and its operations 
and allow patients to see physicians outside of tbeir plan 
for an additional fee . 

32 

You Are Viewing an Archived Copy from the New Jersey State Library



Table 1 

N.J. HMO Membership by Category 
as of 12131/95 

Medicare %of Medlclid %of 
Total Total 

Aetra Health Plans 9,506 21 .8% 
American Preferred . 2,138 1.7% 
AmeriHealth 
Chl.ObHealth 
CigraNJ 
Cigra Nort~omed 
First Option 5,431 3.4% 
Garden State 33,299 21 .0% 
Greater Atlartlc . 
Harmony Health Plan 5,846 3.7% 
HIP Health Plan 8,859 20.3% 12,303 7.8% 
Liberty Health Plan 8,933 5.6% 
Medlgroup ol NJ 36,006 22.7% 
MelraHealth of NJ 
MetraHealth Upsllle NY 
NYLCire Health Plans 
Oldord H811th Plans 5,000 11.5% 4,200 2.7% 
Pt1yslciln Heellhcare Pllrl 
PruCare ol NJ 
u.s. Healthcare 20.285 46.5% 41 ,609 26.3% 
University Health Plans 7,983 

TOials 43,650 100.0% 158,348 100.0% 

Stille %of Federal 
Local Total 

46,335 20.2% 1,621 

1,961 0.9% 496 

3,217 1.4% 
14,715 6.4% 2,741 
5,563 2.4% 

364 

23,007 10.0% 12,192 

34,141 14.9% 253 

250 0.1% 
4,449 1.9% 4,436 
4,369 1.9% 1,922 

10,109 4.4% 
81 ,107 35.4% 31,009 

48 0.0% 

229,271 100.0% 55,034 

%of Group %of Other' %of Total %of 
Total Total Total Total 

2.9% 61 ,913 6.0% 1,470 2.0% 120,845 7.6% 
0 2,738 0.2% 

0.9% 23,840 2.3% 26,297 1.7% 
48 0.0% 48 0.0% 

6,517 0.6% 154 0.2% 9,888 0.6% 
5.0% 53,653 5.2% 1,159 1.6% 72,268 4.5% 

71,904 7.0% 149 0.2% 83,047 5.2% 
0 33,299 2.1% 

0.7% 1,338 0.1% 78 0.1% 1,780 0.1% 
0 5,846 0.4% 

22.2% 72,829 7.1% 49,371 67.9% 178,561 11.2% 
0 8,933 0.6% 

0.5% 103,224 10.0% 5,588 7.7% 179,212 11 .3% 
23,447 2.3% 121 0.2% 23,568 1.5% 

553 0.1% 803 0.1% 
8.1% ~.233 2.9% 314 0.4% 39,432 2.5% 
3.5% 125,700 12.2% 5,200 7.1% 146,400 9.2% 

17 0.0% 17 0.0% 
77,800 7.5% 1,891 2.6% 89,800 5.6% 

56.3% 379,511 36.8% 7,244 10.0% 560,765 35.2% 
0 8,001 0.5% 

100.0% 1,032,536 100.0% 72,739 100.0% 1,591,578 100.0% 

• "'hee' may indude indM<ilal, !1<llP e01versials and COBRA st~ensials. Fa- HP Hellltl Plan. this also includes~ merrbers a out·a·state !1!lJPS who have c:h05811o use the HIP~ netwcrk. 
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PUBLIC HEALTH AT THE CROSSROADS: 
PAST, PRESENT, FUTURE 

PART I: NATIONAL, STATE, AND LOCAL OVERVIEW 

Original Issue Brief June 21, 1996 

ISSUE: How will the complex system of public health, whose structure is comprised of nation­
al, state, county and local municipality administrative units, negotiate the changes of the evolv­
ing health care system, with its call for efficiency, streamlining and elimination of administra­
tive excess? In what ways with public health agencies balance core public health functions 
with the delivery of direct services? 

Our evolving health care delivery system, with its emphasis on preventative care and case management, bas as one of its 
primary goals improving the health of the public it serves. This goal has long been the cornerstone of America's public 
health system through its efforts at disease prevention and health promotion. As managed care organizations are fast 
becoming a primary source of health care for both private insurers and public programs (Medicaid and Medicare), bow 
will the public health system be affected, especially in its role as provider of direct services? Should its primary func­
tion be framed by a population-based model to improve the health status of the overall population, should it be as a 
provider of direct services, or some combination of both functions? 

INTRODUCTION 
Ask an uninsured mother what she thinks public 

health is, and she will probably answer that it means a 
measles vaccine for her child; ask a chiropractor from 
Hunterdon County and she will probably talk about the 
deer tick she sent into the laboratory for Lyme disease 
analysis; ask a teacher from the inner city, and be may talk 
about the local board of health's lead screening program or 
asbestos abatement efforts in his school building; ask a 
local resident of Salem County and be may talk about well 
water testing. 

Public health means many things to many people . 
Throughout history, from Old Testament edicts about the 
preparation of certain foods such as pork and dairy prod­
ucts, to Thomas Mann's novel Death in Venice (set in 19th 
century Italy during a cholera epidemic), when the 
Minister of Health assures the people and tourists in 
Venice that "nothing is wrong, the fever is just being 
caused by the warm winds blowing up from northern 
Africa," the public bas believed that those in charge of 
public health will protect them from disease and illness, 
through surveillance, research, monitoring and public edu­
cation and outreach. Historically, most times their beliefs 
were supported. 

By the tum of the 20th century, with medical break­
throughs and understanding of the nexus of communicable 
and infectious diseases related to improving sanitary con­
ditions and nutrition, a new era of disease surveillance and 
control was established in the American public health sys­
tem. Public health has contributed to a majority of the 
major improvements in the health of the American public, 
through such public health activities as its control of epi­
demic diseases, the monitoring of safe water, food and 
sanitary conditions, and the oversight and provision of 
maternal and child health services. As we move toward 
the end of the 20th century, the traditional assertion that 
the "successes of the public health system are invisible, 
but its failures are not" continues to bold true, as exempli­
fied by the re-emergence of medication resistant 
Tuberculosis (TB), the Cryptosporidiosis (caused by 
Cyptosporidium, an infectious organism found in water' 
sources) outbreak in Milwaukee, Wisconsin, from which 
some 400,000 people became ill from the drinking water, 
and the cases of bantavirus (a virus that bad not been 
found in the United States until the 1980s) in the 
Southwest in the 1990s (McGinnis, 1995).* 

Since the 1960s when infectious diseases were 
believed to be all but eliminated in the United States and • 
with the establishment of the Medicaid and Medicare pro-
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grams, the activities of public health agencies have shifted 
from providing core public health functions, such as sur­
veillance of communicable and chronic diseases, environ­
mental protection and public education, to providing clini­
cal services to uninsured and other disadvantaged popula­
tions. Events during the 1980s and 1990s. with the emer­
gence and proliferation of managed care organizations 
(MCOs) in the health care delivery system and the reduc­
tion in public health funding, have cr~ted a public health 
"identity" crisis. At the same time, between 1980 and 
1992, age-adjusted mortality from infectious diseases 
(such as TB and pneuJ!!onia) increased by 39 percent, cre­
ating a need for more sophisticated active and passive sur­
veillance _by_ public health agencies (National Health 
Policy Forum, 1996). Currently, one quarter of all physi­
cian visits in the United States are related to infectious dis­
eases, and antimicrobial medications (such as antibiotics) 
are the second most commonly prescribed type of drugs 
(Ibid). 

CURRENT-STATUS 
The primary challenge facing public health officials 

on all levels is how public health activities should change 
in the context of a managed care environment. 
Specifically , should-the provider of public health services 
continue to provide clinical services and contract as a 
p.rovider witfl the managed care health plan; should it part­
ner with the MCO, drop its clinical provider role and 
instead focus on delivering health promotion, prevention 
and surveillance activities; or should it provide some com­
bination of both? Such decisions are further complicated 
when the issue of funding comes into play. The Institute 
of Medicine at the National Academy of Sciences reports 
that almost 75 percent of state and local health department 
funding goes to clinical care. While public health agen­
cies have become reliant on Medicaid reimbursement for 
providing direct serviCes to clients, their role as "provider 
of last resort" may disappear, in light of the likely reduc­
tions in Medicaid and other health care spending and the 
increase in numbers of uninsured and medically indigent 
members of their communities. 

Core Functions of Public Health 
• Surveillance of Communicable and Chronic 

Diseases (Data Collection) 
• Control of C~mmuni<;able Diseases and Injuries 
• Environmental Protection 
• Public Education and Community Mobilization 
• Assurance of Quality and Accountability in the 

Delivery of Health Care 
• Operation of Public Laboratory Services 
• Training and Education of Public Health 

Professionals 

In testimony before the U.S. Senate, the Assistant 
Secretary for Health, Dr. Philip R. Lee asserted that the 
"shift of public spending at the state and local level toward 
personal medical care has been at the expense of its essen­
tial role in keeping communities healthy" (State Initiatives 
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in Health Care Reform, 1994). The Committee for the 
Study of Future of Public Health at the Institute of 
Medicine is due to publish a progress report this summer 
(1996) as a follow-up to its 1988 report, "The Future of 
Public Health." The Committee found that American pub­
lic health agencies are faced with the impossible responsi­
bility, "to served as stewards of the basic health needs of 
entire populations, but at the same time avert impending 
health crisis, as well as provide health care services to per­
sons who do not have access to health care by any other 
means." (Institute of Medicine Report at 2; 1988). 

NATIONAL INITIATIVES-HEAL THY PEOPLE 2000 
In 1990, the United States Department of Health and 

Human Services, through its U.S. Public Health Services, 
released Healthy People 2000: National Health Promotion 
and Disease Prevention Objectives, a report which set 
forth the nation's health goals for the year 2000. The 
report was the result of cooperation among principal 
health officials of the 50 states, the National Academy of 
Sciences' Institute of Medicine and representatives from 
over 300 professional and voluntary national membership 
organizations. Health People 2000 sets forth 300 measur­
able objectives in 22 areas of priority for health promo­
tion, health protection and clinical prevention services to 
be accomplished by the year 2000. New Jersey is one of 
many states to develop state-specific goals and objectives 
for its individual needs and conditions. New Jersey's indi­
vidual state document, Healthy New Jersey 2000 and its 
1996 update, monitor and assess New Jersey's status 
towards meeting the goals set forth in the national docu­
ment regarding health status and preventive health ser­
vices. 

In a 1994 study conducted by the University of 
Illinois at Chicago School of Public Health, researchers 
looked at the objective set forth in both Healthy People 
2000 and Healthy Communities 2000 (comprised of model 
standards at the community public health level) that 90 
percent of the population be served by a local health 
department effectively carrying out the three core func­
tions of public health; assessment, policy development, 
and assurance. Using a stratified random sample from the 
National Association of County Health Officials 
(NACHO) data base, the study group found that less than 
40 percent of the U.S. population was served by a local 
health department effectively addressing the core func­
tions of public health (Turnock et al, 1994). The group 
asserted that "considerable capacity building" within the 
public health system is needed to achieve the year 2000 
target goal of 90 percent. 

In a 1995 Journal of the American Medical 
Association (JAMA) article, Drs. J. Michael McGinnis 
and Philip Lee of the U.S . Public Health Services reported 
progress towards the goals and objectives of the national 
plan at mid-decade. One of the primary challenges of 
meeting the goals was identified as the erosion of the pub­
lic health infrastructure at the community level; another 
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challenge was that critical obstacles to· gOOd health status 
remain for the most vulnerable populations, with an 
increase of financial barriers to medical care and preven­
tive services for African-American, Latino and native 
American populations (JAMA, April 12, 1995). 

In 1996 the New Jersey Department of Health pub­
lished its Healthy New Jersey 2000 {]pdate, A public 
Health Agenda for the 1990's, to report on "how the state 
is doing" in terms of goals and objectives of its plan devel­
oped in 1991. At the beginning of the 1990's, New Jersey 
set goals in eleven priority areas: access to health care; 
maternal and child health; adolescent health; cancer; car­
diovascular disease; HIV/AIDS; sexually transmitted dis­
eases (STD's); vaccine-preventable illnesses; injuries; 
occupational and environmental health; and substance 
addictions. In general, the state is following along the 
national lines in terms of grappling with the problem of 
closing the gap between minority and white health status. 
i.e., there continues to be substantial disparities in the 
health status between New Jersey's total population and its 
minorities. In its 1996 Update, the department analyzed 
these priority areas in terms of the likelihood of achieve­
ment of its Year 2000 objectives. The priority areas of 
public health in which the likelihood of achievement of 
goals was strong was in reducing the mortality rate for 
adolescents from motor vehicle accidents; in annual mam­
mography screening; in the prevention, detection and con­
trol of cardiovascular diseases; and in the prevention and 
control of addictions. those areas in which the objectives 
are unlikely to be achieved are in the areas of health 
access; maternal and child health; cancer; AIDS and HIV 

and occupational and environmental health . Nutrition 
objectives for women and children, however, are likely to 
be met, via the accomplishments of the Women, Infants 
and Children (WIC) program. 

PUBLIC HEALTH IN NEW JERSEY-AN OVERVIEW 
State Level 

'A.t present, the Department of Health in the state of 
New Jersey is itself "in transition"; as it brings "under one 
roof" services for New Jersey's senior citizens, the 
Department will become the Department of Health and 
Senior Services. Within the Department, Public Health 
Services is comprised of separate Divisions for AIDS 
Prevention and Control; Alcoholism, Drug Abuse and 
Addiction services, and Family Health Services. In fur­
ther actions to improve its public health activities, the 
Department is in the process of re-organizing its epidemi­
ology and public health laboratory activities into three 
divisions and two smaller programs. The three divisions 
will be: (1) Public Health and Environmental 
Laboratories; (2) Environmental and Occupational Health 
and (3) Epidemiology and Communicable Diseases. The 
two smaller programs are the Office of Cancer 
Epidemiology and the Office of Local Health. 

While the Department does provide direct services 
through its Laboratories and is involved in four major data 
initiatives (Health Information Network (HINT) project; 
electronic birth certificate registry; the statewide immu­
nization network project and the state cancer registry), its 
role is primarily as administrator. Through its labs, the 

YEAR 2000 OBJECTIVES LIKELY TO BE ACHIEVED 
TOTAL STATE OBJECTIVES, BY PRIORITY AREA 
NEW JERSEY, 1996 

PERCENT OF 
TOTAL 

Source: New Jersey Department of Health, 1996 
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Department provides an array of services to state and 
Federal agencies, physicians, clinics, hospitals and local 
health departments. Public health activities within the 
divisions include epidemiological research, the publication 
and dissemination of fact sheets and reports on diseases 
such as TB and Lyme disease, and environmental health 
problems such as mercury and hazardous chemicals. The 
Department is currently working with the Department of 
Environmental Protection to develop a statewide water 
system data base to ensure water safety. 

Each division has its own fiscal and administrative 
units, which award Federal and state grants for public 
health activities to local health departments, hospitals, not­
for-profit agencies and any other entity that provides pub­
lic health systems. Federal block grants include the 
Maternal and Child Health Block Grant, the Preventive 
Health Block Grant and the Drug Abuse and Mental 
Health Block Grant. A number of other Federal grants for 
specific public health projects come into the Department 
and its Divisions. Through its Request for Proposals 
(RFP) process, the block grant funds are distributed to a 
variety of local agencies. In addition, the local public 
health agencies may also apply for and receive Federal 
funding support directly, without using the state 
Department as an administrator. 

New Jersey Department of Health 
-Fiscal Year 1995 Expenditures 

A recent report of the Department's Fiscal Year 1995 
Expenditures in the area of public health breaks out expen­
ditures including state funds, state appropriations, block 
gFants, other Federal grants and contracts and private and 
other funds. Total expenditures from these areas was 
approximately $353 million. Public health categories 
include the following e~penditure totals (from all sources): 

•Family Health Services 
•Alcohol, Drug Abuse & Addictions 
•AIDS 
•Epidemiology, Environmental & Occ. Health 
•Public Health & Environmental Labs 
• Vital Statistics & Registration 

Total 

$181,171,992 
$90,424,706 
$35,039,703 
$32,671,774 
$11,868,273 

$1,649,095 

$352,825,543 

Within each of these budgets, various programs are 
operated and supported by multiple sources. For example, 
FY 1995 expenditures for the Prevention Services pro­
gram within the Division of Alcohol, Drug Abuse and 
Addictions totaled $12,835,599. This total was comprised 
of $796,051 from State funds, $253,979 from the federal 
Preventive Health Block Grant, $10,822,219 from the fed­
eral Drug Abuse and Mental Health Block Grant and 
$963,350 from other federal grants and contracts. 

As another example of the complicated funding 
streams involved in federal, state and local levels of public 
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health, we can look to how the Federal Ryan White 
Comprehensive AIDS Resources Emergency (CARE) Act 
of 1990 funds are awarded and distributed. The Act 
makes funds available through four titles to states, eligible 
metropolitan areas (EMA) and nonprofit entities for devel­
oping, organizing, coordinating and operating service 
delivery systems for individuals and families with HIV 
disease. Nationally in FY 1994, over $579 million in 
CARE Act funds were appropriated. About 56 percent (or 
$326 million) of the funds were appropriated for Title I, 
which provides emergency assistance to EMAs, m«tropol­
itan areas disproportionately affected by the HIV epidein: 
ic. In New Jersey, approximately $5.5 inillion was award­
ed to Newark; approximately $2.4 million was awarded to 
Jersey City and $1.4 million was awarded to Bergen­
Passaic counties directly fromm the Federal government. 

Nationally, Title II of the CARE Act included $184 
million in FY 1995, or approximately 32 percent of the 
total CARE Act funds . Title II provides funds to states to 
improve the quality ," availability, and organfzation of 
health care and support servic~s for people with HIV. 
New Jersey received approximately $8:'9 million in FY 
1995 for Title II public health activities. In Fy 1995, 
Titles III and IV monies were approximately $48 million 
and $22 million, respectively; Title III funds, which are 
awarded competitively, are intended for· early intervention 
programs and Title IV ' funds are intended for pectiatric 
AIDS programs. Tracking of such funds from the Federal, 
to the state, down through a multiple of local levels is a 
complicated task. And this represents just one single slice 
of a complex area of departments, divisions, and agencies 
on Federal, state, and local levels. 

Local Public Health 
Beginning in 1887, every municipality in New Jersey 

has been required to have a local board of health. 
According to the New Jersey State Health Plan, the boards 
of health have a statutory mandate "to provide policy 
direction for and oversee the operation of public health 
activities within the municipality." Departments of health 
at the local level, however, are not required under law; 
each municipality is free to contract with otlier health 
departments, join a county health department, or join with 
other municipalities to form a regional health commission. 

In the mid-1970s, there were 291 local health depart­
ments in New Jersey. In 1975, when the state's Local 
Health Services Act was promulgated, it required that each 
local health department be administered by a full-time, 
licensed health officer. Consequently, the number of local 
health departments was significantly reduced; according to 
a 1994 Department of Health report on local health, there 
are now 115 local health departments in New Jersey. 
There are eleven Federally-Qualified Health Centers locat­
ed in medically underserved areas in New Jersey, which 
service approximately 40,000 beneficiaries by providing 
primary care and preventive services. Of this total, 55 are 
individual municipality health departments, and 15 are 
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county health departments. There are 39 contracting 
arrangements and six regional commissions. Under New 
Jersey's Health Care Cost Reduction Act of 1991, these six 
Local Advisory Boards (LABs) were established through­
out the state to coordinate local health planning. 

New Jersey's contribution equals approximately 20 
percent of their total funding to local budgets, while the 
bulk of their funding comes from Federal grants and other 
public and private sources. In FY 1995, the state distrib­
uted approximately $3 million in these Public Health 
Priority Funds to the locals. New Jersey is one of several 
states (e.g., Connecticut, Iowa, Missouri and Wisconsin) 
with populations of under 8 million people, which have 
decentralized public health systems and low levels of state 
funding . According to 1991 figures from the Centers for 
Disease Control, per capita state funding in these states 
range from $0.53 in Wisconsin to $2.07 in New Jersey. 
New Jersey's decentralized public health system creates a 
wide range of variability in public health services and is 
supported by complex funding streams. The 1994 Report 
of "The Commissioner's Working Group on Public 
Health" strongly recommended that a more regional 
approach to the provision of local public health services be 
undertaken in New Jersey. Currently,the Department of 
Health is working to develop a public health infrastructure 
in new Jersey. The Department points to reduced funding 
and the growth of managed care as "forcing the issue" to 
develop a coordinated infrastructure of public health activ­
ities in the state. 

The Commissioner's 1994 report cited the state of 
Georgia (with a population of approximately 6.5 million) 
as an example of successful regionalization in public 
health activities. While each of Georgia's 159 county­
based local health departments are also decentralized, the 
primary difference between New Jersey and Georgia's 
public health system is that Georgia has Lead Districts 
throughout the state, which are compromised of between 
one to sixteen local health departments. These Lead 
Districts are responsible for coordinating surveillance and 
reporting activities, program development and service 
delivery. While the local departments still retain flexibili­
ty to design services appropriate to their communities, 
there is coordination of programs such as communicable 
disease surveillance at a regional level. The state contri­
bution to Georgia's local health departments averages 
$7.10 per capita. 

The state of Maryland has developed a strong rela­
tionship between its state and local health departments to 
provide coordinated health services at the community 
)evel (Commissioner's Working Group on Local Health, 
19 94) Support for local health varies; on average, the 
state and localities provide 50 percent of the funding to 
local health departments; wealthier counties contribute up 
to 80 percent to their departments, while poorer counties 
contribute as little as 20 percent (Ibid). The state provides 
an estimated $8.00 per capita to local health departments 
(Centers for Disease Control, 1991). 
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As an example of recent local planning efforts, the 
New Jersey Hospital Association has a Community Health 
Assessment Committee to assist members in administrat­
ing a community health needs assessment. Through a sur­
vey distributed to hospital's CEO's, local health depart­
ments, health planners, Local Advisory Boards and com­
munity agencies (e.g, Visiting Nurses; YMCAs; YWCAs) 
in order to gather information about current initiatives 
being undertaken by health care organizations concerned 
with improving the health status of the communities they 
serve . The 1995 survey found that community health 
Assessments were accomplished by organizations partner­
ing with other organizations in order to obtain health and 
health status data. Based on responses, 53 percent of the 
hospitals, 28 percent of the local health departments, f1 
percent of the LABs and 8 percent of the community 
agencies have conducted Community Health Assessments. 

THE FUTURE OF PUBLIC HEALTH 
-CURRENT STRATEGIES 

FEDERAL LEVEL ACTIVIES 
Both the Clinton Administration and Republican lead­

ers are in agreement that the maze of categorical public 
health grant programs should be simplified through con­
solidation and that the states should be given broader dis­
cretion as to how the funds are utilized. Currently, 
Senator Nancy Kassebuam (R.-Kans.) (Chair of the Senate 
Committee on Labor and Human Resources) bas intro­
duced a bill that would consolidate all 12 Centers for 
Disease Control (CDC) categorical funding streams into a 
sing 1 e block grant, to be allocated among the states based 
on factors related to population, health status and financial 
capacity. A Clinton Administration proposal seeks to con­
solidate 32 separate CDC categorical grant programs into 
three areas: (1) immunization; (2) HIV/STDs/fB and (3) 
chronic diseases and disability. Both proposals are cur­
rently pending. While state and local public health offi­
cials generally support merging categorical public health 
grants, advocates are concerned that block grants may 
reduce appropriations. 

In planning for the future of public health in a man­
aged care environment, the CDC has created an agency­
wide Managed Care Working Group, which believes that 
"managed care organizes health care into delivery systems 
with potential for prevention related surveillance, monitor­
ing, intervention and health services research." The work­
ing group reports found that the electronic information 
systems being developed by MCOs may be utilized as 
sources of data for a new national health information sys­
tem. Also, as enrollment of Medicaid and Medicare bene­
ficiaries continues to grow in MCOs, there will be data 
collected on these two important high-risk groups. In 
other activities, a collaborative effort with the Group 
Health Association of America, the HMO national trade 
association and the CDC's National Immunization 
Program is the formation of a nationwjde alliance to 
improve the vaccination status of preschool children. As a 
result, individual HMOs are working with public health 
agencies on local levels around the country. 
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STATE LEVEL ACTIVIES 
Decisions concerning the future of public health with­

in the states are inextricably tied in with health reform 
issues, in particular with initiatives concerning the unin­
sured population, insurance reform and managed care 
enrollment for Medicaid populations. As states continue 
with efforts to provide health coverage for uninsured and 
underinsured citizens, states like Washington are planning 
to enroll their uninsured population in managed health 
plans. As a consequence, public health agencies will be 
relieved from providing clinical services and will be freed 
pp to focus on population-based prevention and health 

~ promotion arid education. In the state of Florida's plans, 
local public health units will have the discretion to decide 
the best direction for their activities: they may work with 
Medicaid managed care providers, become HMOs them­
selves, or focus on population-based activities and core 
public health services, such as control of communicable 
diseases, environment protection and public education. 

PRIVATE SECTOR PARTNERSHIPS IN 
PUBLIC HEALTH 

A recent piece in American Medical News asserts that 
the long standing difficult relationship between public 
health and the private medical profession has contributed 
to the public health system's weakness (American Medical 
News, 1996). It stresses that this rift has to be mended to 
facilitate consistent disease reporting, prevention and 
health education from private physicians and medical 
practitioners. 

New potential partners in infectious disease surveil­
lance and prevention are managed care organizations 
(MCOs), such as HMOs. While the traditional view of 
public health is that it is responsible for populations, not 
individuals and the traditional view of medical care is 
responsible for individuals and not populations, the emer­
gence ofmanaged care in the health care system is initiat­
ing a concern with the health of populations, in addition to 
the health of individuals. At the present time, concurrent 
functions of public health agencies and managed care 
organizations include: weUness and prevention programs. 
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immunization, the identification and treatment of sexually 
transmitted diseases (SIDs) and HIV/AIDS; case finding 
and surveillance; school-based health care; chronic mental 
illness. maternal and child health, case management, home 
health care and quality assurance. 

In the most recent edition of State Initiatives in Health 
Care Reform (May-June 1996), discussion focused on the 
question of collaboration between public health and man­
aged care organizations. Research has indicated that the 
likelihood of collaboration is "tied to market maturity and 
managed care penetration," putting Minnesota and West 
Coast locations in the forefront of such collaborations in 
areas such as preventive health. In Minneapolis-St. Paul, 
managed care organizations, public health agencies and 
other health care delivery organizations have formed the 
Center for Population Health to serve as a forum for 
developing public-private health promotion initiatives. In 
other activities, the state of Oregon is using school-based 
projects for public-private cooperation. While still in its 
planning stages, the plan would tie in Blue Cross-Blue 
Shield, the state's largest managed care organization, with 
establishing public health clinics in the schools. The 
report identified a trend that many public health agencies 
are responding to budget reductions and cutbacks "by 
focusing their resources on their traditional mission of 
overseeing the health of the whole community." 

CONCLUSION 
New Jersey is not alone in confronting the challenge 

of creating a public health infrastructure which can pro­
vide core public health functions in this era of dynamic 
changes within the entire health care delivery system. The 
direction which the state will take at the current crossroads 
is inextricably tied in with our policies and programs con­
cerning the core functions of public health and its organi­
zation and funding . In addition, the corollary issues of 
insurance and welfare reform, and managed care delivery 
systems in both the public and private sectors must be 
addressed. Cooperation and coordination among all play­
ers and at all levels of public health are critical to its 
future. 
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APPENDIX 

PUBLIC HEALTH-ITS MISSION, STRUCTURE AND CORE FUNCTIONS 

The development of public health activities in the 
U.S . evolved along with bow the American people as a 
whole viewed social and health problems. Once poverty 
and disease were understood and accepted as societal as 
well as individual problems, both private and governmen­
tal interventions were implemented (Synder, 1994). In 
1873, Stephen Smith, a physician and commissioner of the 
Metropolitan Board of Health in New York, founded the 
American Public Health Association as an organization for 
health officials and interested citizens. In the previous 
year, only three states and the District of Coltimbia bad 
established boards of health and only two states bad "accu: 
rate" registrations of birth, death and marriages. 

THE MISSION AND CORE FUNCTIONS 
OF PUBLIC HEALTH 

The Committee on the Future of Public Health found 
that while most agree that the overall mission of public 
health "is fulfilling the society's interest in assuring condi­
tions in which people can be healthy," the implementation 
of that mission bas broad variability across national, state 
and local lines. This variability is reflected by a "system" 
with extreme varieties of organizational arrangements, 
funding mechanisms and available services. 

Historically, the core functions of public health have 
involved assessment, policy development and assurance. 
These functions include: 

• Surveillance of Communicable and Chronic Diseases 
(Data Collection) 
• Control of Communicable Diseases aild Injuries 
• Environmental Protection 
• Public Education and Community Mobilization 
• Assurance of Quality and Accountability in the 

Delivery of Health Care 
• Operation of Public Laboratory Services 
• Training and Education of Public Health Professionals 

Public health experts agree that public health agen­
cies, through inter-governmental and interagency coopera­
tion, should collect, assemble, analyze and make available 
information on the health of the community, including sta­
tistics on health status, community health needs and epi­
demiologic and other health problems (Institute of 
Medicine Report, 1988). In addition, "agencies should be 
involved in the development of comprehensive health 
policies by using a coordinated scientific knowledge base 
to make appropriate decisions." Finally, public health 
agencies should be assure their constituents that services 
necessary to reach public health goals are provided, either 
by working with other agencies to provide such services, 
or providing them directly (Ibid). This assurance function 
means to assure access to environmental, educational and 
personal health services. The ways in which this last func-

41 

tion are implemented are particularly dynamic, with the 
emergence of managed care organizations and their com­
mltment to provide preventive care services. 

Historically, disease surveillance, health assurance, 
health promotion and health policy development bad been 
designated as core public health functions and were the 
primary functions of most public health agencies. With 
the "abeyance" of infectious and communicable diseases, 
especially during the period from 1970s to the 1990s, pub-

- lic health took on the expanded role of the direct delivery 
of services. Given the limited public health budgets, there 
is currently much debate as to whether or not both types of 
these functions can continue to be performed by agencies. 

FEDERAL, STATE AND LOCAL GOVERN­
MENT ROLES IN PUBLIC HEALTH 
FEDERAL GOVERNMENT'S ROLE 

The Federal government's role in the public health 
system indt.ides surveying the population's health status 
and health needs, setting policies and standards, helping 
states and local agencies to finance personal health ser­
vices, delivering personal health services, providing tech­
nical assistance to state and local health systems, and sup­
porting international efforts to ensure global health and 
protect against health threats. The primary Federal unit 
responsible for public health is the United States Public 
Health Service (in the Department of Health and Human 
Services). The administrator of the Medicaid and 
Medicare pr<?_grams - the Health Care Financing 
Administration (HCF A) (in the Department of Health and 
Human Services) also has a significant role in national 
public health activities. The Food and Nutrition Service in 
the Department of Agriculture, and the Environmental 
Prptection Agency_ are also involved in. public health activ-
ities. · 

~ Organizationally, the U.S. Public Health Services is 
comprised of: (1) the Centers for the Disease Control 
(assessment and epidemiologic unit); (2) the National 
Institutes of Health; (3) the Food and Drug 
Administration; (4) the Health Resources and Services 
Administration; (5) the Alcohol, Drug Abuse and Mental 
Health Administration, and (6) the Agency for Toxic 
Substaitces and Disease Registry. In addition, the Office 
of Health Promotion and Disease Prevention and the 
Office of Planning and Evaluation are involved with 
health management, planning, education, and evaluation. 
For example, the Centers for Diseases Control provides 
technical support for disease prevention and control 
through approximately 800 public health advisors and 
other specialists who are assigned to state health depart­
ments, at an average yearly cost of $40 million dollars 
(United States General Accounting Office Report, January 

· 1996). In recognition of the changing role of these advi-
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sors, which continue to evolve, the evaluation of the role 
of public health advisors is one of over 25 "active" assign­
ments that the General Accounting Office is investigating 
in the area of public health and health financing in the 
evolving national and state-based health care systems. 

Technically, Federal public health activities fall into 
two broad categories: activities conducted directly by the 
Federal government, such as assessment, research and 
some delivery of personal health care, and activities con­
tracted by the Federal government to states, localities and 
private organizations. These contracted activities repre­
sent the bulk of direct service programs and are through 
contracts and grants . For example, the Department of 
Health in the state of New Jersey receives block grants 
from the Federal government in such areas as maternal 
and child health, preventive health, drug abuse and mental 
health, and primary care. These grants are support for 
localities to provide such services as prenatal and obstetri­
cal care, family planning, immunizations, mental health, 
alcohol and drug abuse care and services for chronic dis­
eases. 

ST A 1E LEVEL RESPONSIBILITIES 
The states carry the primary responsibility for ensur­

ing the public health in this" country. There are 55 state 
health agencies in the United States, each directed by a 
health commissioner or a secretary of health. Currently, 
there are two models by which state health agencies are 
organized: as a free-standing independent agency, or as a 
component of a "superagency". There is wide variation as 
to the oversight responsibilities of state health agencies 
throughout the country; some also are responsible for 
environmental concerns, mental health concerns and act as 
the state Medicaid agency. 

Primary similarities among state health agencies are 
that most states have programs for vital statistics and epi­
demiology, conduct planning, have regulatory responsibil­
ities (including inspection and licensing), conduct environ­
mental safety programs (sanitation, air and water quality, 
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occupationil health, •waste management)" and are involved 
in personal health services . The resources for public 
health activities come from a variety of sources, including 
state funds, Federal contracts and grants, fees and reim­
bursements (e.g., state laboratory fees); local funds and 
other private sources. 

LOCAL LEVEL RESPONSIBILITIES 
Great variability exists at the l<>t:al public health level. 

While there are an estimated 3,000 local health depart­
ments across the United States, most of them are county­
based. In states like Pennsylvania an3 Nebraska, there are 
no local health agencies and reli.ailce is upon state and fed­
eral government for public health support. States such as 
Maryland, Missouri and New Jersey have local health 
departments in every county. In each state, the number of 
local health departments varies from 0 in states like Rhode 
Island and Vermont, to close to 160 in the state of 
Georgia. New Jersey currently has 115 local health 
departments. 

Local health departmen_ts across the ~_puntry are in 
fact the "front line" agencies for public health activities. 
Activities in these local health departments may include 
the provision of screening and immunizations; the opera­
tion of communicable disease control programs; the col­
lection of health statistics; direct services, such as mater­
nal and child health services, mental health, public health 
nursing services and other ambulatory and home care ser­
vices. The Committee for the Future of Public Health 
found that similarities among local health departments 
include that most are involved in providing health educa­
tion, personal health services, environmental health ser­
vices and conducting inspections. However, there remains 
significant variation in services rendered among the thou­
sands of local health departments around the country and 
their capacity to provide services varies greatly . 
Accc:_>rding to a recent Centers for Disease Control (CDC) 
survey, 42 percent of the nation's local health departments 
have fewer than 10 full-time staff members and 21 percent 
do not provide well-child clinic services. 
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PUBLIC HEALTH II 
THE URBAN-SUBURBAN CONNECTION 

Original Issue Brief July 31, 1996 

ISSUE: The general health status of the public is not protected from illness and disease based 
on geographic location or socio-economic class. Epidemiologic research, the surveillance of 
communiCable arid infectious diseases, public education, and the operation of public laborato­
ry services are among the essential functions of public health. How is New Jersey's public 
health system -- with shrinking funding and resources -- responding to increased cases of 
Thberculosis (a re-emerging communicable disease) and newly emerging tick-borne infectious 
diseases (such as Lyme disease), whose incidence rates have been highest in different geo­
graphic and demographic areas? 

Increases in infectious and communicable diseases are not only urban public health issues, but also have significant 
health, monetary and social impacts on New Jersey's suburban and rural populations. How can our state's decentralized 
public health system meet the challenge of increased cases and the demand of intense research to monitor and treat these 
two illnesses and similar threats? 

INTRODUCTION 
In his "Devotions upon Emergent Occasions" (1627), 

the 17th century writer John Donne describes illness as an 
enemy that may invade the "fortress" of the body at any 
time, despite our most sophisticated knowledge and inten­
sive vigilance: 

We study Health, and we deliberate upon our meats, and 
drink, and ayre, and exercises, and we hew and we polish 

every stone, that goes to that building; and so our Health is 
a long and a regular work; But in a minute a Canon bat­
ters all, overthrows all, demolishes all; a Sickness unpre­

verited for all our diligence, unsuspected for all our 
curiositie . . . 

(Sontag, 1989) 

Donne's concerns still echo through the centuries as 
we, in 1996, confront the challenges of responding to rela­
tively "new" illnesses -- like tick-borne diseases -- and 
communicable diseases believed to be almost eradicated 
some 30· years ago and now re-emerging, such as 
Tuberculosis (TB). While the highest TB prevalence rates 
are in New Jersey's urban centers, cases are increasing in 
communities outside of the inner cities. Conversely, 
cases of Lyme disease and other emerging tick-borne dis­
eases originally were clustered in rural and coastal areas of 
the state, but Lyllle disease is now endemic throughout all 

21 counties. Both illnesses present complex public health 
problems at a time when the public health system is under­
going significant changes with the impact of managed care 
delivery systems (See, Capitol Forums Issue Brief, "Public 
Health at the Crossroads," June 26, 1996). 

TUBERCULOSIS 
History 

Tuberculosis (TB ), an upper-respiratory infection 
characterized by cough, weight loss, night sweats and low­
grade fever, is caused by a bacillus: Mycobacterium tuber -
culosi.s. The disease is transmitted by inhaling airborne 
droplets expelled by the cough or sneeze of a person with 
infectious TB. For centuries the only "weapons" thought 
to conquer TB were environmental and behavioral: clean­
liness, air, well-ventilated rooms, good hygiene, and bed 
rest. It was not until the mid-20th century when the true 
cure for TB -- antibiotics -- was discovered. The antibi­
otics kill the bacillus which causes TB. 

Up until the mid-1980s, there had been an historical 
decline in TB morbidity and mortality in the United 
States. This was attributed to the result in improvements 
in nutrition and housing in the first half of the century, as 
well as specific public health interventions, such as educa­
tion, isolation and quarantine, which contained the spread 
of the disease (Bayer and Dupuis, 1995). From 1953- the 
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year of the introduction of the anti-tuberculosis drUg isoni­
azid - through 1984, the number of TB cases across the 
country decreased from 84,304 to 22,255 (an average 
decline of 5 percent per year) (Ibid). Yet, nationally, the 
disease continued to be a significant problem for non­
white minorities and low-income communities, where TB 
prevalence rates ran almost 100 percent higher than in the 
general pOpulation: 

While almost all cases of TB are curable through 
availabl6 and highly effective medications, the afflicted 

. person must comply with his or her treatment plan. Most 
peoj'>le with TB can be treated and cured with a six to 
twelve-month course of antibiotic therapy; their contacts 
can be tested and treated - all on an outpatient basis. It 
was with antibiotic medication that the care and treatment 
of TB shifted from an inpatient institutional setting, to an 
outpatient and community setting. For example, in New 
J~ey. hospitals for TB patients, which had a presence in 
the state since the late 1800s, began to disappear in the 
1250s, when the disease was coming under control 
through antibiotic therapy. Outpatient TB care has a 
strong emphasis on education and communication 
between health care providers and patients. For outpatient 
treatment to be effective and to prevent the spread of TB, 
it is critical to manage and monitor the treatment of per­
sons with active TB. 

The Re-Emergence of Tuberculosis 
Beginning in 1985, the downward trend in TB cases 

began to reverse. Cases of TB increased more than 20 
percent between 1985 and 1993 in the U.S. Since 1994, 
there have been small decreases (of 4-5 percent) in the 
number of TB cases nationally, reflecting the country's 
response to treat the disease and control its resurgence in 

ness, poverty, malnutrition, institutionalization (such as in 
nursing facilities and long-term care facilities), foreign 
birth and contact with a person with active TB . 
Congregate settings, such as correctional facilities, home­
less shelters, health-care facilities and drug-treatment cen­
ters, foster a high transmission rate for TB (Morbidity and 
Mortality Weekly Report, September 1995). The resur­
gence in TB cases is also related to the increased numbers 
of foreign-born persons from countries that have a high 
prevalence rate of TB. The Centers for Disease Control 
reported that while data indicates a decrease in the number 
of TB cases among U.S.-born persons, there are increased 
numbers of cases among foreign-born persons (Journal of 
the American Medical Association, June 5, 1996). 

New Jersey 
Since 1985, there has been a steady increase in cases 

of TB in New Jersey. In 1985, the state had 545 active 
cases of TB; ten years later in 1995, this number increased 
to 848 -a 56 percent increase. The greatest increase- 35 
percent- occurred during the 8-year period between 1985 
and 1993. Data on active cases of Tuberculosis in the 
state for the years 1994 and 1995 are showing a decrease 
in cases for those years. (See Appendix, "Active Cases of 
Tuberculosis in New Jersey 1986-1995"). The incidence 
rate of active TB among minorities in New Jersey 
increased between 1988 and 1992 and was more than three 
times the rate for the total population during that period 
(Healthy New Jersey 2000 Update, 1996). 

ACTIVE TUBERCULOSIS INCIDENCE RATES 
NEW JERSEY, 1985-1994AND YEAR 2000 OBJECTIVES 
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Researchers point to cutbacks in public funding (fed­
eral, state and local levels), reduction of facilities for TB 
control and treatment in the 1980s, and competition for 
public health monies at a time when TB cases were 
decreasing as significant policy factors in the re-emer­
gence of TB. Identified high-risk factors for TB are: HIV 
infection, intravenous drUg abuse, alcoholism, homeless-

Source: New Jersey Department of Health · 1996 
Division of Epidemiology, Environmental and Occupational Health Services 

'Between 1992 and the present, the U.S. Public Health Service increased funding to state and local health departments for TB preven­
tion and TB control activities; in addition, some hospitals implemented practices to prevent nosocomial transmission of 1B to visitors, 
workers and other patients within the facilities. Both activities may be connected to the decrease in reported TB cases in the period 
from 1993-1995. 
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This recent decrease in overall cases has largely been 
in urban areas; however, TB is now appearing in suburban 
and rural areas in such high-risk groups as health care 
workers, who have contracted it through their work in hos­
pitals, clinics and community settings. 

In 1995, the New Jersey State Department of Health's 
(now Health and Senior Services) expenditures for TB 
control, through its Division of Epidemiology, 
Environmental and Occupational Health Services, were 
approximately $8.4 million; state funds accounted for $2.9 
million and Federal grants added $5.5 million. Current 
expenditures represent a significant increase from the $2.1 
million that was expended on TB control in the state in 
1986. 

In 1993, the states of New York and New Jersey 
accounted for close to 21 percent of the country's active 
TB cases. The AIDS epidemic has exacerbated the prob­
lems with the resurgence of TB, because persons with 
AIDS are at a higher risk of becoming infected with and 
transmitting TB. States with high numbers of AIDS cases, 
including New York, California, Texas, Florida and New 
Jersey, are all struggling with the current resurgence of 
cases ofTB. 

The highest prevalence rates of cases of active TB are 
in three northeastern cities: Newark, Jersey City and 
Paterson.2 For example, of the 848 new cases of active 
TB in 1995, 149 (or 18 percent) were located in Newark. 
These numbers translate to a case rate of 57.6 per 100,000 
population in Newark, as compared to a case rate of 2. 7 
per 100,000 in Clifton (New Jersey Department of Health 
Report, 1996) (See Appendix, "Active Tuberculosis [by 
major city]- 1986-1995"). 

Medical and social researchers agree that the increase 
in active TB cases in New Jersey is not only an urban 
problem, because of the possible diffusion of infectious 
TB from the inner city to the suburbs. In a recent CDC 
study, it was reported that the five counties in New Jersey 
that reported more than one case of multiple drug-resistant 
TB (Essex, Union, Hudson, Passaic and Middlesex) are 
located closest to New York City, a place in which high 
percentages of TB patients (close to 20 percent) had multi- · 
ple drug-resistant TB (Journal of the American Medical 
Association, July 1994). 

MDR-TB Spreads to the Suburbs 
Jane W., a highly trained RN, decided to return to the workforce after her two daughters reached high school age. 

As she searched the classijieds, she realized that the competition was tough, even for a nurse with her credentials; she 
had worked in both hospitals and home care settings before she and her husband decided to raise a family in the sub -
urbs outside of Camden. After several weeks, Jane responded to an advertisement that seemed perfect, as it combined 
her love of nursing with her commitment to public health issues. The position was part-rime and the facility was close to 
her home. During her interview at the correctional facility, Jane felt confident that the medical staff administrator was 
quite interested in her as a potential candidate for the position. Soon they were discussing health risks for the workers. 
As Jane had been employed in hospital settings, she was knowledgeable about the risk of contracting certain infectious 
diseases, such as Tuberculosis. She was also aware that skin test screening was necessary and, if found positive, a reg -
imen of antibiotics would be prescribed. 

Jane's concerns were somewhat raised when the woman interviewing her began to speak about multiple drug-resis -
rant TB. She explained that it was a form of TB that was much more difficult to treat and that there were increased 
cases of it within the correctional facility. The interview concluded, with Jane's feeling that she would be offered the 
job. The following week, Jane's hopes were confirmed and she began work at the facility almost immediately. Jane had 
close contact with many inmates for physical examinations and blood tests; however, she always wore the necessary 
masks, gowns and gloves when doing so. Although she knew the risks involved in her work, she felt that she was follow -
ing every precaution. She had a lingering concern, however, about another nurse's raising the question of the poor 
ventilation and air filtration in the facility; she remarked that TB cases were on the increase in the prison and kept 
emphasizing that TB is an airborne disease. ~ 

Six months later, Jane began coughing and her TB skin test was positive. She has begun traditional antibiotic ther -
apy, but her symptoms are persisting. Her physician has referred her to a pulmonary specialist, as he is uncertain as ro 
whether or not Jane may have contracted MDR-TB. Last week, Jane's elderly mother called to say that Jane's father, 
who visits Jane's house regularly, had come down with the "flu"- a fever and cough. Jane's entire family and personal 
contacts are now being tested for TB. · 

2 An individual with active TB experiences symptoms of the disease; the TB bacilli are multiplying and the disease can spread to 
other individuals. Inactive TB infection id latent in the body; the individual has been exposed to TB, but has no symptoms and cannot 
spread it to other individuals . The infection can become active when the immune system is suppressed, as with AIDS and long-term 
chemotherapy treatments . 
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The appearance of multiple drug resistant strains of 
TB has become a significant public health problem in the 
U.S., because the disease becomes even more difficult to 
treat if the patient does not complete a standard regimen of 
medication. Responses to antibiotics therapy are more dif­
ficult and longer courses of treatment are required in cases 
of multiple drug-resistant TB (MDR-TB) . The fatality 
rate from multiple drug-resistant TB is high: it can be 
fatal in 50 to 80 percent of those who contract it. 

Cases of multiple drug-resistant TB have created a 
strain on the outpatient care and treatment of TB, as well 
as a pressing demand for new and better TB drugs, diag­
nostics and preventive measures. These new forms of 
multiple drug-resistant TB are difficult and costly to treat. 
The total cost of treating one MDR-TB patient can reach 
$250,000 and some cases are not curable (27 N.J.R. 3659, 
October 1995). 

Tuberculosis - Issues of Reporting and Compliance: 
National Overview 

Infectious diseases are the third leading cause of death 
among Americans (National Institute of Allergy and 
Infectious Diseases [NIAID], 1996). TB is the world's 
leading cause of death from a single infectious organism, 
and kills more adults each year than AIDS, malaria and 
tropical diseases combined. An estimated 2 billion people 
- one-third of the world's population - are infected with the 
TB bacterium (Ibid). 

On a national level, infectious disease reporting is 
decentralized, diffuse and discretionary on the part of 
many states. There is a National Notifiable Diseases 
Surveillance System (NNDSS), but reporting is voluntary. 
The Council of State and Territorial Epidemiologists, an 
association of state officials, designates diseases as nation­
ally reportable. It is the states themselves, through legisla-

tures, boards of health and local departments, that deter­
mine which diseases must be reported by physicians, labo­
ratories, hospitals and other sources. Because the activity 
of surveillance is significantly labor-intensive and costly, 
most states rely primarily on passive surveillance, depend­
ing on these reports from health care providers. All states 
requife the reporting of some important infectious diseases 
--AIDS, malaria, measles and TB; yet, the reporting of 
others, such as E. Coli, is not mandatory in many states. 
Given the de-centralized and under-funded nature of sur­
.veillance;- there are major deficiencies in the infectious 
disease surveillance infrastructure throughout the country 
(Ibid). In late 1995, the Centers for Disease Control made 
ten awards (averaging about $200,000 each) to state or 
local health departments to enhance surveillance and 
response capacity for infectious diseases; New Jersey was 
one of the states receiving an award (National Health 
Policy Forum, June 1996). 

Policy-makers grappling with the issues of the resur­
~nce of 1uberculosis are also confronted with difficult 
legal and ethical questions regarding the use of state 
power to promote public health (Bayer & Dupuis, 1996). 
The issue of compliance is significant in TB control and 
preventing transmission to others. Non-compliance with 
prescribed medication regimens and not finishing the 
course of medication are primary problems in treating TB. 
Non-compliance is high among the homeless and low­
income populations for several reasons: long waiting 
times at public health clinics; stolen medications and more 
pressing immediate food and shelter concerns, once the 
individual symptoms are abated. The transient nature of 
the homeless population also impairs treatment regimens. 
The Centers for Disease Control report that within the 
homeless population, there is a compliance rate of approx­
imately 55 percent regarding the completion of a medica­
tion regimen. 

TB Control- The Complexity of Follow-up 
Dr. S. is the pediatrician at a public health clinic serving the population of New Brunswick. Four weeks ago, he saw 

a new family who had emigrated from Pakistan the previous year. Their 6-year-old daughter, who had not yet been 
enrolled in school, was suffering from a fever, chills and persistent cough. Given the language problems, Dr. S. had dif -
ficulty learning how long the child had been sick before the family decided to stop using herbal remedies and to bring 
her into the clinic. Diagnostic tests indicated that the child had 1B. Dr. S. prescribed antibiotic treatment and advised 
the parents to keep their daughter at home until she was no longer infectious; hti. informed the family that he wanted all 
individuals who had been in close contact with them to be tested and that he would send a social worker to their apart -
ment to manage their case. At that time, the family iruficated they wanted to cooperate with Dr. S. 's treatment regimen. 

When the social worker tried to call the family, she could not get through to the individual answering the phone, 
who could not communicate in English. Her repeated attempts to stop by were thwarted as the family who had seen Dr. 
S. were never at home. Since their initial visit, the family has not been back to the clinic and at her last visit to their 
address, the social worker was told they had moved to a friend's home in_ Edison, where they were working in the 
friend's restaurant. At this point, follow-up with this family is not possible; they are lost to the public health system until 
the child enrolls in school at the end of the summer. 

Members of this family, their friends and their daughter are coming in contact with the public every day, while their 
daughter's infectious TB remains untreated. 
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States are looking to coercive measures such as 
Directly Observed Therapy, or DOT (which requires that 
the patient take his/her medication in the presence of a 
health care worker or other responsible third party), invol­
untary detention of noncompliant patients and forced 
administration of medications, as solutions to ensure that 
those with TB are fully treated and to reduce the risk of 
transmission by infected individuals. Current bio-medical 
ethics stress the rights of the individual and the principles 
of autonomy and self-determiriation. Yet, in the context of 
public health, can the state remain silent if the exercise of 
an individual's personal freedom threatens the health of 
the public -- e.g., a 45-year-old man with active TB does 
not want to comply with his medication regimen over the 
required 9 months because he feels better, he has been tak­
ing antibiotics for 6 months and his symptoms have abat­
ed? An underlying ethical principle in the development of 
the American public health system requires those with 
communicable diseases to behave in ways that are likely 
to reduce the risk of disease transmission (Ibid). 

The national Advisory Council for the Elimination of 
Tuberculosis calls for the practice of Directly-Observed 
Therapy in areas where treatment compliance falls below 
90 percent. The Council also recommended the least 
restrictive alternative when addressing state tuberculosis 
control laws: "before committing TB patients for inpatient 
treatments, state should adopt step-by-step interventions 
beginning with Directly-Observed Therapy and supple­
mented by incentives and enablers." 

Regarding other innovative programs for the preven­
tion and control of TB, the Advisory Council for the 
Elimination of Tuberculosis also recommends the screen­
ing of high-risk populations (homeless; AIDS; inmates) to 
detect patients who are infected and who could benefit 
from treatment to prevent infection from progressing to 
TB disease. A recent longitudinal study of a Directly­
Observed Therapy (DOn program in Baltimore analyzed 
the program's effectiveness over 11· years (Chaulk, et al, 
1995). The study, which compared TB rates from 
Baltimore wiih five other cities with" high TB case rates 
(Miami, San Francisco, Newark, Atlanta and Washington) 
found that Baltimore's program facilitated high treatment 
completion rates and evidence of cure. The study found a 
decrease in active TB cases for the period, compared with 
increases in the five other cities. The success of this com­
munity-based, DOT program is an encouraging sign in the 
treatment and control of TB. the Baltimore progr&m con­
tinued through multiple periods of political change (i.e., 
the terms of three governors, three mayors, four city health 
commissioners) and substantial Federal cuts in TB control. 

. 
Tuberculosis - Issues of Reporting and Compliance: 
New Jersey 

The New Jersey State Department of Health has 
received a $6.6 milJion grant ($2.2 million annually for 
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three years) to operate the New Jersey Medical School 
National Tuberculosis Center in Newark. The Center is a 
joint project of the medical school, UMDNJ-University 
Hospital and the New Jersey Department of Health. It is 
one of three model TB prevention, control and education 
centers in the country supported by the Centers for 
Disease Control. The goals of the Center are to curb the 
disease through diagnostic, treatment and prevention pro­
grams, such as Directly-Observed Therapy (DOT); to 
develop and apply new treatments through research and 
clinical drug trials, and to serve as an educational resource 
to healthcare professionals. The Medical School has long 
been involved in TB treatment and research and has had 
success with innovative programs such as its outreach pro­
gram, which tracks down TB patients in their homes and 
on the streets, to ensure they take their medications. 

According to New Jersey's Healthy New Jersey 2000 
Update, the state is developing and implementing TB edu­
cation and training programs for health care workers; poli­
cies for TB control in correctional facilities and Directly 
Observed Therapy and management programs . The 
Update recommends support for operational research to 
evaluate the most cost-effective and cost-efficient inter­
vention strategies for controlling TB, including the devel­
opment of a total management information system for TB, 
with access by provider of care (Healthy New Jersey 2000 
Update. 1996). 

Under the New Jersey Administrative Code at 
N.J.A.C. 8:57-1, Tuberculosis is a reportable disease in all 
health and medical care settings, such as hospitals, clinics, 
physician's offices and laboratories. A 1992 CDC review 
of state laws governing TB control found that 43 states 
provided for the quarantine of TB patients within their 
own homes, with 35 specifying that quarantine last until 
the person was no longer infectious (Bayer & Dupuis, 
1995). Forty-two states allowed the commitment of TB 
patients to treatment facilities and 24 permitted such con­
finement until the person no longer posed a health threat 
to others. 

At N.J.A.C. 8:57-5, the Department of Health re-pro­
posed new rules in October 1995 regarding the detention 
of non-compliant persons with tuberculosis. Local health 
officers and health care providers who treat TB will have 
additional reporting requirements under these rules . 
Physicians are required to monitor patient appointment­
keeping behavior, take various steps to enforce compli­
ance with prescribed treatment regimens and contact the 
Department of Health and/or local health authorities with 
known or suspected cases of active TB . 

In its responses to public comment which necessitated 
the re-proposal of the rules, the Department stated that the 
key to compliance in building a treatment system for TB 
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patients is to meet the individualized needs of many differ­
ent patients. A system of this type requires maximum 
flexibility and responsiveness . The Division of 
Epidemiology advocates a team approach consisting of 
physicians, nurses, social workers and community out­
reach coordinated through a designated case manager. 
The Department's views on involuntary detention of non­
compliant TB patients reflect that : "(l)nvoluntary deten­
tion and confinement have been narrowly circumscribed 
only for those patients who demonstrate a documented 
inability or unwillingness to complete their treatment 
through any other means" (27 N .J .R.3657) . In its pro­
posed rules, due process rights of these individuals are 
ensured. The proposed new rules are in response to the 
state's "attempting to strike a balance between [its] public 
health responsibility to control TB and to prevent its trans­
mission, and the individual's right to freedom." 

TICK-BORNE DISEASES 
Ongoing research in the area of tick-borne infectious 

diseases is indicating the emergence of various infections, 
such as Lyme disease, ehrlichiosis and babesiosis. Lyme 
disease, which is transmitted by deer ticks, is now identi­
fied as the most common vector-borne disease' in the U.S. 
(National Health Policy Forum, June 1996). The identifi­
cation of Lyme disease and the determination of its etiolo­
gy was a coordinated effort among state and local surveil­
lance actions to gather data and evidence about the disease 
and Federal support and research to discover its treatment. 
The Centers for Disease Control currently receives reports 
of 10,000 to 14,000 cases annually, and New Jersey is 
now surpassing Connecticut and New York in the number 
of reported cases. While funding and research for TB 
diagnosis, control and treatment have been re-established, 
the same is not true for.Lyme disease. Funding and sup-

port for Lyme continue to be at lower rates than are neces­
sary to launch a "full-scale" aggressive campaign against 
the disease. How does the public health system in New 
Jersey respond to a crisis like Lyme disease, when it is 
confronted by such "larger" public health problems as can­
cer, AIDS, heart disease and high rates of infant mortality? 

Lyme disease is a multi-system inflammatory disease, 
which has progressive stages. It was first recognized 
approximately 20 years ago, when a clustering of rheuma­
toid arthritis-like cases among children in Old Lyme, 
Connecticut. was identified. Initially, it appeared that the 
source of the illness was unique to the town of Old Lyme. 
But within a few years, it became clear that people 
throughout the northeastern United States were being 
affected, primarily those living in places where housing 
had come to be developed in previously forested areas 
(Henig, 1994). It took close to ten years to determine that 
the infection was caused by a spirochete -- a type of infec­
tious microorganism -- and was carried by deer ticks. 
Humans acquire the spirochete through the bite of freckle­
sized ticks. These ticks and rodents -- usually white-foot­
ed mice, which pass the infection to feeding ticks -- are 
required to maintain the spirochete that causes Lyme dis­
ease in the natural environment. A regimen of antibiotics 
has been found to be most effective in the treatment of 
Lyme diseases, and work continues on the development of 
a vaccine. 

The symptoms of the progressive stages of Lyme dis­
ease can range from mild to severely debilitating, depend­
ing upon the course of the disease and the stage when 
antibiotic treatments are initiated. The associated symp­
toms of Stage I, which occurs between one day and one 
month after a tick bite, are: fever, fatigue, malaise, stiff 

Lyme Disease -A Family 's Dilemma 
Two years ago, A. and her husband and two children moved from Linden to a suburban home nestled on two acres 

in Belle Mead. Their first spring and summer at the house she was involved in a great deal of yard work. She and her 
husband were very concerned about ticks and the family did "tick checks every time the children had been playing out in 
the back yard. Although there were some close calls, neither child had been bitten by a tick. 

During the past six months, A. has been feeling joint pain, muscle aches, headaches and extreme fatigue . She really 
began to worry when she could barely hold the steering wheel driving back home from work. Prior to that time, she 
had been a physically active 40-year-old working mother of two. Three months ago, her physician began testing for 
various illnesses; a blood test was negative for Lyme disease. He prescribed a 4-week course of antibiotic and warned 
her that she was going to ''feel worse" before she felt better. He was also conducting diagnostic blood and urine tests 
during this period. A. did feel worse before she felt better; in fact. she did not feel better at all. She began having cog -
nitive difficulties, could not concentrate and was extremely irritable. Her physician is now recommending intravenous 
antibiotic therapy. Yesterday, her supervisor called A in to review her absenteeism during the past year and advised 
that it was not boding well for her continued position in the company. If she loses her job, she loses the family health 
insurance, because her husband is employed by a small business which does not carry him under its program. 

3 Deer ticks are the "vector" for the transmission of Lyme disease in that through ticks, humans are infected by the infectious microor­
ganism which cause Lyme. 
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neck and sore muscles. Stage II usually occurs two to 
three months after the initial infection and includes cardiac 
and/or neurologic disease. Stage III, which may occur 
years after the initial infection and my occur in the 
absence of any preceding history suggestive of Lyme dis­
ease, includes arthritis and/or chronic neurologic manifes­
tations, such as sensitivity to light, headache, extreme 
fatigue, difficulty in concentration, and emotional irritabil­
ity (Sigal, 1990). Many Lyme cases are further complicat­
ed by misdiagnosis and inconclusive laboratory blood test 
results, leaving the patient feeling even more hopeless in 
the absence of a definitive diagnosis and appropriate treat­
ment plan. Individuals afflicted with Lyme disease are 
also grappling with the emerging trend among insurers 
who are scrutinizing reimbursement levels for medical 
procedures and treatments, especially those that are long­
term, which is often the case with antibiotic therapy for 
Lyme disease treatment. 

What are some of the causal factors associated with 
Lyme disease and why has it emerged at this time? The 
ecological chang~s that occur with land development put 
people in closer contact with microbes from which they 
were previously insulated. For example, changing land 
use patterns in the Northeast are favorable to deer -- new 
housing brings deer into the backyards of suburbanites -­
and deer ticks are conjectured to be the primary reason for 
the emergence of Lyme disease (National Health Policy 
Forum, 1996). This trend, together with hunting restric­
tions, bas caused a boom in the deer population, which has 
sustained an increased population of deer ticks. 

As required under N.J.A.C. 8:57-1, Lyme disease is a 
reportable disease in the state. In New Jersey, between 
1988 and 1994, the incidence of Lyme disease (with rash) 
has increased from 530 to 1,306 cases, up over 240 per­
cent. 

LYME DISEASE (WITH RASH) 
'NEW JERSEY, 1985-1994 AND YEAR 2000 OBJECTIVE 
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The state's Year 2000 objective for the annual Lyme 
Disease incidence is set at 275. The Department of Health 
reports that meeting this goal is unlikely, "without the 
resources to deal with this problem more aggressively" 
(Healthy People 2000 Update, 1996). New Jersey's infec­
tious control division receives funding from the Federal 
Centers for Disease Control for Lyme disease. Over the 
past five years, this grant bas been approximately 
$125,000, which is channeled to programs at the county 
level. Funding from the state of New Jersey supports staff 
and administrative expenses, such as the costs associated 
with the publication of Lyme disease information 
brochures. 

The Department reports in its 1996 Healthy New 
Jersey 2000 Update that current strategies for Lyme dis­
ease include active research to identify the most cost­
effective strategies for dealing with the vector tick popula­
tion that tarries the disease and direct work with affected 
communities to assist them with designing specific man­
agement strategies.. Educational programs emphasizing 
prevention through personal protection are recommended 
for addressing the problems of Lyme disease. Public 
health education campaigns are critical in the prevention 
of Lyme disease as there is no safe, effective and practical 
method of large-scale tick control. Research is a key com­
ponent of addressing the Lyme disease problem, as there 
currently are not available highly specific and sensitive 
diagnostic tests for the illness. 

SurveiUance and Reporting 
At the annual New Jersey Public Health Association 

conference in May 1996, the New Jersey Department of 
Health reported on its objective to develop an epidemio­
logic database to study Lyme disease trends in New 
Jersey. From January through December 1995, 273 physi­
cians from 6 counties were randomly selected and enlisted 
to report new diagnoses of Lyme disease. Results indicat­
ed that a total of 114 physicians (41 percent) reported 537 
cases of Lyme disease. Of that total, 65 percent met the 
CDC case definition of Lyme disease. The Department 
noted that because only 41 percent of the physicians 
reported a case of Lyme disease in 1995, it may demon­
strate that significant differences exist among participating 
physicians with regard to recognition and diagnosis of 
Lyme disease. An additional curious trend is that only 
two of every three cases of Lyme disease diagnosed in 
New Jersey fit the CDC's case definition (which sets the 
specific technical blood analysis parameters in order to 
make a Lyme diagnosis); further research is being con­
ducted throughout 1996 on Lyme disease trends in the 
state in order to unravel the complicated epidemiologic, 
diagnosis and treatment problems associated with Lyme. 
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In June 1995, the New Jersey Deparunent of Health 
made ebrlichiosis a reportable disease in the state, and 
active surveillance has been initiated. The disease, which 
is characterized by high fever, malaise, muscle pain, 
headache, nausea and other symptoms, is treatable by 
antibiotics. It is thought to be transmitted by tick bites, 
including dog and deer ticks. Two human tick-borne dis­
eases caused by Ehrlicbia are human granulocytic ehrli­
chiosis (HGE) and human monocytic ehrlichiosis (HME), 
which have been recognized in the U.S. since 1986. 

Through its active surveillance efforts, the 
Department bas identified at least 7 confirmed and 14 
probable cases of ehrlichiosis in Atlantic, Ocean, Cape 
May, Essex, Burlington, Camden, Middlesex, Monmouth, 
Morris and Salem counties (Deparunent of Health surveil­
lance letter, April 1, 1996). The Department is in the 
process of continuing to define incidence, geographical 
distribution and clinical spectrum of the disease. A recent 
piece in The New England Journal of Medicine -
"Ehrlichiosis -- In Pursuit of an Emerging Infection" -­
cautioned about the increase of ehrlichiosis in the mid­
Atlantic states and stressed the critical need for rigorous 
research for diagnosis and treatment of the disease, which 
has a fatality rate of 5 percent (January 1996). 

THE URBAN-SUBURBAN CONNECTION 
The outward suburban migrations from the central 

cities left behind poverty, social disintegration and 
extreme consequences for public health and order 
(Wallace, 1993). Three-quarters of the American popula­
tion resides in a series of extended "urban-suburban com­
plexes", which were created in the period of rapid subur­
banization after World War II. By the mid-1980s, inner­
city minority neighborhoods like Central Harlem were 
experiencing raised levels of contagious and chronic dis­
ease, substance abuse and violence, leading to life 
expectancies for adult males lower than those in 
Bangladesh (McCord and Freeman, 1990). Urban areas 
such as Central Harlem, Newark and south-central Los 
Angeles became "incubators" for contagious diseases, 
such as TB, which had been declining since the mid-1940s 
in this country. 
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There is more compelling evidence that shows that 
infectious diseases, new and old, cannot be left behind in 
the cities, keeping the suburbs invulnerable. Research on 
medical geography indicates that suburban isolation is 
"fragile", even if there is not forced displacement of popu­
lations from inner-city neighborhoods into adjacent sub­
urbs (Gould, 1993). This is particularly true for infections 
like HIV or multiple drug-resistant TB . Challenges to 
public health in the suburbs will increase, as urban public 
health issues have reached a critical stage. Historically, 
great improvement in "the public health" was achieved in 
the population of the U.S. through an integrated series of 
programs, initiatives and policies that improved both liv­
ing and working conditions in urban areas . Now, the 
political fragmentation, as well as de-centralized programs 
and funding sources, complicate the type of coordinated 
solution these public health and social problems demand. 

CONCLUSION 
In the sphere of public health, the goals of coordina­

tion among programs and equity in funding are complicat­
ed by several factors, which include multiple levels of 
administration and multiple, often co-mingled funding 
streams. The structure of New Jersey's decentralized pub­
lic health system - -with 115 local health departments-­
effects a wide range of variability in the types of services 
provided by the departments. The state plans to "re-struc­
ture" its public health system within the context of a 
dynamically changing health care delivery and financiQg 
system, which include managed health plans in both the 
public and private sector and new opportunities to explore 
public-private partnerships. This re-structuring requires 
sophisticated coordination and cooperation among all enti­
ties involved in order to meet the stated goals of public 
health and come closer to our Healthy New Jersey 2000 
health status objectives . Our challenge continues to be 
one of meeting the primary public health goal to protect 
and promote the health of the public at a time when com­
petition for public health funding and resources is strong 
and, as John Donne reminds us, our health remains more 
vulnerable than ever. 
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HIGHLIGHTS FROM THE ISSUE BRIEF 
PUBLIC HEALTH I & D 

TUBERCULOSIS 
• Recent studies have indicated that Directly-Observable 
Therapy, which requires extensive coordination between 
outpatient health care providers and outreach workers, can 
significantly decrease the number of TB cases in the popu­
lation and reduce the risk of developing multiple drug­
resistant TB. What is New Jersey's commitment to pro­
vide consistent funding and resources to develop and 
maintain these programs? 

• Several states have found success in establishing school­
based health clinics in order to monitor children and ad<r 
lescents and to provide the appropriate screening tests. 
Where does New Jersey stand on establishing school­
based programs that offer coordinated services such as 
annual TB skin tests? 

• As the CDC has reported, the highest rates of TB in 
New Jersey are in the counties which are the closest to 
New York City, which is experiencing a significant public 
health crisis in cases of TB and multi-drug resistant TB. Is 
any cooperation among inter-state health departments 
planned in order to develop coordinated programs for TB 
control? 

• Environmental control of TB can be effected by various 
technologies, including air ftltration, improved ventilation 
of buildings and the use of ultra-violet light. The cities of 
Los Angeles and New York, with the support of local util­
ity companies, have been installing UV lights near the 
ceilings of homeless shelters; UV light is known to have a 
deleterious effect on the TB bacillus. Ongoing research is 
indicating that there are fewer cases of TB in the shelters 
equipped with UV light, when compared to those that are 
not. Is New Jersey receptive to experimenting with such 
public-private partnerships in innovative ways to control 
TB? 

• Hospitals, long-term-care facilities and prisons are 
"high-risk" places for the transmission of TB; often build­
ings do not have sophisticated air filtration or ventilation 
systems. The risks continue to increase that someone 
entering the hospital for routine gall bladder surgery may 
contract TB, especially if that individual is elderly or 
immune-suppressed. Does government have a role in 
establishing more stringent air filtration and ventilation 
system standards in these facilities? 

• In April of 1994, a passenger with infectious multiple 
drug-resistant tuberculosis traveled on a commercial air­
line flight across the country (New England Journal of 
Medicin,eApril 11, 1996). A research study found evi-
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dence that transmission of MDR-TB from passenger to 
passenger and from passenger to flight crew was possible 
aboard a commercial airliner. While the CDC has now 
developed suggested criteria and procedures for notifying 
passengers and flight crews after exposure to TB, how is 
New Jersey equipped to handle such notification to resi­
dents of the state, where major air travel takes place on a 
daily basis? 

LYME DISEASE 
• Controversy surrounds the potentially costly antibiotic 
treatments being prescribed for individuals with Lyme dis­
ease. One issue in particular is whether or not to prescribe 
antibiotics for an individual who tests positive for Lyme 
via a blood test, but is asymptomatic. In this time of limit­
ed funds and the managing of health care to avoid "inap­
propriate" treatments, what is the role of the Departments 
of Health and Insurance regarding treatment of Lyme? 

• The emergence of new tick-borne diseases, such as 
ehrlichiosis, continues in New Jersey. What is the state's 
commitment to provide funding and support in order to 
conduct research and surveillance of these "new" diseases 
that are affecting its residents? 

• Should there be a specific line-item for Lyme disease in 
the budget for infectious diseases, as there is for TB con­
trol and AIDS, given that the disease, which can be physi­
cally devastating, is epidemic in the state? 

EMERGING AND RE-EMERGING DISEASES 
• The New Jersey State Department of Health has as one 
of its goals the establishment of an electronic information 
system for data collection in each county. How will this 
system improve that surveillance and monitoring of dis­
eases such as Lyme and TB? 

• How can public-private partnerships be utilized to 
enhance the technical capacity of New Jersey's state labo­
ratories, which are a valuable resource in the state's 
research of infectious and communicable diseases? 

• According to a National Health Policy Forum Issue 
Brief, it is conjectured that some states are reluctant to 
mandate the reporting of newly recognized diseases 
because budgets and staffmg limit their capacity for sur­
veillance, either active or passive, and response. What are 
the potential prices to be paid if we do not support our sur­
veillance capacity in New Jersey to monitor and respond 
to public health emergencies, like an E. Coli outbreak in 
an amusement park? 
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• Dr. Anthony Fauci, director of the National Institute of 
Allergy and Infectious Diseases, speaking last month at a 
CQnference on new and re-emerging diseases, stressed that 
a strong commitment to basic and clinical research is criti­
cal to our preparedness for monitoring and controlling 
these diseases? What is New Jersey's commitment of 
funding and resources to state and local health depart­
ments for research and effective surveillance of infectious 
diseases? How much reliance can be kept on Federal 
funding for these activities? 

~ • A recent Clallup poll found that 60 percent of patients 
use· antibiotics inappropriately. For example, physicians 
are often pressured to prescribe antibiotics for the flu or 
colds, even though antibiotics have no effect on viruses. 
Such inappropriate usage may contribute to drug resis­
tance on the part of the microbes, which have the ability to 
mutate to resist available drugs. What kind of public edu­
cation campaign could be designed to educate patients and 
physicians about the risks associated with such practices? 

PUBLIC HEALTH I 
Organization and Funding 
• Public health means many things to different people; 
how can a cohesive identity for public health be created so 
as to ensure adequate funding and resource allocation? Is 
the vision for public health in New Jersey one framed by a 
population-based model focused on providing core public 
health functions to the community, a direct services 
model, or a combination of both? 

• The Department of Health at the state level is develop­
ing a public health infrastructure in the state to most effec­
tively serve its constituenf.<!. How will the state handle the 
delicate task of "re-organizing" its de-centralized public 
health activities without alienating its local public health 
organizations which are critical in delivering community 
services? 

• Managed care organizations are rapidly becoming major 
players in New Jersey's health care delivery system. How 
will New Jersey strategize working cooperatively with 
managed care organizations to effect public health activi­
ties in the state? 

• In our evolving health care system, if New Jersey's pub­
lic health officials decide to focus on population-based 
public health core function activities, and shift the provi­
sion of direct delivery services to managed care organiza­
tions and private health facilities, how will funding sup­
port be continued? In the current environment, much 
funding comes from Federal and state sources to support 
the provision of direct services. Will traditional funding 
sources continue to be supportive? 
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• What is the role of other executive departments within 
state government, such as the Departments of Insurance, 
Human Services, Environmental Protection and 
Community Affairs, in the evolving public health system? 

AT-RISK GROUPS 
• In a recent piece in The Milbank Quarterly, social 
researchers discuss the corning crisis of public health in 
the suburbs as a result of the deterioration of urban public 
health. By analyzing the social and health problems in 
neighborhoods such as the South Bronx and the central 
ward of Newark, they stress that the increase in communi­
cable and infectious diseases in these communities are not 
only "inner-city" problems, but suburban problems as 
well, because of the likely diffusion of contagious dis­
eases from inner city to suburbs. Only through an inte­
grated system of initiatives, programs and policies can liv­
ing and working conditions in urban areas be improved. 
What is New Jersey's commitment to funding such public 
health initiatives in inner cities, so as to enhance the quali­
ty of life for all of its citizens? 

• All too often in the history of public health, political exi­
gencies and interference have driven public health deci­
sion-making and strategies, often delaying actions which 
created serious health consequences. For example, the 
Federal government refused to act on urgings by the 
Centers for Disease Control in the early 1980s to act 
rapidly to deal with an emerging disease now known as 
AIDS . Such hesitancy, based on political conservatism, 
led to loss of lives and trust in the nation's blood supply. 
How do we in New Jersey guard against public health 
decisions being compromised by political agendas? How 
do we regain the loss of trust that the public holds in gov­
ernment to protect and ensure its health? 

• In its report on the future of public health, the Institute 
of Medicine highlighted the weaknesses in public health 
activities concerning environmental health, mental health 
and the care of the indigent. Many states continue to 
administratively and programmatically isolate these ser­
vices from general public health, creating fragmentation in 
services, policy development and fiscal accountability . 
The report calls on involvement at all governmental levels 
- national, state and local - to integrate services to these 
traditionally "isolated" population needs. What are New 
Jersey's plans in developing a public health infrastructure 
to integrate services to these populations? 

• Across the country, states are challenged by the issue of 
whether or not to provide health care services for their 
"illegal alien" populations. While short-term savings may 
be accomplished by denying health services, such as 
immunizations, to this population, the long-term conse­
quences, such as the re-emergence of infectious diseases 
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such as TB, will have considerably more significant health 
and monetary impacts. Where does New Jersey stand on 
such complex public health issues? 

RESEARCH 
• Disease surveillance is the basic public l]ealth _su:ategy 
against infection. The activity of surveillance is a signifi­
cantly labor-intensive and costly. As a result, most state 
and local public health agencies rely primarily on passive 
surveillance, depending on reports from physicians, com­
munity providers, hospitals, laboratories and other health 
care facilities . Infectious disease reporting is decentral­
ized, diffuse and largely discretionary. The states are left 
on their own in paying for surveillance of other diseases. 
As a result, there are major deficiencies in the surveillance 
infrastructure. For example, 24 states bad fewer than one 
staff person performing surveillance of food and water­
borne disease per million citizens. Yet, there is growing 
evidence that public water supply infrastructure is deterio­
rating and that we are importing more foreign-produced 
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foods, which is posing new threats . At the recent annual 
conference of the New Jersey Public Health Association, a 
paper was presented which identified weaknesses in sur­
veillance capacity in New Jersey and point out that while 
the current infectious disease surveillance system is 
focused on known identified diseases, it is unprepared to 
identify and respond to emerging infections, similar to 
Hantavirus. What resources do New Jersey's state and 
local health departments have for effective surveillance of 
infectious diseases in New Jersey? Can continued reliance 
be kept on federal funds? 

• The questions of data collection and the development of 
accurate, current and comprehensive health information 
databases are critical in the formulation of public health 
policy. Projects such as the birth certificate registry, the 
statewide immunization database and the cancer registry 
require consistent support, both fiscal and technical . How 
will New Jersey ensure continued support for these pro­
jects, which are so sensitive to changing political climates? 
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APPENDIX 

Active Tuberculosis 1986.:.1995 
Cases/Case Rate* for Major Citites in New Jersey 

. 
City 1995 1994 1993 1992 1991 1990 1989 1988 1987 1986 

Atlantic City 8/ 21.9 15/39.9 15139.9 15/39.9 7/ 18.4 14/36.9 14/40.5 12134.2 20156.3 11/30.3 

Cam elm 10/12.1 11/ 12.4 20/22.6 15/ 17.0 15/ 17.1 12/ 13.7 16/ 19.5 18/22.0 10/12.2 6/8.4 

IJiftan 2/2.7 2/2.9 3/4.3 8/ 11.4 719.8 719.7 6/7.8 4/5.2 4/5.2 7/9.1 . 

Eut Oranga 31 /42.6 18124.7 23/31.6 22/30.2 39153.0 29/39.4 34/44.0 20/25.9 21/27.1 1712H 

Edilon 19/21.0 5/5.7 12/ 13.6 9/ 10.2 6/6.8 11/ 12.7 5/5.8 10/11.7 718.3 5/SJ 

Eliz.ab.th 28/26.3 19/ 17.0 18/ 16.1 26/23.3 14/ 12.6 28125.5 32130.5 29/27.5 3~0.9 36/!12.6 • 

lrvingtan 35157.6 34155.7 18/29.5 20132.8 29/47.5 15/ 24.6 23137.5 13/21.0 24r'38.3 12/ 19.0 

.larwy City 76/33.6 74/32.2 92/400 108/46.9 84/36.6 74132.4 71132.7 67130.9 69/29.4 74133.7 

Nnrarit 149157.6 164/60.5 161159.4 185/68.3 196nt.8 188/68.4 208/66.4 154/49.0 124139.5 119137.0 

Naw Brun.wiclc 5/ 12.1 6/ 14.0 4/9.3 5/ 11.6 11/26D 3/7.1 6/ 15.2 13132.5 8/20.2 4/ 10.0 

Oranga 14/48.7 14/47.1 11137.0 18/60.6 9130.1 9/30.1 13/41.3 14/44.3 9/28.2 6/28.1 

Paaiac 10/17.8 16127.1 18130.5 25/42.4 18/31.0 23/39.6 15/28.2 15121.1 11/20.4 16129.6 

Palelan 43/31.1 90/63.1 85159.6 95/66.6 69/48.7 8iis7.5 73/52.5 81158D 54/38.~ 53138.5· 

Plalnfiald 10/22.3 11/23.9 4/8.7 3/6.5 10/21.5 8/17.2 10/22.4 4/8.9 5/to.9 6/13D 

TNntan 21/24.9 13/ 14.9 25/28.7 13/ 14.9 20/22.5 20/22.3 27/30.0 20/22D 24126.4 29131.6 

IJnian City 12/21.3 9/ 15.3 14/23.8 11/ 18.7 13/ 22.2 10/17.2 13/24.4 10/182 5/8.9 6/ 10.7 

IJnian 213.9 4/8.2 5/10.2 3/6.1 7/ 14.1 4/8D 7/13.7 5/9.7 3/5.9 6/ 11.8 

Vm.land 213.7 4/7.2 1/1.8 5/9.1 2/3.6 315.4 1112D.1 4/7.3 9/16.1 8/14.3 

Wuodhridg. 7n.4 6/6.4 6/6.4 7n.5 8/8.5 10/10.7 6/6.4 8/8.5 7n.4 212.1 

'Rata IT 100,(XXI Population Saurca: Haw Jmey Departmm of Haalth 1996 

Active Tuberculosis-New Jersey 1986-1995 
Counties Cases/Case Rate* 

Caunty 1995 1994 1993 1992 1991 1990 1989 1988 1987 1986 
Alllntic 24/ 10.3 19/8.4 25/ 11.0 25/ 11.0 16/7.1 25/11.1 31/14.5 20/9.5 28/14.0 22110.5 
Bwgm 37/4.4 4915.9 56/G.7 58/G.9 54/G.6 66/B.O 4315.2 4215.0 38/4.5 4215.0 

llurilngtan 14/3.5 912.2 14/3.4 1313.2 2215.0 17/4.3 812.0 19/4.8 13/3.3 1012.6 
Camdm 1513.0 2114.1 31/G.I 35/G.9 34/G.7 2615.6 30/G.O 3717.4 2715.5 1813.7 -
Cap~ May 3/3.1 111.0 515.2 9/9.3 312.9 17117D 10/10.4 9/9.4 6/G.4 11/ 12.0 

Cumhlriand 715.1 9/G.S 513.6 815.8 412.9 6/4.3 20/ 14.4 715.1 1017.3 11/B.t 

EIRX 251/33. I 257137.4 23634.3 268134.9 300138.6 259133.3 298135.6 220126.0 197123.4 163/ 19.2 
GlouCIIter 712.9 10/4.3 I 114.7 813.4 713.0 813.5 813.6 512.3 612.8 512.4 
Hwllon 127123.1 121121.9 137124.8 156128.2 134124.2 108/19.5 I 14121.1 99/ 18.3 92/16.7 It 1120.0 

lfuntlrdan 2/ 1.7 lltl.9 1/0.9 1/0.9 413.6 413.7 515.0 1/ 1.0 6/G.I 515.3 
Moon:ar 30/9.1 24n.4 27/8.3 13/4D 2718.3 2517.7 36/ 10.8 24n.2 30/9.2 32/9.9 

Mlddi.I8X 64/9.2 3915.7 63/9.2 son.! 62/9.1 5718.5 47n.2 68/ 10.3 5518.5 3815.9 

Mmmauth 27/4.6 27/4.9 34/G.2 2815.1 35/G.! 33/G.O 41n.3 2013.5 4317.8 2715.0 
ManU 16/3.6 2314.9 15/3.2 2415.7 17/4.0 2515.9 15/3.6 I f/2.6 18/4.3 . 8/1.9 
Dean 20/4.3 I 112.5 1212.7 1312.9 1413.2 2515.8 19/4.6 1212.9 1112.7 2315.9 

Pualc 64/13.8 114125.1 I 12124.7 137130.2 100122.0 120126.5 103122.2 108/23.2 71 /15.3 83/17.8 
SaJ.n 2/3.1 1/1.6 4/G.2 213.1 4/G.I 4/G.I 1/ 1.5 1/ 1.5 3/4.5 4/G.O 

5omvRt 17/G.4 15/G.2 10/4.1 I 114.5 1315.4 1315.4 9/3.9 512.2 7/3.2. 813.7 

Suaec 0 211.9 10/9.5 2/ 1.5 2/ 1.5 6/4.6 5/3.9 8/G.4 2/ 1.6 413.3 
Union 63/ 12.7 57/11.7 43/8.8 51/10.4 53/ 10.8 58/11.7 62112.4 62/ 12.4 58/ 11.5 70/13.8 

WU'IW\ 1/1.0 !13.! 212.2 515.4 4/4.3 112.1 DID 212.2 212.2 111.1 

51111 at J.arve 57 42 59 67 74 67 44 13 25 29 

Naw Jaraey 848/ 10.7 855/11.0 912111.7 984/ 12.6 98!/ 12.7 970/12.5 949/ 12.! 793/ 10.! 748/9.7 724/9.5 Tall! 

'ea.. IT 100,000 Papulation iNJ Pap.=7,945,298) 
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Wll..L THE BUSINESS AND FINANCIAL REALITIES OF THE 21ST CENTURY ELMI­
NATE THE ROLE OF STATE GOVERNMENT IN HEALTH CARE DECISION MAKING? 

PART I: NOT-FOR-PROFITS - VIABLE OR OBSOLETE? 

Original Issue Brief October 23 , 1996 

ISSUE: We have a uniquely American institution - a group of nonprofit organizations which came 
into existence to serve a mission that was not being served by any other sector. We have funded 
these nonprofits via federal, state and local resources and through corporate giving and philanthropy. 
Reductions in funding support from both governmental and philanthropic sources seem to be sug­
gesting that this "institution" is no longer necessary. As the move towards acquisitions, mergers 
and conversions to for-profit status continues, will the original mission of the nonprofits be 
lost in this competitive health care arena? What impact will the business and financial reali­
ties of the 21st century have on the role of state government as policy maker, fonder and regu­
lator in our health care system, which is rapidly become a commercial enterprise? 

FOR-PROFIT AND NONPROFIT HEALTH 
CARE: NEGOTIATING TilE TRANSITION 

Throughout the country, a trend which began in 
California, Florida and Texas, is affecting many other 
states: the shifting of not-for-profit hospitals, health care 
providers and nonprofit health plans (such as health main­
tenance organizations and Blue Cross & Blue Shield 
plans) to for-profit status through mergers, partnerships, 
acquisitions and conversions.' It has been observed by 
both conservatives and liberals alike that the nonprofit 
sector in health care is dissolving across the country; its 
most rapid dissolution is taking place in California (Fox 
and Isenberg, 1996). This trend is driven by growing 
competition in the health care marketplace coupled with 
reductions in public support for nonprofit providers of 
health care. The primary players in this dynamic environ­
ment are the not-for-profit hospitals, Blue Cross and Blue 
Shield plans and nonprofit managed care health plans 
(under which insurance and service delivery are integrat­
ed). Although it is estimated that billions of dollars of 
charitable assets are.at stake, up until this point there has 
been little input or oversight from federal or state govern­
ments (Alpha Center, 1996).2 

A 1991 analysis of leveraged buy-outs, conversions 
and corporate reorganizations of nonprofit health care 
institutions to for-profit status enumerated several ways in 
which such transactions may take place: as a buyout by a 
business corporation; by amendment to the not-for-profit 
organizationfs articles of incorporation; as a "spin-off' in a 
corporate re-structuring, or by merger with a for-profit 
entity, with only the for-profit entity remaining intact after 
the merger (Shields et al, 1991). Some more recent con­
versions of hospitals have taken yet another form -part­
nerships forming either a limited partnership or a limited 
liability company between the not-for-profit organization 
and the for-profit corporation (Challot et al., 1996). 

Where do the imperatives of political responsiveness 
and public accountability, as well as the dictates of med­
ical professional standards and personal principles, lead us 
when looking at the question of for-profit takeovers and 
mergers of nonprofit providers? Under the new 
Federalism, the Federal government continues to reduce 
its role as funder and regulator and shift more power and 
authority to state governmental levels. How will state 
governments - in the roles as regulators, policy makers 
and funders - respond to the changes in the free-market 
health care delivery and financing systems? 

'For purposes of this brief, the term "nonprofit" will be used to refer generically to both not-for-profit and non-profit entities. In cases 
when each term is specifically used, it is done so to refer to the tax status of the organization being discussed. 
' The December 11, 1996 Capitol Forum will analyze the issue of conversions against the background of government's role as regula­
tor. Special attention will be given to the impact such conversions may have on the provision of charity care to uninsured and under­
insured citizens. 
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The broad public policy question that may be asked is 
what does the public gain by having health care delivered 
by nonprofits. Historically, nonprofit organizations are 
driven by their mission; in most cases, to meet a need of 
society or its members. In contrast, the fundamental pur­
pose and operating principle (both economic and legal) for 
for-profit business is the maximization of profit for the 
organization's owners, its shareholders. One important 
aspect of the nonprofit organization is that any surplus 
income that is generated is turned back to the organiza­
tion, usually to improve or expand the services they pro­
vide. While for-profit conversions can offer the potential 
to increase access to capital and allow non-profit providers 
to be on "a level playing field" with for-profit competitors, 
will the missions, standards and values of the traditional 
nonprofit providers remain true? Historically, health care 
has been thought of as a charitable activity provided 
(except for physicians) by nonprofit providers (Friedman, 
1996). Critics of for-profit health care argue that it is not 
strong in the areas of providing indigent care or of main­
taining a commitment to teaching and research; advocates 
of for-profit health care assert that proprietary systems cre­
ate a higher level of efficiency and accountability. In real­
ity, there is little conclusive study to substantiate the valid­
ity of either claim (Challot et al, 1996; Friedman, 1996). 
The primary reason for the absence of rigorous study lies 
in the "newness" of the market. Further, there is great 
diversity among the types of nonprofits operating in the 
health care arena, as well as significant differences among 
the procedures through which for-profit mergers, acquisi­
tions and conversions are taking place. How can govern­
ment adequately regulate an industry in such a state of 
flux as the health care industry? 

THE END OF NONPROFITS AS WE 
KNOW THEM? 

How does this commercialization of health care, 
which appears to be an irreversible trend, affect the tradi­
tional role of nonprofit health care providers in their com­
munities? The shift to a for-profit enterprise is a shift to a 
value ethic that is profit-driven, as the basic workings of 
charity and commerce are quite different. Will the 
demand and accountability to investors have a negative 
impact on the needs of the community served? The 
answers to these questions are not clear-cut, especially in 
the context of the health care industry, whose history 
includes shifts in the power structure between for-profit 
and nonprofit health care providers. In reality, the health 
care industry is one of the only industries in this country in 
which there is competition between large nonprofit and 
for-profit systems (Nudelman and Andrews, 1996). There 
are advocates and opponents on each side of the issue. 
Critics of for-profit health care organizations emphasize 
that their primary legal, fiduciary and ethical duty is to 
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return a profit to the stockholders. Concern regarding this 
imperative arises out of the possibility that this duty puts 
patients and community health and welfare in second 
place. Nonprofit health care providers, whose mission is 
rooted in strong community service values, have incen­
tives to provide health care not only to individuals enter­
ing their hospital or clinic, but also to monitor and pre­
serve the public health of their communities. 

While for-profit companies define their "products" by 
what the consumers are willing and able to pay for it, the 
nonprofit sector evolved in this country in response to 
societal needs that were not being met, or were not ade­
quately met, by the for-profit sector (Miller 1996). The 
quandary that arises out of the health care nonprofit/for­
profit struggle is rooted in the problem that it appears that 
American society does not view health care as a public 
good; consequently, it has not organized an incentive sys­
tem and financial structures in order to deliver health care 
to all individuals. The private, voluntary sector of non­
profit health care providers have traditionally filled in the 
gaps left by the for-profit and public sectors- to provide 
care to the poor and vulnerable. It is anticipated that the 
nonprofit sector will bear much of the burden for develop­
ing new strategies to deal with health and social problems 
in communities after Federal downsizing of public pro­
grams and the implementation of block grants have 
occurred. (Weil, 1996). 

IDSTORY 
In his 1982 work studying the history of medical prac­

tice in America, Paul Starr observed some 15 years ago: 

Profit-making enterprises are not interested in 
treating those who cannot pay. The voluntary 
hospital may not treat the poor as same as the 
rich, but they do treat them and often treat them 
well. A system in which the corporate enterpris­
es play a larger part is likely to be more seg­
mented and more stratified. With cutbacks in 
public financing coming at the same time, the 
two-class system in medical care is likely to 
become only more conspicuous. 

And the cutbacks in public financing have continued. 
With the advent of managed care in the health care indus­
try. nonprofit health care providers and health plans are 
confronted by questions of survival in an increasingly 
competitive health marketplace. The intersection of busi­
ness ethics with medical ethics and social responsibility 
continue to clash as competitive market forces drive the 
health care delivery system. 

Although there is great diversity among providers in 
the nonprofit sector, there are various factors that are 

56 

You Are Viewing an Archived Copy from the New Jersey State Library



peculiar to all nonprofits: they are incorporated under 
state laws; most are governed by voluntary, self-perpetuat­
ing boards and do not have "owners"; nonprofits are char­
tered under state laws for several statutory purposes -
charitable, religious, scientific, educational - and their 
assets and revenues must be used for those purposes; and 
they are prohibited from distributing surplus revenues (or 
assets, if the corporation is dissolved) to those who control 
the organization (Gray, 1991). The other primary distinc­
tive element is that broad categories of nonprofit organiza­
tions, including hospitals, benefit from their tax exemp­
tions and related public subsidies. 

THE INTERNAL REVENUE SERVICE AS HEALTH 
POLICY MAKER? 

Throughout the 20th century, the tax-exempt status 
enjoyed by nonprofits has been challenged; however, the 
1990s may bring to bear the most difficult series of such 
challenges. A brief overview of amendments to Federal 
laws, regulations and Internal Revenue Service (IRS) rul­
ings illustrates how the IRS, as compared to Federal and 
state regulatory agencies, has a primary role in shaping the 
identity of nonprofits. 3 

It was in 1913 that the income tax statutes exempted 
organizations that were operated for charitable purposes 
from taxation; donations to these organizations were made 
tax-deductible in 1917 (Ibid). Over the decades, amend­
ments have been made to the tax exemption regulatory 
language, which most directly affected hospitals and the 
provision of charity care. Although a 1956 IRS revenue 
ruling (56-185) held a hospital to be charitable only "if 
operated to the extent of its financial ability for those not 
able to pay for services rendered and not exclusively for 
those able and expected to pay," the Treasury Department 
amended its Federal regulations in 1959 to defme "charita­
ble" as being "for the benefit of an indefinite number of 
people rather than for the relief of the poor (emphasis 
added) (Fox and Schaffer, 1991) . Since the Federal 
requirement to provide charity care was ostensibly 
removed, the states have taken the lead in setting man­
dates regarding its provision.• A later 1968 revenue ruling 
by the IRS (69-545) again redefmed the criteria for hospi­
tal tax exemptions as: providing a community benefit 
through the promotion of health, through participating in 
governmental programs such as Medicare, and by main­
taining an emergency room open to the community (Gray 
1991). Since 1985, there have been Federal, state and 
local governmental challenges to hospitals' tax exemption 

status throughout the country. These challenges have 
increased in number during the 1990s, as the documented 
numbers of uninsured Americans have increased. 

SUPPORT FOR THE NONPROFIT SECTOR 
Historically, over the past 60 years, a relationship has 

been sealed in which government raises the money to 
finance income transfers and basic welfare and charities 
deliver direct services (Wolpert, 1996). Between 1950 
and 1980 a massive increase took place in the size and 
scope of Americais nonprofit sector. By the late 1970s, 
the private nonprofit sector had become the principle vehi­
cle for the delivery of government-financed health and 
human services, and government had become the principal 
source of nonprofit health and human services agency 
financing . As a result of massive reductions in Federal 
support for the nonprofit health care organizations during 
the 1980s and with the development of a competitive 
health care industry via deregulation and the emergence of 
managed care organizations, many believe the survival of 
nonprofits as we know them is threatened. In the current 
climate of mergers and conversions, nonprofit organiza­
tions are seeking investment capital in order to maintain 
and expand their services in a competitive marketplace. 

THE SAFETY NET 
The health care safety net concept refers to health care 

providers that are legally obligated to provide care to per­
sons who cannot afford it. In actuality, the health care 
safety net is a loosely knit network of doctors, hospitals 
and clinics, both public and private, that provides services 
to the poor and the uninsured. These providers typically 
include public and teaching hospitals, federally funded 
community health centers and city and county health 
departments (Lipson, 1996). Also included in the defini­
tion of safety net providers are private, not-for-profit hos­
pitals that provide uncompensated care to the community, 
and nonprofit organizations. (lluch as Visiting Nurses 
Associations, Planned Parenthood, and religious organiza­
tions of every denomination and faith) and-clinic'S who · 
provide health care services at no charge or at discounted 
rates. Independent physicians who offer these services to 
vulnerable populations are also viewed as safety net 
providers (Ibid). These safety net providers are consid­
ered specialists at what they do, and most public hospitals, 
community health centers and nonprofit organization pro­
grams provide a wide range of medical and social services 
necessitated by the needs of. their populations, including 
case management. patient education programs and home 

' In 1985, John Simon, founding director of the Yale University Program on Nonprofit Organizations, estimated that between 1945 
and 1985, there were at least eight congressional investigations and hearings on the tax treatment of nonprofits and six major statutes 
were passed (some 500 pages in the IRS Code and Regulations). The number of state and local conflicts over property tax exemptions 
were "beyond count" (Gray 1991). 
• Reference is made to the 1995 Capitol Forums Issue Brief on Uncompensated Care. 
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visits (Rovner, 1996) [See Appendix, "Safety-Net 
Providers.") 

Although many of the programs and services of safety 
net providers sustained the massive reduction of Federal 
support during the mid-1980s, many of them did not sur­
vive. Those most vulnerable were the small community­
based programs funded primarily by Federal funds and a 
stream of mixed funding sources from foundations, reli­
gious organizations, the United Way and corporate and 
private donations.' These programs cover a wide range of 
public health and social problems, such as shelters for 
women who are victims of domestic violence, home health 
care for the vulnerable elderly and substance abuse out­
reach programs. At the present time, the nonprofit safety­
net health care providers are facing major challenges for 
their future survival with funding cutbacks in Federal. 
state and local support, the diversion of Medicaid revenues 
to managed care organizations, the conversioq of 
Medicaid from an entitlement program to a block grant 
and the pressures of a competitive marketplace (Davis, · 
1996). 

HOW DEEP ARE THE FEDERAL CUT­
BACKS TO NONPROFITS? 

It is estimated that between 1997 and 2004, Federal 
budgetary changes will reduce spending on health, educa­
tion, social services and housing and community develop­
ment by $773 billion (Salamon, 1996). This set of pro­
grams - 38 percent of the current Federal budget - will 
absorb 55 percent of the budget cuts required to meet the 
goals of a balanced budget. Health care spending will be 
reduced by 25 percent over the next seven years; it is 
anticipated that the changes will cost nonprofit organiza­
tions over $263 billion in Federal funds . Private giving 
can not be expected to meet these reductions, as it would 
have to increase at 16 to 20 times its growth rate in recent 
years (Ibid). At the same time, the Federal move to estab­
lish block grants will have an impact on how health and 
social services programs on state and local levels will pro­
vide services to individuals and communities. As states 
and municipalities seek new revenue sources for their own 
survival, they are scrutinizing tax exemptions allowed for 
nonprofits in their communities and demanding greater 
effectiveness and accountability. 

Equally as threatening to the future of the nonprofit 
sector in health care is the moral-political crisis affecting 
the public's perception of the nonprofit sector. Many crit· 

ics view it as an extension of government in its role of 
provider of services to vulnerable populations. Much of 
the funding that nonprofits use to provide services comes 
directly from goveniment grants and contracts. As charac­
terized in a recent Twentieth Century Fund report on 
"What Charity Can and Cannot Do," a massive shift from 
government support into a greatly enhanced role for chari­
ties ignores this historical relationship: it is a "sizable 
leap" into the unknown, advocated by those who are ques­
tioning the merits of social programs and their beneficia­
ries (Ibid). The report states that charitable, nonprofit 
organizations lack the resources to sustain the nation's 
poorest residents even at minimal safety·net levels. It esti­
mates that by the year 2002, charitable nonprofits in the 
United States would have to more than double their pri­
vate contributions to make up for cutbacks being proposed 
by advocates of a sharply reduced government role pro­
viding assistance to those in need. In reality, the report 
cautions, decreases (not increases) can be expected in 
charitable contributions and volunteerism during the next 
five years. 

In a move to strengthen its members' ability to survive 
in an ever-more competitive marketplace, the National 
Association of Community Health Centers is encouraging 
safety net providers to form networks of their own in order 
to attract bids for contracts as providers of care. In similar 
moves, Planned Parenthood affiliates are exploring merg­
ers across the country in order to cope with competition 
for private funding, a changing patient base as a result of 
managed care and rising operational costs. For example, 
in the Charlotte, North Carolina area, two affiliates are 
merging to create a larger organization to provide more 
efficient service delivery and increased fundraising power. 

Catholic charities have long been players in the health 
care and social services arena. In speaking at an Alpha 
Center meeting this year, venture capitalist Paul Queally 
predicted that Catholic charities would be out of the health 
care marketplace in the next century, primarily because of 
lack of capital to compete in the new competitive health 
care market (Hie6ert-White, 1996). In response, William 
Cox of the Catholic Health Association asserted that the 
challenge to his members is to compete successfully but in 
a way that does not undermine their values and identity as 
Catholic, religious organizations. 

A recent survey conducted by the Home News and 
Tribune found that New Jersey-based corporations are 
committed to maintaining their current level of philan­
thropic commitment to nonprofit organizations in the 

, Foundations play a significant role in nonprofit support to fill in where government cannot or will not. Foundations also traditional­
ly meet the needs of small groups, institutions and organizations which are under-represented in the health care arena and those 
which may provide "politically sensitive" services, such as family planning. 
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state, even in light of downsizing and restructurings. 
Responses from corporate sponsors indicated that the two 
leading factors in determining which nonprofits receive 
funding are the change to improve the quality of life in 
local communities and to associate the firm with a project 
that spreads good will . Nonprofit fund-raisers in New 
Jersey point out that the greatest challenge to them this 
past year has been mergers. For example, where they 
might have had five or six banks in their region that gave 
corporate gifts in 1994, there may be only two banks in 
1996. 

STILL, THE FOR-PROFIT/NONPROFIT 
DEBATE CONTINUES 

At this point in time, against the backdrop of reduced 
funding support, nonprofits continue to play a major role 
in the provision of health care, as do their growing for­
profit competitors . Who can provide the best level of 
access and quality health care - a for-profit or nonprofit 
provider? This question is by no means easily answered 
and the environment in which both exist is rapidly chang­
ing. In 1994, 21 for-profit and nonprofit managed care 
health plans across the country participated in the National 
Committee for Quality Assurance's (NCQA) Report Card 
Pilot Project. This study indicated that there is no correla­
tion between profit status of a health plan and the level of 
preventive care services; some nonprofits scored below 
the mean, while some for-profits scored above it. 

The Alpha Center, at the request of the 
Commonwealth Fund, is involved in analyzing the various 
public policy issues and concerns related to the for-profit 
conversion of public hospitals, not-for-profit hospitals and 
health plans (Blue Cross and Blue Shield plans; managed 
care health plans) since 1980. In their 1996 working 
paper, the researchers noted that "despite growing levels 
of conversion activity and public concern in many states, 
available information about conversions by not-for-profit 
hospitals and health plans to for-profit is extremely limit­
ed" (ld.). As to the question as to whether or not and how 
well vulnerable populations continue to be served after 
conversion, available information precludes a fair assess­
ment. Across the states, financial arrangements that are 
made to support indigent care differ, as do the terms 
regarding how the new for-profit entity will provide such 
care. 

IT'S THE ACCOUNTABILITY ISSUE 

The question of accountability is primary in a discus­
sion of nonprofit as compared to for-profit health care 
organizations. Advocates of nonprofit health care delivery 
assert that their organizations are accountable to the 
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patient and the public - not the shareholder. Their net 
income does not go to shareholders but is (in theory) 
retained for the benefit of members and the public. For­
profit advocates argue that historically, nonprofits have 
not lived up to their community benefit claims; they argue 
that nonprofit health providers should enjoy tax subsidies 
only if their contributions to society equal or exceed the 
value of the subsidy (Heibert-White,-White 1996). This 
clash of views will require that both nonprofit and for­
profit health care organizations evaluate, study and assess 
their contributions to their community in a rigorous, 
empirical manner. 

Community benefit from nonprofit providers cuts 
across many dimensions: the provision of charitable ser­
vices and of essential (yet in most cases, unprofitable) ser­
vices; and in maintaining a research and advocacy role in 
the public health of the community . Dimensions of 
accountability in the health care sector include political 
accountability (especially regarding the retention of tax­
exemption status); commercial accountability; community 
accountability in maintaining appropriate services and 
overseeing community health status, and clinical/patient 
accountability in terms of access and quality outcomes 
(Gamm, 1996). 

The effects of conversions on community benefit are 
complex and raise multiple public policy issues. For 
example, when a for-profit health care provider such as 
Columbia/HCA dominates a community market, what 
entity subsidizes trauma units and indigent care if the for­
profit provider does not make a commitment to do so? 
This type of question is embedded in the accountability 
issue - when necessary, is the for-profit hospital or 
health care provider willing to provide the "safety net" 
function traditionally filled by nonprofit health care 
providers? With close to 45 million uninsured individuals 
in this country- an estimated 1 million in New Jersey -
will for-profits make a commitment to provide health care 
to these citizens? 

What is the role of public policy makers regarding 
such issues? As responsibility falls to the state govern­
mental level to respond to these market trends in the rapid­
ly changing health care arena, policy makers are chal­
lenged to require accountability from nonprofit and for­
profit organizations alike. 

CURRENT STATUS: MERGERS, 
ACQUISITIONS AND CONVERSIONS 

A brief overview follows of current trends in the 
national health care arena regarding the shifting of non­
profits to for-profit status. It is offered to put the role of 
nonprofits within a context of the competitive health care 
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market. As the trend continues in mergers, acquisitions, 
and conversions, it is estimated that billions of dollars of 
charitable assets _are at_risk unless sta!e regulators and pol­
icy makers work with the organizations involved in the 
conversion transaction (Bell 1996). Many states are look­
ing to the National Association of Insurance 
Commissioners (NAIC) which continues to develop 
g'uidelines regarding the reorganizations or conversions of 
not-for-profit health plans in areas such as operational 
structure, valuation of assets, the regulatory authority of 

- . the states and how to decide on the distribution of assets. 
In the absence of Federal guidelines, states are working to 
~oversee such transactions: 

Hospitals 
At this time in health care, every aspect of health care 

- including managed care organizations, nursing homes, 
pharmaceutical manufacturers and home care - except 
hospitals, is d_ommated by proprietary, for-profit enterpris­
es. Bradford Gray, in a commentary entitled "Why 
Nonprofits? Hospitals and the Future of American Health 
Care," asserted that the future of the nonprofit hospital, 
more than any other nonprofit, is affected by the changes 
in the business and governmental sectors (Gray 1991). He 
notes that governmental tax subsidies "may well be larger 
for hospitals than for any other type of nonprofit organiza­
tion because of the amount of revenue they generate and 
the aggregate value of their capital assets" (Ibid). Further, 
government not only plays regulatory roles, but it is also 
the largest purchaser of hospital services through its 
Medicare and Medicaid programs. 

Historically, between 1980 and 1990, almost one­
third of all general hospital conversions involved a con­
version to for-profit status (Challot et al., 1996). In the 
early 1980s, there emerged a growing presence of for­
profit health care and investor-owned hospital companies, 
such as Humana, Inc. and the Hospital Corporation of 
America (which only came into existence in 1968). These 
companies initially purchased existing, independent for­
profit hospitals and by the early 1980s, after they had been 
successful in purchasing mos't smaller, for-profit hospitals, 
their acquisition activities turned towards not-for-profit 
hospitals (Gray, 1991). 

By the mid-1980s, acquisitions and mergers of not­
for-profit community hospitals and public hospitals by for­
profit "megasystems" began to accelerate. As of summer 
1996, Columbia!HCA, the largest for-profit chain in the 
country, owned 340 hospitals, 135 outpatient-surgery 
offices, and 200 home health agencies in 38 states, con­
trolling almost 50 percent of the for-profit hospital beds 
and 7 percent of all hospital beds in the country (Kuttner, 
1996). In 1994, Columbia!HCA Healthcare announced 
plans of acquiring as many as 500 more hospitals before 

The Issue Brief Review 1997 

the end of the decade (Bell, 1996) . Dunng 1995, 
Columbia purchased or became involved in joint ventures 
with 41 nonprofit hospitals. Across the country, the num­
ber of nonprofit hospitals merging with or being acquired 
by for-profit businesses increased from 18 in 1993 to 176 
in 1994. The Chronicle of Philanthropy found in a 1995 
survey at least 65 conversions of nonprofit health care 
institutions pending throughout the country. 

These mergers and acquisitions have significant 
impact on the policy and legal questions regarding the pro­
tection of charitable assets; the value of a nonprofit hospi­
tal, in many cases, can exceed $100 million (Bell, 1996). 
While research indicates that it is common practice that 
for-profit corporations initiate hospital conversions, there 
are many cases were communities in fiscal trouble have 
proactively sought hospital conversions as a means to sur­
vive in the community (Bell 1996; Challot et al., 1996). 
What happens to the public resources that have con­
tributed to building these nonprofits? And whose role is it 
to decide? Currently, there appears that there is not a con­
sistent public oversight procedure in place regarding hos­
pital conversions. 

Last year, speaking before the National Association of 
Attorneys General, the Volunteer Trustees Foundation for 
Research and Education urged state attorney generals to 
assert authority over conversions of nonprofit hospital 
assets to for-profit use. The Foundation encourages the 
use of existing laws that require directors of nonprofit 
charitable corporations to obtain prior court approval for 
any fundamental change in corporate purposes and recom­
mends a set of actions to protect public interest and avoid 
changes being made for self-interest of for-profit pur­
chasers, which include the holding of public hearings on 
nonprofit asset conversions; the protection of the commu­
nity from the loss of essential health care services, such as 
emergency room care; and the proactive involvement of 
the state attorney general in any transactions under which 
the use of charitable assets is being changed (Miller, 
1995). 

In recent news, a Michigan trial court judge ruled in 
early September 1996 that a proposed 50-50 joint venture 
between Michigan Capital Medical center- a not-for­
profit hospital system - and Columbia/HCA Healthcare 
violated the Michigan laws governing public charities. 
The proposed merger would have made Michigan Capital 
the first for-profit hospital in the state. In the case, which 
was initiated by the state attorney general's office, the 
judge asserted that Michigan law does not permit assets of 
a not-for-profit hospital legally formed for charitable pur­
poses to be transferred to a for-profit joint venture. 
Michigan Capital announced that it will appeal the state 
court ruling which blocked its proposed 50-50 joint ven-
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ture with Columbia/HCA. 

Blue Cross and Blue Shield Plan Conversions 
Blue Cross plans were organized in the 1930s as not­

for-profit, community-based entities that accepted all 
members of the community, regardless of health . status. 
Emerging from the Depression and the American Hospital 
Association's move for legislation to create a special class 
of nonprofit corporations and hospital insurance, the first 
Hospital Service Plan enabling act was adopted by the 
New York state legislature in 1934. By 1938, 1.4 million 
people had enrolled in 38 Blue Cross plans across the 
country (one of which was Blue Cross and Blue Shield of 
New Jersey) . Two major characteristics that have distin­
guished Blue Cross from most commercial insurance com­
panies are: payment of service benefits to hospitals rather 
than of cash benefits to the individual insured and commu­
nity rating. 

In June 1994, the National Association of Blue Cross 
and Blue Shield plans voted to amend its rules to allow 
plans to convert to for-profit status, after 60 years of 
requiring that plans be not-for-profit. The changes were 
spurred by the evolving health care marketplace, growing 
increasingly more competitive by the market penetration 
of managed care, and the individual plan needs to raise 
capital. By early 1991, three Blue Cross plans had filed 
for bankruptcy (Miller 1995). At present, only 12 of the 
63 Blues plans across the country are designated as "insur­
ers of last resort" for those individuals who cannot obtain 
insurance on the market. It is estimated that nationally, 
the asset value of the Blues' plans is approximately $60 
billion. 

Blue Cross of California was the first state Blue Cross 
plan to convert after the national association amended its 
rules in June 1994 to allow for conversion of plans to for­
profit status. Currently, Blue Cross and Blue Shield in at 
least 17 other states, including Colorado, Maine, New 
York, Missouri, Maryland, Georgia and Virginia, are in 
the midst of considering such conversions (Ibid). As case 
examples, conversion transactions in California and 
Georgia are illustrative of two contrasting outcomes. In 
California, where consumer advocacy and state oversight 
was strong, two grant-making foundations focused on 
improving health care and public health in the state, were 
created with a total endowment of $3.3 billion, as a result 
of the conversion of nonprofit Blue Cross of California to 
a for-profit entity. The state of Georgia enacted legislation 
in 1995 to simplify the conversion of its Blue Cross and 
Blue Shield plan to for-profit status. Such legislation may 
result in the state's losing access to any charitable assets. 

In other states, such as New Jersey, Maine and 
Colorado, Blue Cross plans are involved in advocating for 
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change of state laws, as was accomplished in Georgia, to 
facilitate conversions. Such negotiations are currently in 
process. In the state of Maine, most recently the proposed 
conversion of Blue Cross of Maine was not passed by the 
Legislature because of questions about the ownership of 
the company's assets . . Empire Blue Cross in New York is 
planning the creation of for-profit managed care units in 
1997 -98; the state's regulatory entities are working on 
how to address the plan's reorganization, in which the plan 
would establish a for-profit subsidiary instead of convert­
ing their entire operation . In January 1995, Maryland 
Insurance Commissioner Dwight Bartlett rejected a simi­
lar proposal from Blue Cross and Blue Shield of 
Maryland. In his decision, the Commissioner wrote that 
the proposal to set up a for-profit subsidiary created an 
inherent conflict of interest between policyholders and 
stockholders and with the pressure to satisfy investors: 
" ... the interests of the subscribers of Blue Cross and Blue 
Shield of Maryland would be secondary to the for-profit 
enterprise." 

Another emerging trend (most recently seen in Ohio, 
Georgia and North Dakota) is the conversion of Blue 
Cross plans to mutual insurance companies and merging 
with larger, for-profit firms . In New Jersey last year, 
under P.L. 1995, Chapter 196, procedures were estab­
lished for a health service corporation to convert to a 
mutual insurance company. Blue Cross and Blue Shield 
of New Jersey's plans include converting to a mutual 
insurance company and merging with Anthem, Inc., a for­
profit mutual insurance company. The merger, scheduled 
to be finalized by the end of 1996, must be approved by 
insurance commissioners in New Jersey and Indiana 
(Anthem's home state). One significant issue for New 
Jersey regards the question of whether or not the plan is 
required to establish a charitable foundation under the 
terms of its conversion to a mutual insurance company. In 
some c~es, such as in VJ!ginia. the Virginia Blues initial­
ly converted to a nonprofit mutual insurance company and 
is now proposing to convert to full for-profit status. In the 
intermediate step of mutual insurance company conver­
sion, the plan was not required to transfer charitable 
assets. 

Health Maintenance Organizations and For-Profit 
Conversions 

The evolution of health maintenance organizations 
(HMOs) is illustrative of an industry-wide shift from non­
profit to for-profit status. The majority of HMOs began as 
not-for profits; the Federal HMO Act of 1973 provided 
grants only to nonprofit HMOs. The government invested 
in the HMOs to support health care that was lower in costs 
and increased access to health care and preventive care. In 
early 1982, federal support of not-for-profit HMOs was 
significantly reduced as the Reagan administration encour-
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aged the HMOs to convert to for-profit status (Challot et 
al., 1996 et al). By the mid-1980s, most state legislatures 
passed laws allowing for HMOs to be for-profit businesses 
and to allow for conversions of nonprofit HMOs (Bell 
1996). In the state of California, with its mature market 
penetration of managed care organizations, the percentage 
of for-profit HMOs increased from 16 percent to 65 per­
cent of the HMO market during the period between 1980 
and 1994. Currently, all but two of the state's largest 
HMOs are for-profit. 

While the issue of community benefit is not as signifi­
cant regarding conversion of nonprofit managed health 
plans as it is with the conversion of not-for-profit hospitals 
and other health care providers, the issues of access and 
quality remain strong (Challot et al., 1996). In the current 
environment, the for-profit sector in managed health plans 
is under scrutiny to ensure that quality and access are not 
compromised for the sake of profit. Conversions to for­
profit status will raise the same issues regarding the moni­
toring of services delivered to specific populations. Public 
oversight responsibilities to monitor not-for-profit health 
plan conversions vary greatly between states. In most 
states, authority rests with the Department of Insurance; in 
New Jersey, both the Departments of Health and Insurance 
are involved in such transactions. 

State Oversight of Conversions 
Under almost all state laws, the assets of nonprofit 

organizations must be "permanently dedicated to charita­
ble purposes" (Bell 1996). Most nonprofit health care 
organizations were created and evolved through tax­
exempt status and publicly supported funds, including tax­
free bonds. Volunteer time and charitable contributions 
also form a large part of the assets over time. Under, sec­
tion 501(c)(3)(of the Internal Revenue Code) not-for-profit 
organizations - which are entities organized for religious, 
charitable, educational or scientific purposes - are 
required to show that no part of net earnings go to the ben­
efit of private individuals (Chollet et al ., 1996). Further, 
the governing board must represent the community being 
served by the organization (Ibid). Although there are no 
Federal laws that require not-for-profit hospitals or other 
not-for-profit health organizations to support indigent or 
charity care in order to retain their tax-exempt status, some 
states have obligated not-for-profit hospitals to provide 
such care in order to retain their not-for-profit status. 

Under most state laws, when a nonprofit makes the 
decision to convert to for-profit status, merge, or to be 
acquired by a for-profit company, it is required to transfer 
the value of its assets to another nonprofit organization or 
charitable foundation pursuing "similar charitable goals" 
of the converting nonprofit (Bell 1996). Oversight 
authority for these activities at the state government level 
varies across states: usually the insurance commissioner 
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oversees nonprofit HMO and insurance company conver­
sions and the attorney general monitors hospital and nurs­
ing home activities (Ibid). In California - now a prece­
dent-setting state in terms of acquisitions and conversions 
- the Department of CorpOrations oversees the conver­
sions of health plans. In 1995, legislation was enacted in 
California regarding the review of conversions to ensure 
that nonprofit HMO assets are reserved for charitable pur­
poses (Ibid). Across the country, however, given the com­
plexity and "newness" of these transactions, many regula­
tory agencies are struggling with the staff resources and 
expertise to take a lead in monitoring such conversions. 
Their effortS ate framed by existing sene laws, articles of 
incorporation of the nonprofit entities, and the current 
political environment in the state. 

The 1996 Alpha Center survey of such transactions in 
the states of California, Florida, Texas and Georgia found 
that even when it was required by regulators that assets be 
transferred to a new charitable foundation, the assets have 
been undervalued; specifitally, the valuation of health 
plan assets at the time of conversion "is likely to be sub­
stantially less than the value Wall Street places on the suc­
cessor for-profit organization" (Challot et al., 1996). The 
fair market value of the assets are extremely difficult to 
evaluate, appraise and transfer at the time of conversion. 
In many cases, state regulators valued only tangible prop­
erty; yet such things as name recognition, good will and 
provider contracts are not included in the valuation. In 
California, during the 1980s, the value of not-for-profit 
HMOs offered and retained as a charitable contribution at 
conversion was less than one fourth of the value of the 
plan when measured in terms of its publicly traded stock 
soon after conversion (Hamburger et al. 1992; Challot et 
al., 1996). 

Consumer Groups 
Regarding the conversions of hospitals and health 

plans, policy makers and regulators in the state of 
California expressed a need to focus on the issues raised 
by conversions and acquisitions, based on their experi­
ences with the conversion of Blue Cross and HealthNet (a 
for-profit HMO conversion) (Challot et al., 1996). 
Specifically, state policy makers emphasized the impor­
tance of public hearings and consumer involvement 
throughout the .transaction process.. Consumers groups 
such as the Consumers Union are instrumental in monitor­
ing the converting of nonprofit health care companies in 
California. Their advocacy activities in working with state 
regulators in California influenced the valuation of 
HealthNet (a for-profit HMO) and increased the transfer of 
its charitable assets to endow a new foundation - the 
Wellness Foundation - in the state. Consumers Union is 
working jointly with Families USA to monitor these con­
versions as they are taking piace across the country. 
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CONCLUSION 
As the commercialization of health care continues, the 

issue of public benefit is paramount in the realm of public 
policy making regarding mergers, acquisitions and conver­
sions among for-profit and nonprofit health care organiza­
tions. Without the support of state and local government 
working in tandem with them, nonprofit health care enti­
ties will have great difficulty surviving in a profit-driven 
economy. Is there a place for both nonprofit and for-profit 
entities in the new health care arena? The jury is still out. 
Public policy makers and governmental leaders are con-

fronted by the challenges of creating an environment in 
which decisions about health care are made from the per­
spective of protecting the public good and keeping the 
public interest as the central focus. The overall goal is to 
create a health care system that affords accessible, quality 
health care in an cost-effective manner, whether it be for­
profit, nonprofit or a balanced combination of both. The 
challenge to public policy makers and legislators is not to 
have the issue obscured by either side, but to keep the 
public interest as the central focus in making decisions. 

QUESTIONS FOR DISCUSSION 

Health policy analysts predict that state and local gov­
ernments, rather than picking up the slack, will effect 
spending cuts in safety net and other programs, as those 
benefiting from these programs have little political clout. 
This prediction is based on the experience of the cuts 
during the 1980s and the current propensity of many states 
to cut revenues and spending. What is New Jersey's com­
mitment to preserve its safety net providers and ensure 
access to health care for its vulnerable populations? 

In the mid-1980s throughout the country, community­
based shelters for women and children who were victims 
of domestic violence developed a revenue-raising strategy 
to keep their programs in operation. A surcharge was 
placed on marriage license fees at the state level to pro­
vide funding for domestic abuse. In the state of California 
alone in one year's time, $1.2 million was raised through 
the surcharge. In the current climate when surcharges are 
not favorably viewed as an alternative owing to their per­
ception as "another form of taxes," how can nonprofits 
work with state and local government for creative rev­
enue-raising strategies to support their community pro­
grams? 

In a recent trend, managed care organizations are 
interested in working with community health centers, as 
they have established relationships in their communities 
and high clinical standards imposed by Federal require­
ments. However, a National Association of Community 
Health Centers study of some 200 national managed care 
contracts found that reimbursement was extremely low -
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in some cases 50 percent lower than Medicaid reimburse­
ment for health center services. What role do public poli­
cy makers have in monitoring the managed care contracts 
with providers such as the community health centers? 

In an August issue of the New England Journal of 
Medicine, a physician writing from Germany in response 
to an earlier article about the positive aspects of the rapid­
ly changing for-profit health care sector, notes that the 
problem with a fully privatized for-profit medical system 
is that it will ultimately "create a pyramid of medical care 
modeled after the pyramid of income distribution." Under 
this pyramid, those at the top will enjoy access to quality 
health care, while those at the bottom will continue to 
struggle. He asserts that this is the reason no "civilized" 
nation has chosen to open medicine to full-scale competi­
tion. While acknowledging that nonprofit and public sec­
tor health care need rigorous reform, he makes a plea that 
the system not be altogether abandoned to market forces . 
How do public policy makers continue to focus on the val­
ues inherent in nonprofit health care and an increasingly 
profit-driven market focused on the "bottom line"? 

The most recent issue of Competitive Healthcare 
Market Report, a publication dedicated to tracking merg­
ers, acquisitions and conversions in the health care indus­
try, included eight, single-spaced pages reporting on such 
business transactions around the country. As the commer­
cialization of health care continues to expand, how does 
government "keep up" with industry changes that affect 
the public? 
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APPENDIX 

SAFETY-NET PROVIDERS6 

Th.e following are some key elements in the health 
• care safety net. While a formal definition of the safety net 

providers encompasses only those who are legally 
required to provide health care for free or at reduced rates, 
oii"a ·practical level, the net is much broader. (Robert 
Wood Johnson Foundation Advances, 1996). 

.Public Hospitals 
Competition puts public hospitals at risk. Of the 

· · nation~ 6,500 community hospitals, about 1.400 are "pub­
lic" - they are owned and operated by states, cities and 
counties. Funding sources include Medicare, Medicaid, 
insurance companies and patients themselves, as well as 
direct subsidies from state and local tax monies. These 
hospitals provide services to the community that are typi­
cally under-funded by insurance, such as trauma care, bum 
centers, neonatal intensive care units and emergency psy­
chiatric care.' · 

Private Hospitals 
These are private hospitals, both nonprofit and for­

profit. In a competitive market, even nonprofit private 
hospitals are likely to decrease their levels of charity care. 
Using California hospitals as an example, when hospitals 
discounted their charges to managed care organizations in 
order to be competitive when they were sustaining 
Medicaid and Medicare cutbacks, the private hospitals 
reduced their provision of uncompensated care by 36 per­
cent. 

Community Health Centers/Migrant Health Centers 
Located primarily in- inner-city and rural areas with 

shortages of health care providers, there are approximately 
600 community and migrant health centers throughout the 
country, offering some 2,500 delivery sites . 
Approximately 9 million individuals are served each year 
via comprehensive, case-managed primary and preventive 
care. The centers are involved in working with managed 
care organizations and exploring capitation as ways to 
remain competitive in the current health care environment. 

. Public Health Agencies 
Supported by federal, state, county and local sources, 

public health agencies act as both providers and planners 
of community health. Services range from child immu­
nizations, home health care and the monitoring and pre­
vention of the spread of communicable diseases. The 
advent of managed care is having a significant affect on 
the public health activities of these agencies. 

·Family Planning Clinics 
There are over 4,000 clinics in this federally funded 

program and an estimated 4 million women and teenagers 
receive primary care, cancer screening and disease preven­
tion services. 

Health Care for the Homeless 
A federal program that funds 129 projects that offer 

primary care health services to approximately 420,000 
individuals. Almost half the projects are administered by 
community health centers; the other are operated by non­
profit coalitions, nonprofit urban hospitals and local public 
health departments. 

Ryan White AIDS Program 
The Ryan White CARE Act provides health care and 

social services to an estimated 80,000 patients with AIDS 
or who are HIV -positive. The program is federally funded 
and last year served approximately 80,000 patients. 

Rural Health Clinics 
There are approximately 2,500 federally designated 

Rural Health Clinics which are mostly privately owned 
and operated. These clinics provide access to health care 
for almost 4 million patients each year. Approximately 70 
percent of their clients are either Medicaid or Medicare 
beneficiaries. 

Privatization 
An emerging trend among financially strapped coun­

ties, states and municipalities is to contract with private 
nonprofit or for-profit organizations to provide public 
health services. Such contractual relationships have been 
expanding since the mid-1980s, especially in the area of 
social service programs, such as child day care and mater­
nal and child health programs . 

• Definitions and terms are derived from many sources; two primary sources are: a Supplement to Advances, 1996, a publication of 
the Robert Wood Johnson Foundation; and States of Health, December 1995, from Families USA Foundation. 
7 In New Jersey, under state law all hospitals are required to provide indigent care. Reference is made to the Capital Forums Issue 
Brief on Uncompensated Care ( 1995). 
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WILL THE BUSINESS AND FINANCIAL REALITIES OF THE 21ST 
CENTURY ELIMINATE THE ROLE OF STATE GOVERNMENT IN HEALTH 

CARE DECISION MAKING? 
PART ll: CONVERSIONS- PROCESS, PROTECTION, PROFIT 

Original Issue Brief December 11 , 1996 

ISSUE: The health care marketplace continues to change at an unprecedented pace. 
Competition is the definitive driving force behind the changes. It still waits to be seen what 
combination of nonprofit and for-profit providers and insurers will survive the changes and 
rise to the challenge of meeting the country's health care needs in this new landscape. 

Traditionally, not-for-profit community hospitals and nonprofit health plans (such as Blue 
Cross and Blue Shield plans) have formed a significant part of the American health care sys- · 
tern's infrastructure. 1 As the trend towards the converting of these health care entities to for­
profit status continues, how will the health care system be affected in terms of access, quality 
and costs? What role will government have in this new environment of conversions, 
mergers and consolidations? How will New Jersey protect the public interest? 

INTRODUCTION 
In a scene from Milan Kundera's contemporary novel, 

The Unbearable Lightness of Being, the protagonist - a 
young Prague physician - is discussing with his friends 
the political and socio-economic changes that have 
occurred in eastern Europe during the 20th century. As 
the group ponders how the various leaders differ -
whether communists, socialists or capitalists - they unan­
imously reach the same conclusion : they are all 
scoundrels, no matter what "label" they are wearing. And 
in many cases, they are the same people; they are just 
wearing different hats. 

In today's current health care environment, critics 
from all sides are quick to point to the "scoundrels." But 
the solutions are more complicated than that. And it 
behooves all players to take the time to ascertain how the 
new landscape of the health care industry will be laid out, 
while retaining quality health care that is cost-efficient and 
equitably accessible. This issue brief is the second part of 
a discussion on nonprofit health care and the national 
trend of the shifting of not-for-profit hospitals, health care 
providers and nonprofit health plans (such as health main-

tenance organizations (HMOs) and Blue Cross & Blue 
Shield plans) to for-profit status through mergers, partner­
ships, acquisitions and conversions ... 

FOR-PROFIT VS. NONPROFIT HEALTH 
CARE- IS THERE THAT MUCH OF A 
DIFFERENCE? 

As discussed in the October 23, 1996 Issue Brief, 
nonprofits are re-structuring and consolidating in several 
different ways: as a buyout by a business corporation; by 
amendment to the not-for-profit organization's articles of 
incorporation; as a "spin-off' in a corporate re-structuring 
and by merger with a for-profit entity, with only the for­
profit entity remaining intact after the merger (Shields et 
al, 1991). Some recent conversions of hospitals have 
taken the form of partnerships, either a limited partnership 
or a limited liability company between the not-for-profit 
entity and the for-profit corporation (Challot 1996). The 
recent trend of joint ventures or 50-50 partnerships is of 
concern because of the question as to whether or not the 
investment is an appropriate use of charitable assets and/or 
a good risk for the community. Each variation in the 
merger and acquisition activity creates another set of pub-

1For purposes of this brief, the term "nonprofit" will be used as a generic reference to both not-for-profit and non-profit entities. 
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lie policy issues regarding oversight and monitoring of 
these transactions, which involve significant amounts of 
charitable assets . 

The practice of conversions forces the issue of the 
very nature of the health care system, which has long been 
the only enterprise that has large numbers of nonprofit and 

charity care was statistically unreliable because most for­
profit hospitals are located in areas that have low needs for 
the provision of charity care. For-profit hospitals were 
found to be more aggressive in seeking operating efficien­
cies, especially in the area of staffmg levels (Shactman & 
Altman, 1996). 

for-profit entities operating within its parameters. Several In the 1996 Alpha Center working paper, the 
public policy questions are raised by the conversion activi- researchers noted that "despite growing levels of conver­
ties: do nonprofit providers offer more charity care and sion activity and public concern in many states, available 
community benefits than for-profits; should there be information about conversions by not-for-profit hospitals 
requirements to do so for both nonprofits an<Uor-profits; and health plans to for-profit is extremely limited" 
what would be the nature of a market d<nninated by for- - (Challot et al ., 1996). As to the question of whether or not 
profit providers; are communities "better off' after con- and how well vulnerable populations continue to be served 
versions; and should the conversion process be regulated after conversion, available information precludes a fair 
and if so, to what extent (Shactman & Altman, 1996). assessment. Across the states, fmancial arrangements that 
Each of these questions is comprised of complex contin- are made to support indigent care differ, as do the terms 
gency questions; and there are no easy answers. At pre- regarding how the new for-profit entity will provide such 
sent. there is little standardization regarding oversight of care. 
conversion activities, and the responsibility for rising to 
the challenge of these issues falls to the state level of gov-
ernance. 

Supporters of for-profit conversion contend that it will 
create a more efficient and market-oriented system, result­
ing in more affordable health care (Shactman & Altman, 
1996). They commend the formation of charitable foun­
dations, targeted for health care needs specific to states 
and regions. Critics of the conversions have great con­
cerns that for-profits will not provide necessary health care 
services to their communities, will reduce charity care and 
will not support graduate medical education. Further con­
cerns are that in the absence of strict monitoring and over­
sight, conversions will result in the loss of charitable 
assets. Federal and state laws require that charitable assets 
must be used for the same "charitable" mission or purpose 
as the nonprofit entity. The assets may go either to an 
existing 50l(c)3 organization, or to a newly created foun­
dation. 

Two 1996 studies in progress (being conducted by the 
Alpha Center and the Council on the Economic Ilnpact of 
Health System Change) are looking at the effects of con­
versions on nonprofit hospitals and health plans, and the 
regulatory environment in which they are taking place. 
Both research groups point out the importance of ongoing, 
empirical research on the impact on communities when a 
nonprofit hospital is converted to a for-profit hospital and 
a charitable foundation . It is also noted that while 
research regarding the measurement of charity care and 
community benefit is riddled with methodological differ­
ences, some preliminary findings indicate that nonprofits 
do provide significantly more charity care than their for­
profit counterparts. The authors cautioned that national 
aggregate data regarding the for-profits' commitm"ent to 
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FOR-PROFIT CONVERSIONS- WHY NOW? 
While the mergers and takeovers in the late 1980s and 

early 1990s primarily involved large for-profit hospital 
chains acquiring for-profit hospitals, the mid-1990s have 
seen the acceleration of takeovers of nonprofit hospitals 
by the for-profit chains. In 1995, 59 nonprofit hospitals 
were sold or joint-ventured to for-profit organizations 
(Ibid). By the end of 1996, it is expected that more than 
100 hospitals once controlled by state and local govern­
ment, religious organizations or community boards will 
have been purchased by for-profit investors (The Wall 
Street Journal, October 18, 1996). 

The trend of for-profit hospital chains looking to nonprof­
its has been triggered by many inter-related factors: con­
solidation has already occurred amongst the country's for­
profit hospitals (which number over 700); the approxi­
mately 4,500 nonprofit hospitals have billions of dollars of 
assets, are valued in the community and often have teach­
ing hospital affiliations already established (Ibid). These 
nonprofits are experiencing reduced funding from govern­
mental sources, aggressive competition from managed 
care entities, and are in need of access to capital in order 
to survive and compete in a deregulated marketplace . 
They contend that increased capital will allow them to 
compete on a level playing field; it would be used to 
develop new products and services, such as information 
systems. Both nonprofit providers and health plans assert 
that health care "giants" like Humana, Aetna, Tenet 
Healthcare and Columbia/HCA have the ability to raise 
capital and gain greater market share, which they do not 
have under their current nonprofit status (Ibid). 
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OVERSIGHT AND MONITORING -
WHO'S IN CHARGE? 

The conversion process is extremely complex and rife 
with technical details, such as. asset valuation, transaction 
analysis, structure, issues of private inurement and conflict 
of interest (Miller, 1996). In most states, oversight author­
ity of conversions from nonprofit to for-profit status 
(whether providers or insurers) rests with the attorney gen­
eral, who technically is the only party in the state legally 
empowered to represent the public interest (Ibid). Since 
1995, when more than $1.6 billion of community hospital 
assets were sold, attorneys general throughout the country 
have been confronted with the challenges of identifying 
their roles in the process and applying appropriate legal 
tools in the oversight process. The conversions of the non­
profit entities is a "new phenomenon" on many levels: the 
sheer number of conversions, their scope and the resulting 
new structures (Ibid). 

The attorney general's responsibilities in assets sales 
are driven by legal authorization under common law . 
Specifically, the doctrine of cy pres (regarding there-for­
mation of a charitable trust or foundation); the doctrine of 
parens patria (that the attorney general, as the officer of 
the sovereign, represents the people and the public inter­
est); and the writ of quo warranto (which relates to non­
profit corporations and the attorney general's right to take 
action on proposed changes given to an original charter 
granted by the state to the nonprofit) (Cambridge Partners 
Brief, 1996) 

How broad or how narrow the role of the attorney 
general is to be has varied from state to state. In a recent 
talk in Washington, DC, California Deputy Attorney 
General Jim Schwartz discussed the attorney general's role 
in conversion transactions (Council on the Economic 
Impact of Health System Change, October 1996, meeting). 
He emphasized that the role is cine of enforcement and 
protection of the public good and interest; it is not a role 
of regulator. The transaction is reviewed within the para­
meters of trust law. Oversight by state attorneys general 
may require that the parties submit proposed transactions 
for advance review and approval, and the attorney general 
has the authority to impose requirements as conditions for 
approval. 

As a result of the great number of conversion transac­
tions (Deputy Attorney General Schwartz estimated five 
transactions involving thirteen hospitals in the last year, as 
well as the conversion of California Blue Cross), legisla­
tion was passed setting forth requirements for conversions 
in California. The California law requires that public 
meetings be held and that procedures of the attorney gen­
eral's office are a matter of public record. Financial details 
of the converstpn.transaction are also public information, 
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because the assets being valued and transferred are public 
assets. 

ACCOUNTABILITY AND COMMUNITY 
BENEFIT 

Hospital and health plan conversions raise a number 
of issues for communities regarding community benefit. 
Answering the questions of how community benefit is 
defined and the ways in which it is measured once a defin­
ition is agreed upon is a complex process. The answers 
are critical, however, in order to evaluate accurately the 
performance of nonprofit and for-profit health care 
providers. Community benefit involves looking at several 
activities, including the provision of charity care in the 
community; the level of access to care; support in 
research, education and training; the provision of unprof­
itable but essential health care services, such as emergency 
room and trauma units, and the entity's participation in 
maintaining and ensuring the public health of the commu­
nity. (See table in Appendix 1.) 

According to a recent Alpha Center research analysis 
of conversion activity throughout the country, "available 
information does not allow a care"f·ul assessment of how 
well vulnerable populations continue to be served when 
public or nonprofit hospitals convert to for-profit owner­
ship or management" (Challot. 1996). Further. fragment­
ed and unreliable data make it difficult to track whether or 
not communities experience any change in essential (but 
unprofitable) services. In some cases, however, when 
there was active community involvement in establishing 
the terms of the conversion and the ongoing management 
of the for-profit hospital, the community's interest in main­
taining these services appeared to be protected (Ibid). 

CONVERSIONS IN OTHER STATES­
LESSONS LEARNED 

Across the country in 1996, states actively promul­
gated legislation regulating managed care entities and pro­
viding patient protection. Analysts are predicting that 
1997 will see the emergence of legislation to tighten state 
oversight of conversions (Modern Hea/thcare. October 14, 
1996; The Wall Street Journal, October 18, 1996). In the 
absence of any standardized Federal guidance regarding 
conversion issues, significant public policy issues such as 
regulation and oversight are falling to the states to under­
take. At present, only the states of Nebraska and 
California have laws specifically focused on conversions. 
Nebraska's law requires full public disclosure, an indepen­
dent valuation process supported by a buyer and a moni­
toring process assuring future compliance. It also gives 
broad powers to the attorney general and state regulators 
to act in the public interest (Miller, 1996). 
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In Ohio, two Republican state legislators 
(Representative Van Wyven and Senator Drake) and the 
Ohio Attorney General Betty Montgomery recently intro­
duced legislation requiring that nonprofit health care enti­
ties need state attorney general's approval to transfer 
assets to for-profit companies . The Ohio bill would 
require a provider or health plan that wishes to transfer 20 
percent or more of its assets to notify the attorney gener­
al's office; it would also require public hearings to allow 
the community to determine how the transfer' s proceeds 
would be used for the provision of charitable health care. 
Ohio has seen a significant increase in conversion activity 
since the beginning of 1995 . Attorney General 
Montgomery, who reviewed five of the transactions, 
asserted that the charitable assets involved were accumu­
lated over decades but had been converted to for-profit 
assets "in just days -without any public input" (Modern 
Healthcare, October 21, 1996). It is anticipated that the 
new law will allow for greater scrutiny of the conversion 
process, by both the Attorney General's office and the 
public. 

ONGOING OVERSIGHT 
Some states are also considering mandating the cre­

ation of monitoring mechanisms once the sale has been 
effected, in order to ensure that the for-profit entity does 
not discontinue providing essential health services, such as 
neonatal care or trauma units . Historically, for-profit 
chains have not invested in providing services such as 
indigent care, medical education and research, or burn 
units and other high technology services (Challot, 1996; 
Friedman, 1995; Miller, 1996). Ongoing oversight of hos­
pital and foundation activities is also critical to monitor 
such trends as the cost shifting of certain services, e.g., 
cases in which it was found that charity care services in 
the community were being paid for by the foundation 
formed by the transfer of charitable assets, rather than 
being contributed to by the converted for-profit hospital 
(Miller, Council on the Economic Impact of Health 
System Change, October 6, 1996 meeting). 

THE ISSUE OF VALUATION 
The trend of converting health plans and managed 

care organizations began in the state of California in the 
1980s. During the early transactions, when there was little 
if any oversight, billions of dollars of charitable assets 
were lost to the public. A recent analysis in the Chronicle 
of Philanthropy evaluated five nonprofit HMO conver­
sions in the mid-1980s and found that as much as $212 
million that might have gone to health care charities or 
other community uses was lost to under-valuation. 

The issue of valuation of assets is one of great debate. 
with much disagreement as to the most appropriate and 
reliable way to do so. Approaches for the valuation of 
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assets range from the amount the plan could be sold for on 
the open market; to valuing the physical plant and other 
tangible assets; or to establishing the total of taxes not 
paid (which varies from state to state). 

The 1996 Alpha Center survey of such transactions in 
the states of California, Florida, Texas and Georgia found 
that even when it was required by regulators that assets be 
transferred to a new charitable foundation, the assets have 
been undervalued; specifically, the valuation of health 
plan assets at the time of conversion "is likely to be sub­
stantially less than the value Wall Street places on the suc­
cessor for-profit organization" (Challot, 1996). The fair 
market value of the assets are extremely difficult to evalu­
ate, appraise and transfer at the time of conversion. In 
many cases. state regulators valued only tangible property; 
yet such things as name recognition, good will and 
provider contracts are not included in the valuation. In 
California, during the 1980s, the value of not-for-profit 
HMOs offered and retained as a charitable contribution at 
conversion was less than one fourth of the value of the 
plan when measured in terms of its publicly traded stock 
soon after conversion (Hamburger et al. 1992; Challot 
1996). 

GUIDELINES FOR REGULATION 
Shactman and Altman (1996) describe two levels of regu­
latory measures that may be considered in states regarding 
conversions: 

• Level 1: Regulate conversions to safeguard and con­
serve the full value of the nonprofit assets and insure that 
all proceeds from the conversion are used for appropriate 
charitable purposes. 

• Level 2: Regulate conversions to ensure that the com­
munity continues to have access to needed amounts of 
health care services and that the community is satisfied 
with the degree of local control over its health care 
delivery system. 

The authors caution that "too much regulation" could 
be counter-productive and may increase prices. Yet, their 
findings indicated that when states did not have specific 
conversion laws, the full value of charitable assets was not­
protected. In the absence of legislation, there is no clear 
structured administrative process for conversions. 

The Volunteer Trustees Foundation for Research and 
Education has set forth guidelines for state regulators' 
oversight of the sale and joint venture transactions in 
which the assets of nonprofit hospitals or health mainte­
nance organizations are transferred to for-profit enterpris­
es. These guidelines set forth that the primary objectives 
of the state regulator's oversight should be: (1) safeguard-
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ing the value of the charitable assets; (2) safeguarding the 
community from loss of essential health care services and 
(3) ensuring that the proceeds of the transaction are used 
for appropriate charitable purposes (Boisture et al, 1995). 
The Foundation sets out various procedures in order to 
accomplish the three primary objectives, including con­
ducting an independent review of the fairness of the trans­
action, assessing the degree of risk to charitable assets; 
requiring the disclosure of conflicts of interest; determin­
ing appropriate safeguards for the continuation of essential 
health services; implementing public hearings and solicit­
ing public comments; determining that sale proceeds are 
not used for the private benefit of the for-profit purchaser 
and providing governance and oversight of the nonprofit 
entity that receives the sale proceeds (Guidelines, 1995). 

BLUE CROSS AND BLUE SHIELD PLANS 
- A TRADITION IN TRANSITION 

The evolution of the "Blues" is a significant national 
and local discussion point regarding the complex issues 
raised by conversion. The Blue Cross and Blue Shield 
Plans were originally organized in the 1930s as not-for­
profit, community-based entities that accepted all mem­
bers of the community, regardless of health status. For 
several decades, community rating prevailed among the 
Blues, which operated under their nonprofit social mis­
sion. Changes in the evolving health care marketplace in 
the 1980s, including increased competition from managed 
care entities, led to the national association's June 1994 
decision to allow plans to convert to for-profit status. The 
plans pushing for for-profit conversion argue that to sur­
vive in a marketplace with for-profit competitors, they 
need access to capital in order to expand, increase market 
share and continue to provide affordable coverage 
(Modem Healthcare, October 14, 1996). 

Currently, there are 62 independent Blues plans oper­
ating in the competitive health care marketplace. Across 
the country, the plans, which serve 66.3 million people in 
mixed markets, are merging, affiliating in consortia, creat­
ing for-profit subsidiaries and converting to for-profit sta­
tus. Industry analysts contend that plans engaged in activi­
ties such as creating for-profit subsidiaries, affiliations and 
mergers may be taking initial steps towards conversions. 
Although consolidating brings some efficiencies, if there 
are a number of entities pursuing the same market, it may 
be that some find it necessary to convert to for-profit sta­
tus so as to have access to capital in order to invest in 
more competitive new products and services and to offer 
competitive discounts based on volume (Modern 
Healthcare, October 14, 1996). 

There are currently several mergers pending across 
the country, such as the Illinois Blues with the Texas 
Blues; the Colorado Blues with the Nevada Blues; and the 
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Connecticut Blues with Anthem, Inc., based in Indiana 
and one of the country's major health care management 
companies. Health industry analysts predict that the future 
of competitive health care will have only 10 to 20 major 
integrated health care management companies serving the 
majority of the U.S. health care market. 

According to the national Blue Cross and Blue Shield 
Association president Pat Hays, although five Blues plans 
have converted to for-profit status or announced conver­
sion plans, it is expected that most others will not. He 
pointed out that the majority of the Blues plans are com­
mitted to their nonprofit heritage and are involved with 
innovative strategies "to preserve that heritage" (Modem 
Healthcare, October 14, 1996). Consumer advocates con­
tend that the Blues are distancing themselves from their 
original social mission. 

Among the 62 plans, only two have completed con­
version to for-profit status and issued stock - Blue Cross 
of California and Blue Cross and Blue Shield of Georgia. 
Plans in Colorado, New York, Virginia and New Jersey 
have started the conversion process. Three other plans 
own publicly traded subsidiaries: in Wisconsin (1991); 
Indiana (1992) and Missouri (1994) . Empire Blue Cross 
and Blue Shield of New York points to two significant 
1996 state laws affecting its decision to convert to a for­
profit entity: the first mandated that every managed care 
plan enroll chronically ill patients and the second ended 
Empire's discounts for hospital fees (The New York Times, 
September 1996). 

Blue Cross and Blue Shield of Ohio's decision to transfer 
most of its business to Columbia/HCA Healthcare 
Corporation is raising many issues. The $300 million deal 
would provide an almost $15 million "windfall" to Blues 
executives (Modern Healthcare, October 14, 1996). The 
national Blue Cross and Blue Shield Association rewrts 
that it will revoke the Ohio Blues license if it goes through 
with its proposed sell-off to Columbia. In the beginning 
of November, US District Court Judge Wells enjoined 
Ohio Blue Cross from using the Blues names and trade­
marks pending a final decision in the lawsuit between the 
plan and the national Association. 

TWO CONVERSIONS AND TWO 
OUTCOMES: CALIFORNIA AND 
GEORGIA 

Because each case is unique, states are settling con-
version transactions in a variety of ways. In California, 
after lengthy negotiation and public pressure, two charita­
ble foundations dedicated to health care were created. In 
very distinct contrast, the Georgia insurance commissioner 
ruled that the Blue Cross was not a charity and therefore, 
owed none of its assets to the public. 
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Blue Cross of California's conversions took three 
years and involved an active battle with state regulators 
and legislator_s. It was only after pressure from legislators 
that Blue Cross established two charitable foundations 
worth $3 billion; it bad initially maintained that creating 
the WellPoint Health Networks for-profit subsidiary was a 
restructuring and not a conversion, and therefore, the pub­
lic was not owed anything by the company. California 
law requires converting companies to donate their fair 
value to charity. WellPoint is currently engaged in acqui­
sition and growth in out-of-state health insurance compa­
nie-s. 

By contrast, Georgia Blues went through a process 
over the course of one year. In 1995, the Legislature 
passed"'a law allowing the plan to convert to for-profit and 
the state insurance department authorized the re-structur­
ing. In February, Cerulean Co., the holding company for 
the Blues, secured an initial private investment of $49.9 
million and issued stock. The Georgia plan was not 
required to establish a charitable foundation because the 
state Supreme Court in 1960 ruled that the company was 
taxable. The plan's assets are not public and paid taxes in 
1995. Consumer advocates believe that Georgia is an 
example of what an insurance commissioner should not do 
in reviewing a conversion plan and stress the importance 
of a lengthy and thorough review for such transactions 
(Id.). 

NEW JERSEY BLUE CROSS AND BLUE 
SHIELD- A CASE IN PROGRESS 

Negotiations continue regarding the conversion of 
Blue Cross and Blue Shield of New Jersey to a mutual 
insurance company and its proposed merger with Anthem, 
Inc., a for-profit mutual insurance company based in 
Indiana. The merger, scheduled to be finalized at the 
beginning of 1997, would create Anthem East. with its 
corporate headquarters in Newark overseeing operations 
for Anthem on the East Coast. 

Other aspects of the proposed merger plans involved 
regional mergers, under which New Jersey Blues will pur­
chase Delaware Blues and Anthem would later buy the 
combination (Modern Healthcare, 1996). $103 million 
would be eannar!'ed for a charitable foundation by conver­
sion in the state of Delaware. A significant issue for New 
Jersey involves the question of whether or not the plan is 
required to establish a charitable foundation under the 
terms of its conversion to a mutual insurance company. 
P.L. 1995, c. 1996, the bill which provided for a health 
services corporation to convert to a domestic mutual insur­
ance company, does not have specific requirements for the 
establishment of a charitable foundation as "all assets and 
liabilities of the.health service corporation would become 
the assets and liabilities of the new domestic insurer" at 
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the time of conversion (Kane, 1996). As with most other 
states, New Jersey currently has no specific law regarding 
conversions; all transactions are reviewed under the doc­
trines of common law by the Attorney General . A.2368, 
introduced in September 1996, addresses the issue of con­
version and the government's role in the process. 

At the same time, a merger plan in Connecticut -
scheduled to be finalized in early 1997 -comprises the 
formation of a multi-regional health care company, includ­
ing New Jersey and Delaware Blues. Operating compa­
nies will be present in all three states and administratively 
coordinated through the new holding company, Anthem 
East. When these pending mergers with Blue Cross & 
Blue Shield of New Jersey and Connecticut are finalized, 
Anthem will rank among the top 5 health care manage­
ment companies in the country. Its consolidated revenues 
will exceed $11.5 billion, and combined assets will equal 
more than $7.5 billion (Blue Cross & Blue Shield Report, 
October 1996). 

The ongoing conversion process in Virginia with 
Trigon Blue Cross Blue Shield is illustrative of some 
potential issues when a Blues plan has already converted 
to a mutual insurance company and parallels similar issues 
confronting the state of New Jersey. The two primary 
questions raised by Trigon's conversion were: what por­
tion (if any) of Trigon's value should go to taxpayers to 
make up for 50 years of nonprofit status and what amount 
of its stock should go to policyholders. Because Trigon 
became a mutual company in 1991 and mutual companies, 
by definition, belong to their policyholders, Trigon execu­
tives initially argued that all of its stock should go to poli­
cyholders, none to charity or to the state. Two Virginia 
laws made an interesting counterpoint: the state law gov­
erning mutual nonprofits declares that if the business liq­
uidates, the policyholders are entitled to its shares; how­
ever, because Trigon had been a nonprofit company in the 
state for some 56 years before it became a mutual compa­
ny, another law states that nonprofits wishing to change 
their status should liquidate and use their assets to form a 
charitable foundation with a similar mission - health care 
for Virginia's citizens and support of medical education in 
the state. Strong consumer activism in Virginia from its 
Citizens Consumer Council and Virginia Common Cause 
is helping to focus the issue of the fair valuation of 
Trigon's assets. 

GREATER SCRUTINY OF CONVERSIONS 
BEGINS 

Although earlier transactions were accomplished out­
side of the view of public scrutiny, through the activities 
of state attorneys general, volunteer boards, consumer 
advocacy groups (national and local) and increased media 
attention, the transactions are being held to more intensive 
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analysis and oversight. According to monitoring by the 
Volunteer Trustees Foundation for Research and 
Education, many of the buy-outs and joint ventures creat­
ing for-profit hospitals are part of a highly confidential 
negotiation process. Confidentiality agreements are signed 
early on by the parties involved; consequently, the com­
munity is left out of the process by which "community­
owned" hospitals and health plans are being converted. 
The investor-owned companies argue that disclosure of 
terms of the sale may "burt" their competitive positions in 
negotiations. However, advocates for the nonprofits assert 
that in the absence of disclosure, there are no mechanisms 
to ensure that the interests of the community are being 
served, or that the long-term assets and attributes of the 
nonprofit are being protected (Ibid). 

It is anticipated that greater public scrutiny will open 
the acquisitions to a competitive bidding process and 
allow for fairer valuation of the hospital itself and its char­
itable assets . A recent Wall Street Journal article on the 
subject of conversions notes that in two recent transactions 
- one done quietly and the other with competitive bid­
ding - the "quiet" sale hospital sold for $30 million; the 
competitive bidding transaction resulted in a $50 million 
sale. Both hospitals were of similar size and bad a local 
near-monopoly (ld.). 

The Internal Revenue Service bas reported that it is 
increasing its scrutiny of such transactions based on the 
change in tax status. It is currently developing guidelines 

and planning an intensive audit program on health care 
transactions to ensure that no institution or individual 
unduly benefits from the transaction and transfer of chari­
table assets. 

On the Congressional level, the Government 
Accounting Office (GAO) is involved in what is expected 
to be a year-long study on the trend in nonprofit hospital 
conversions and the potential loss of charity care and other 
essential health services. The study will also look at the 
mission and control of charitable foundations that result 
from nonprofit conversions to for-profit and the use of the 
funds designated for charitable purposes (Modern 
Healthcare, 10/28/96). 

CONCLUSION 
The health care system in New Jersey, as throughout 

all of the states, continues to be rapidly evolving. In this 
dynamic environment. every individual change affects and 
bas an impact on every other part of the system: some tra­
ditional structures are being irrevocably changed, while 
new entities are coming onto the scene with the promise of 
bettering the entire health care system. Much remains 
unknown, but lessons can be learned from the experiences 
of other states. In this time of change, the state leaders 
and policy makers have various issues to balance for New 
Jersey: the future of its non-profit hospital system; the 
protection of its vulnerable populations; the integrity of its 
communities and their public health and its regulator role 
in health care. 

XI. CONVERSIONS· UPDATE 

Original Issue Brief December 11, 19% • Update April 1997 

Our Capitol Forum on Conversions of Non-Profits 
this past year focused, in part, on the conversion activity 
surrounding Blue Cross and Blue Shield of New Jersey. 
At the time of its publication, New Jersey Attor'lley 
General Peter Verniero was reviewing the terms of the 
conversion and Blue Cross ' plans to merge with Anthem 
Inc. 

In a January 1997 decision, the Attorney General 
found that Blue Cross "satisfies the requirements" as a 
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charity. In that case, it must be determined what amount 
of its cl!.aritable assets it would be required to donate to a 
charitable foundation . In response to the Attorney 
General ' s decision, Blue Cross and Blue Shield has filed 
suit in state Superior Court in Essex County, asking for the 
courts to decide whether or not it is a charity. Proceedings 
continue at the present time. 
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QUESTIONS FOR DISCUSSION 

Administrative Law vs. Contracts Law: In a de-regu­
lated health care arena, where many aspects of corporate 
transactions and activities fall under the purview of con­
tracts law, what happens to the regulatory and monitoring 
role of state government and administrative rulemaking? 
What are the limits of regulation? 

A 1996 study by the California Office of Statewide 
Planning and Development focused on hospital mergers in 
the state and their effect on competition and health care 
delivery. The researchers assessed the hospitals' fmances, 
payer mix and services before and after the mergers. 
While study findings were inconclusive, they did show 
that mergers appear to increase efficiency, but they may 
also compromise competition. For example, in Northern 
and Southern California, three integrated health care sys­
tems are becoming dominant in two markets. Are three 
players enough to insure competition and preserve quali­
ty? Regarding charity care, the study found that levels of 
charity care were already so low that no drastic reduction 
in care was evident. 

The impact of managed care entities on New Jersey's 
hospitals (some 85 acute care facilities in the state) bas led 
to outright mergers and partnerships which are critical to 
economic survival. Through these consolidations, hospi­
tals can take advantage of the efficiency of specialization 
and can offer managed care companies a full range of 
medical services, from walk-in clinics to nursing borne 
care. In New Jersey, these transactions are nonprofit with 
nonprofit. Is the degree of oversight currently in place for 
mergers between nonprofit hospitals sufficient? Should 
there be a more aggressive governmental role in the 
process? 

Non-profit hospital systems throughout the country 
are strategizing to remain viable competitors in the health 
care arena. In Texas and New Mexico, VHA Southwest 
Community Corporation was formed, a new company 
dedicated to preserving a not-for-profit hospital presence 
in Texas and New Mexico; its goal is also to take over 
not-for-profit hospitals in the region who are considering 
converting to for-profit status. In New Jersey, where cur­
rently all hospitals are not-for-profit. will recent mergers 
and consolidations to form large not-for-profit hospital 
systems throughout the state work to strengthen the posi­
tion of the not-for-profit hospitals and block the entry of 
for-profit players? 

Representative Stark (0-Calif.) is calling for investi­
gation of changes in physician referral patterns after non­
profit hospitals are taken over by for-profit hospital chains 
and physician investors. His concern is based on reports 
that physician groups are referring the healthiest and best 
insured patients to the for-profit hospitals with which they 
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have financial ties, while referring uninsured and expen­
sive patients to public or other hospitals in the community 
(Modern Healthcare, October 28, 1996). Such referrals 
would violate federal physician self-referral laws. As 
changes in the economic relationships between physicians, 
hospitals and provider groqps continue, bow will New 
Jersey monitor the market environment for such trends 
that have significant impact on "the public welfare"? 

When "mega" for-profit hospital cftains purchase non­
profit community' hospitals; localities are confronted with 
the "absentee landlord" syndrome and fears -that the new 
owners will have little knowledge or concern about the 
community in which their hospital is located. Should 
incentives be given to owners in order to ensure they "do 
the right thing" for their communities? What level of 
responsibility to the community is appropriate? A recent 
California Medical Association study found that for-profit 
HMOs in California use more of their revenues on admin­
istration than nonprofits: i.it fiscal year 1994-95, nonprofit 
Blue Cross of California spent 93.4 percent of its revenues 
on patient care; in comparison, for-profit Aetna health 
plans of California spent 77.4 percent on patient care. 
What are the implications for access to health care based 
on these figures? 

As the changing market and health care environment, 
as well as reductions in the traditional revenue streams of 
Medicaid and Medicare, are driving the ways in which 
medical residents are trains, states are confronted with 
deciding on how to address the problem. Throughout the 
country, they are evaluating options that include seeking 
new mechanisms for graduate medical education to 
replace lost revenues at teaching hospitals, developing 

· incentives to induce managed care companies to con­
tribute to medical education, and taking a "wait and see" 
position for guidance from the Federal government. (This 
past year Senator Moynihan (D-NY) introduced S. 1870, 
the Medical Education Trust Fund Act of 1996. The pur­
pose of the· trust fund is defined "to assist medical schools 
in maintaining and developing quality educational pro­
grams in an increasingly competitive health care system" 
(Kane, 1996)). What ways is New Jersey exploring to 
address this pressing problem? 

The debate regarding nonprofit vs. for-profit health 
care provide.rs is just beginning. Accurate comparisons 
along the dimensions of quality, access, efficiency and 
community benefit cannot be made without solid research. 
Once again, the lack of reliable data, as well as fragmenta­
tion of data sources, thwarts the goal of validly measuring 
the performance and outcomes of either system. What is 
New Jersey's commitment to proactively standardize 
health data for evaluation and analysis purposes? 
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APPENDIX 1 

Selected Conversions of Not-For-Profit Health Organizations: 
Charitable Beneficiaries and Amount of Assets Transferred 

Name of Foundation Created Year of 
Current Value of 

Health Organization 
or Charitable beneficiaries Conversion 

Asset Value Transferred For-Profit Asset 
(Date of Valuation) 

Hospitals and other medical facilities 
Anciote ~hiatric Center Anciote Manor Hospital 1984 $6.9 million 29.6miUion 
(Tarpon Springs, FL) (1985) 

Northwest Area Community Hospital Mi0.1<7o'la Healtl Foundation 1984 $6 million $14.5 milion 
(12131193) 

Rid;jeway Hospital (OesPiaines, IL) 81<7o'litz-Ridgeway Foundation 1984 $10.5 mimon $16.8 m~lion 
(9/30192) 

Eastmoreland Hospital (PorUand, OR) Northwest Ostec:pathic Foundation 1984 $6.3 million 

Davenpor1 Osteopathic (lA) Quad City Osteopathic Foundation 1984 $4.5 million 

E'ortmouth Hospital (NH) Foundation for Sea Coast Health 1984 $45 m~lion 

Eisenh<7o'ler Oslllc:pathic Hospital Colorado Springs Ostec:pathic Foundation 1984 $13.8 million (Colorado Springs, CO) 

St Joseph Hospital (Omaha, NE) Health Future Foundation 1984 $70 million 

PreWJierianiSt Luke's Healthcare Colorado Trust 1985 $123 million $259.8 milion 
Corporation (Denver, CO) (12131193) 

North Miami General (Miami, FL) Modem Health Care Services 1985 $.25 million 

Prewtterian Hospital (Oklahoma City, OK) Prewtterian Health Foundation 1985 $110 m~lion 

Wesley Medical Cenlllr (Wichita, KS) Kansas Health Foundation 1985 $200 million 
$332.8 million 

(12131193) 

Grealllr Br~ Foundation (Trumbull, CT) University of Connecticut Foundation 1986 

Tucson Oslllc:pathic (Tucson, AZ) Tucson Oslllc:pathic Me deal Foundation 1986 $9 million 

Georga Ostec:pathic Hospital (Tucker, GE) Georga Ostec:pathic lnstiiJte 1986 $5 miUion 

Irvine Medcal Center (Irvine, CA) Irvine Health Foundation 1986 $15 m~~on 
$2225 miUion 

(12131193) 

St-Marks Hospital (Satt Lake City, UT) Episcc:pal Church Trust Fund 1987 NA 

Flow Regonal Medical Center Flow Health Care Foundation 1989 $1.2 million (Denton, TX) 

Montetiore Hospital (Pittsburg,, PA) Jewish Health care FOIJldation of Pi~gh 1989 $75 million $68.8 m~lion 
(1993) 

Michael Reese Medcal Center The Michael Reese Foundation 1991 $2 million (Chicago, IL) 

Cedars Medcal Center (Miami, Fl) Health Foundation of South Florida 1993 $50 m~Hon 

HiHon Head Hospital (HiHon Head, SC) HiHon Head Foundation 1994 $12 m~tion 

Helen Eltis Memorial Hospital Tarpon Springs Hospital Foundation 1994 NA (Tarpon Springs, Fl) 

NastMae Memorial Hospital (Nashville, TN) NastMIIe Memorial Foundation 1994 $100 million $1 oo-$1 00 million 
(1994) 

St Francis Hospital (Memphis, TN) Primary Corp./Assisi Foundation of Memphis 1994 $130 million 

University of Louisville Hospital (louisville, K'f) Columbia/HCA Healthcare Foundation 1994 

Souttmest Texas Methoclst Hospital (STMH) Methodst Healthcare Minisbies of South 
$27 million, pkls about $47.7 million in 

1994 retired hospital debt STMH retains 50% (San Antonio, lX) Texas 
<7o'lnership & remains not-for-profit 

Winlllr Park Memorial Hospital Winlllr Park Health Foundation 1994 $29 m~lion. pkls fuiUre earnings from $47 m~~on 
WPMH.Colurnbi&'HCA for?~t p8merstip (1995) 
$130 m~tion; plus 20% of Mure dstrtlu-

tions from Columbia HCA!Tulane's 

Tulane University Medical Center 
health care system, $20 million/year to 

Tulane University 1994 the Univers~s medcal education and 
(New Orieans, LA) research, a LP to $75 million in loans 

and guaranllles for 11 new centers 
of excellence. 

Heartland Medical Center Dakota Medcal Foundation 1995 
50% <7o'lnership of Dakota HearUand 

Health Care System plus 50% of 
system's annual earnings 
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Rapides Regonal Medcal Center 
$66 million, plus 50% ownership and 

Rapides Foundation 1995 half of dstribu1ions from new Central 
(Aiexanctia, LA) Louisiana Heafthcare Corporation 

Reorfenization of 1984 sale to AMI 
(oow enet Healthcare Corporation). 

St.Joseph's Ho~Hal and St. Joseph Center CreigJton University 1995 CreigJton received $1 00 million for 
for Mental HeaHh (Omaha, NE) 1984 sale and in reorganization 

received 26% ownership of new limHed 
liability corrpany holding both hospitals. 

Memorial Hospital (Jacksonville, FL) Genesis Health Foundation 1995 $5 million 

Rose Medea I Center (Denver, Co) Rose Foundation 1995 NA 

LaGrange Me!'lOrial Hospital (Chicag>, IL) Community Memorial Foundation 
(LaGrange, IL) 1995 $50 million 

Chicago Osteopathic Hospital (Chicag>, I L) Not Named 1995 NA 

JFK Medical Center (Atlantis, FL) JFK Medical Center Foundation 1995 $275 million 

Bishop Clarl<son Memorial Clarkson Foundation 1995 NA 

Olympia Fields Osteopathic (IL) Not Named 1995 NA 

Academy of Medcine of Columbus and 
Franklin County Foundation (Dltllin, OH) 
Drs. Bruce and Lee Foundation 

- (Aorence, SC) . Dr. John T. MacDonald Foundation, Inc, 
(Coral Gales, FL) 
The Memorial FolJ1dation 
(Goodettsville, TN) 

Mercy Hospital Foundation (Charlotte, NC) 

Donald W. Reynolds Foundation 
(Tulsa, OK) 

. . Springs Foundation (Lancaster, SC) 

St. Luke's Charitable Trust (Phoenix, AI:) 

St. Luke's Foundation (Bellingham, WA) 

Tri-State Health Foundation (Cincinnati, OH) 

Paso del Norte Heafth Foundation 
(EI Paso, TX) 
Good Samaritan Healh System 
(San Jose, CA) 
Daugwers of Charity National HeaHh 
Systems (St. Louis, MO)) 

Health Csre Financing Organizations: 
Family Heafth Plan(Sacramento, CA) Sierra HeaHh Foundation 1984 $38.3 million $1 .7 billion 

(6130195) 

Foundation Health 1984 $78 milkon $1.9 billion 
(6130195) 

Greater Delaware VaHey HeaHh Car810el 
Val HMO (ConcorcMIIe, PA) 3 nol·for-profrt ho~Hals 1984 

Pac~ic Heafth Sysiems (Cypress, CA) Pac~iCare CharHable Dedcation Irrevocable 1984 $360,000, plus $1 million non-interest· $2.2million 
Trust bearing promissory note (6130195) 

FHP, Inc. (Long Beach, CA) FHP Foun<iltion 1985 $69.6 million 
(1994) 

GroLp HeaHh Association Consumer Health Foundation $5-$1 0 mil~on 
(Washirlljon, D.C.) (4/15194) 
GroLp HeaHh Plan of Greater St. Louis Group Health Foundation, sold to Coventry 1985 $4 minion 
(St. Louis, MO) Corporation (10/31..W) 

Inland HeaHh Care (Lorna Lin<il, CA) Various charities in San Bemardno and 1985 Riverside Collllies, CA. 

HEALS (Herrick AHa Bates Study) East Bay Community Found!tion, Easter 

Pueblo, CO) Seals, General Foundation for Medcine, 1987 
Plamed Parenthood 

HeaHh Net (Wlodland HWis, CA) California Wanness Foundation 1992 $300 million 

Mna FolJ1dation (Minneapolis, MN) 

Blue Cross of CA ('v\l:>odand ~lis, CA) 

Blue CroSS/Blue Shield of Coloraoo 
(Denver, CO) 

Blue CroSS/Blue Shield Community 
Founclation of Maryland (Owings Mills, MD) 

See References for Source 
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DOES NEW JERSEY NEED TO RENEW ITS COMMITMENT TO THE HEALTH 
OF ITS CHILDREN? 

PART 1: 0- 10 YEARS OF AGE· SAFETY NET? 
Original issue Brief February I 8, I 997 

ISSUE: Over the next year, state governments will have an unprecedented opportunity to set 
social policy for needy children. One reason for the change is that federal officials have dele­
gated to the states increased authority over both Medicaid and welfare. Here in New Jersey, 
for example, state Medicaid officials are using their increased discretion to require most child 
beneficiaries to enroll in managed care. At the same time, state welfare officials are requiring 
adults on welfare to move quickly into the job market, an effort that has a profound impact on 
every child on welfare. 

The fOcus on the states is due to more, however, than the so-called "devolution revolution": 
it is due also to the perception that state policymakers are more likely than their federal coun­
terparts to enact new initiatives for needy children. After all, several states have already 
enacted state-funded programs to provide insurance coverage to previ~usly uninsured young­
sters, and other states may well follow this model. Perhaps innovative states will accomplish 
what federal officials cannot. 

Given this trend toward increased state authority, the debate over U.S. social welfare policy 
is increasingly taking place in state legislatures. This is especially so for child health and child 
welfare policy. In this Capitol Forum, we consider the implication of this trend. We focus on 
young children, those below the age of ten. How will the "new Medicaid" affect children in 
this age bracket? Should states expand their Medicaid programs, either to cover more chil­
dren or to provide more services to youngsters already covered? Should states enact some 
other program to reduce the number of uninsured children? Are insurance expansions the 
best way to improve the health of the uninsured? What are the alternatives? How will young 
children fare under the new welfare? What are the limits (if any) of state reform activity? 
What role (if any) does the federal government need to play? 

Introduction 
Following the defeat of the various national health 

insurance proposals, in 1993/94, many liberals looked to 
the states as the source of health policy innovation. After 
all, there are a handful of states engaged in comprehensive 
insurance expansions. Minnesota provides state-subsi­
dized insurance to families with incomes below 275 per­
cent of poverty. Tennessee provides a choice of state-sub­
sidized managed care plans to nearly 1.5 million low­
income persons, one-third of whom were previously unin­
sured. Hawaii requires most employers to provide health 
insurance to their employees. Reformers hoped these 

models would be emulated and replicated (Sparer, 1996). 
This seemed plausible, particularly after Washington state 
and Oregon enacted employer mandates, to be phased in 
by the end of the century, based on the Hawaii model. 
Similarly, several states proposed managed care initiatives 
modeled on the Tennessee initiative. .~ 

Three years later, liberal reformers are less optimistic. 
The obstacles to state-led reform are more .apparent. 
Many states have retreated. Washington state repealed its 
employer mandate. Minnesota abandoned its goal of 100 
percent universal coverage. Other states repealed or inad-
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equately-funded public insurance expansions. 

Even with these retreats, however, many universal 
insurance advocates still pin their hopes on the states. 
These advocates now focus on more incremental expan­
sions, hoping to build slowly toward universal insurance. 
In nearly every state, for example, advocates will seek leg­
islation that would provide insurance coverage for many 
of the nation's 10 million uninsured children (GAO, June 
1996). Similarly, reform-minded legislators in nearly 
every state continue with efforts to make health insurance 
more available and affordable for the small business com­
munity (Morrisey and Jensen, 1996). 

Universal insurance advocates are not the only ones, 
however, who look to the states for innovation. National 
leaders (including President Clinton and the Republican 
Congressional leadership) have joined with most of the 
nation's governors to support federal legislation that dele­
gates to the states increased authority to run health and 
welfare programs. This bipartisan coalition hopes that the 
so-called devolution revolution will reduce federal spend­
ing. Supporters also argue that the delegation of authority 
will enable states to innovate and contain costs. This 
argument is the main draw for the governors. 

The devolution coalition last year persuaded Congress 
to replace the nation's main cash assistance welfare pro­
gram, Aid to Families with Dependent Children (AFDC), 
with a new program entitled Temporary Assistance for 
Needy Families (T ANF). The change simultaneously 
capped federal welfare spending and delegated increased 
authority to the states. Under the new system, welfare is 
no longer an entitlement program (providing federally­
protected coverage to any person who meets basic eligibil­
ity standards) but is instead a block grant (which provides 
states with a fixed amount of federal dollars, which dele­
gates to the states significant discretion in spending those 
dollars, and which significantly reduces the federal role as 
protector of individual beneficiaries). 

The effort to convert Medicaid into a block grant was 
more controversial and was defeated. Interestingly, how­
ever, while President Clinton opposed the Medicaid block 
grant proposal, he supported other legislation that would 
increase state authority over Medicaid policy. For exam­
ple, the President proposed legislation that would make it 
easier for states to require Medicaid beneficiaries to enroll 
in managed care. The President also proposed expanding 
state authority to determine Medicaid reimbursement lev­
els. While defeated in 1996, these proposals may well be 
revived in 1997. Importantly, however, even without new 
federal legislation, federal regulators are already expand­
ing state authority over Medicaid, approving numerous 
state requests for waivers and exemptions. 
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The Medicaid Program: An Overview 
Enacted in 1965, Medicaid is a publicly-funded health 

insurance. program for the poor. In 1995, the program 
covered approximately 35 million persons, at a cost of just 
under $160 billion (Holahan and Liska, 1996). The cost is 
divided between the states and the federal government: the 
federal government pays between 50 and 80 percent, the 
-poorer the state, the higher the federal contribution (here 
in New Jersey, the state and the federal government each 
pay 50 percent) . T-he different levels of government also 
divide responsibility for setting Medicaid policy. The 
inter-governmental balance-of-power has shifted over 
time. 

The First Medicaid Era (1965-1983): 
State Discretion and Interstate Variation 

Between 1965 and the early 1980s, states bad enor­
mous discretion to set eligibility policy, benefit coverage 
policy, and reinilrursement policy. For example, while 
federal law .required states to C<?ver all persons receiving 
AFDC, states largely determined which persons received 
AFDC. Similarly, while federal law required states to pro­
vide beneficiaries with a basic benefit package, states 
could choose between two dozen other optional benefits. 
States also had significant discretion in setting provider 
reimbursement (especially for nursing homes and office­
based providers). 

States exercised their policy discretion in very differ­
ent ways. No two states have identical programs. Even 
states that seem similarly situated have developed dissimi­
lar programs. Income eligibility levels in Vermont are far 
higher than in Maine. New Jersey pays hospitals more 
generously than does Pennsylvania. Every state offers a 
different benefit package. California's program spends 
approximately $2,801 per beneficiary; New York spends 
almost three times as much ($7,286), while New Jersey 
spends $5930 (GAO, 1995). 

The Second Medicaid Era, 1984-1992: 
Federal Mandates and Rising Costs 

Beginning in the mid-1980s, federal policymakers 
imposed numerous Medicaid mandates, thereby shifting 
significantly the intergovernmental balance-of-power. 
The new mandates focused on two areas: first, increased 
eligibility for pregnant women and children, and second, 
increased reimbursement for the medical safety net. These 
mandates contributed to a sharp rise in Medicaid expendi­
tures. The level of intergovernmental tension increased 
sharply as well. 

A Focus on Kids 
While a program for the poor, Medicaid has never 

covered all of tlie ·poor. For example, a family of three 
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with monthly income below $1,082 is considered to be 
living in poverty. Here in New Jersey, however, a mother 
of two with income above $567 earns too much to receive 
a Medicaid card. The story in other states is similar. 
Indeed, by the late 1980s, Medicaid covered less than 50 
percent of the nation's poor. 

During the early 1980s, several southern governors 
(including then-Governor Bill Clinton) began campaigns 
to encourage pregnant women to obtain prenatal care and 
to thereby reduce the number of low birth-weight babies. 
One obstacle was a federal law which prohibited states 

. from significantly increasing their Medicaid eligibility 
levels unless they also raised cash assistance welfare lev­
els. The governors, along with a coalition of child health 
advocates and provider organizations, persuaded Congress 
to change this rule and to allow states to provide Medicaid 
to pregnant women and infants well above the poverty 
level. As a result, states today can cover pregnant women 
and infants in families with income up to 185 percent of 
the federal poverty level. New Jersey bas adopted this 
option: pregnant women in a three person family can have 
up to $2002 in monthly income and still qualify for 
Medicaid. 

During the late 1980s, Congress converted some of 
the eligibility options into eligibility mandates. In 1989, 
for example, Congress declared that states must cover 
children below the age of six in families with income 
below 133 percent of the federal poverty level. The next 
year, older children in families with income below 100 
percent of the federal poverty level were also given 
Medicaid -eligibility, though this mandate will not be fully 
implemented until the year 2002. As a result of these 
~da~.s. the n~ber of children on Medicaid nearly dou­
bled between 1989 and 1994, growing from 8.9 million to 
16.1 million. At the same time, Congress also required the 
!!tales to provi<Ie child beneficiaries with all needed med­
ical services, even if such services are not available to 
adults. 

More Money for the Medical Safety Net 
During the 1980s, Congress required the states to 

increase the Medicaid reimbursement paid to many safety 
net providers. Three examples illustrate the point. First, 
Congress required that Medicaid provide supplemental 
payments to hospitals that serve a disproportionate number 
of low-income p~tients . By 1992, safety net hospitals 
were receiving over $17 billion annually from the so­
called disproportionate share program. Hospitals in New 
Jersey receive approximately $900 million of these sup­
plemental funds. 

Second, Congress also required that Medicaid reim­
burse federally-funded community health centers for 100 
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percent of their actual costs. Previously, states had bad 
nearly complete discretion in determining health center 
reimbursement. The result was another dramatic increase 
in Medicaid spending. Finally, Congress also required 
Medicaid to increase the payment paid to most obstetri­
cians and pediatricians. The goal was to encourage greater 
participation from a sector that bad previously under­
served the Medicaid population. 

The federal courts also contributed to the rising 
Medicaid bill. In 1990, the Supreme Court held that fed­
eral courts could evaluate the reasonableness and adequa­
cy of hospital and nursing home payment rates. By 1991, 
more than two dozen states were defending their rates in 
court. Medicaid directors sometimes raised rates to settle 
cases. Other times rates were increased by the courts. 

The new federal mandates, along with the growing 
judicial scrutiny, enabled hospitals, community health 
centers and other safety net providers to cope (more or 
less) with the rising number of uninsured. This pattern 
continues today: Medicaid revenue subsidizes much of the 
care rendered to the uninsured. 

The new mandates also contributed to a rise in pro­
gram costs. Between 1988 and 1993, annual Medicaid 
costs rose from $54.1 billion to $131 billion. Here in New 
Jersey, Medicaid costs grew 19.65 percent in 1990, 18.57 
percent in 1991, and 44.26 percent in 1992. State officials 
in New Jersey and elsewhere blamed the trend on the fed­
eral mandates. Federal regulators denied the charge, not­
ing, for example, that the newly-eligible pregnant women 
and children accounted for only 9.3 percent of the actual 
spending growth (Holahan, 1993). 

Federal officials also pointed to illusory financing 
schemes developed by states to generate billions in addi­
tional federal dollars. One state strategy was to convert 
programs previously funded exclusively with state dollars 
into Medicaid services with significant federal participa­
tion . A second strategy is illustrated by the following 
hypothetical. Assume that Medicaid in New Jersey pays 
hospitals $100 for each emergency room service. The fed­
eral government and the state would each pay $50. 
Assume further that the state increases reimbursement to 
$110, but receives a $5 donation from the hospital. The 
hospital would end up with a $5 increase ($100 to $105) 
funded entirely with federal dollars. 

The Third Medicaid Era, 1993-present: 
State Authority and Managed Care 

By the mid-1990s, Medicaid bad entered a third era. 
The effort now is to return policymaking authority to the 
states. Congress is wary of !lew Medicaid mandates. 
Federal regulators are inclined to approve state requests 
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for waivers. Courts are deferential to Medicaid bureau­
crats . There is even a bipartisan coalition that favors 
repealing many of the mandates now in place. 

At the same time, states increasingly are using their 
expanded authority to encourage or require Medicaid ben­
eficiaries to enroll in managed care. Between 1983 and 
1995 Medicaid managed care enrollment grew from 
750,000 (3 percent of all enrollees) to 11.6 million (36 
percent). The policy assumption is that managed care 
simultaneously will encourage lower costs and better care. 
Indeed, the managed care poster child is the youngster 
whose sore throat was previously treated, if at all, in the 
emergency room of the local safety net hospital . In a 
managed care environment, that child would (or should) 
have access to a primary care provider, and should receive 
better care, more appropriate care, and less expensive care. 

Not surprisingly, there is significant interstate varia­
tion in the Medicaid managed care initiatives (Sparer, 
1997). In some states managed care enrollment is manda­
tory, in others it is optional. Some states include nearly all 
Medicaid-covered services in the managed care benefit 
package, others keep certain services (like mental health 
coverage) in the fee-for-service system. Some states use 
an enrollment contractor to conduct marketing and enroll­
ment. others rely on county welfare workers, and still oth­
ers permit direct enrollment by managed care plans. Some 
states set statewide capitation rates, others rely on compet­
itive bidding. Some states micro-manage the performance 
of managed care plans, others have a more laissez-faire 
approach. Some states have policies designed to protect 
the medical safety net during the transition to managed 
care, others rely more on the market itself. 

Here in New Jersey, the transition to managed care is 
proceeding incrementally. In 1995, the state received per­
mission to require those beneficiaries also on AFDC to 
enroll in managed care. The strategy is to begin with this 
population, comprised primarily of women and children, 
and then to add the Medicaid-eligible aged and disabled at 
a-later date . Moreover, the state phased in mandatory 
managed care on a county-by-county basis: enrollment did 
not begin until there was an adequate managed care infra­
structure in place. As of early 1997, mandatory managed 
care is in place in all but six counties, and approximately 
410,000 of the states 440,000 AFDC-related beneficiaries 
have enrolled. 

The transition to managed care, in New Jersey and 
around the nation, is one reason that Medicaid spending 
growth has declined from 22.5 percent in 1992 to 3 per­
cent in 1996 (Holahan and Liska, 1996). Interestingly, 
however, Medicaid costs for populations generally not 
covered by managed care (such as the aged and disabled) 
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are declining at a faster rate than are costs for managed 
care enrollees (Holahan and Liska, 1996). This suggests 
other factors are also at work. First is federal legislation 
which limited the use of provider tax and provider dona­
tion programs. Second is a decline in enrollment growth. 
Third is the declining rate of health care inflation. 

Medicaid: The Impact of Welfare Reform 
The recent changes to the U.S. welfare system are 

best understood if placed in historical context. That con­
text begins with the ongoing influence of the English Poor 
Law tradition, under which local governments (not the 
states or the federal government) are responsible for pro­
viding assistance to the so-called "deserving poor" (those 
outside of the job market through no fault of their own). 
Under this tradition, local governments have historically 
provided aid to children, and to the aged, blind and dis­
abled. 

In response to the economic depression of the 1930s, 
however, the national government established a national 
social welfare system. There are two components to this 
New Deal welfare system. First are the so-called social 
insurance programs, such as Social Security. These pro­
grams are quite popular, in large part because of the per­
ception that benefits are "earned" by virtue of contribu­
tions made (even though most beneficiaries receive back 
far more than they put in). These programs are adminis­
tered by the federal government in a relatively uniform 
manner around the country. The states neither contribute 
to the cost of such programs nor play any other significant 
role. 

The second component to the New Deal welfare sys­
tem are the so-called welfare programs, such as the recent­
ly abolished Aid to Families With Dependent Children 
(AFDC). AFDC provided cash assistance to the "deserv­
ing poor". The program was fmanced jointly by the feder­
al and state governments, and was administered by state 
bureaucrats. State officials also had significant policy dis­
cretion. There thus was significant interstate variation in 
program coverage. In 1992, for example, a three-person 
family living in California with monthly income below 
$694 could receive AFDC; that same family living in New 
Jersey needed income below $424 to qualify; that same 
family living in Alabama needed income below $149 
(Sparer, 1996). Nonetheless, state discretion was not lim­
itless. For example, federal law controlled the process 
states bad to follow before cutting someone off the roles. 
Federal law also provided beneficiaries with various other 
rights and protections. 

During the early 1990s, several states sought more 
authority to set welfare policy. The goal was to use wel­
fare to induce certain forms of behavior. In order to 
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implement these initiatives, however, the states needed 
waivers from various federal requirements. Federal offi­
cials were happy to comply. Between 1992 and 1995, 31 
states received welfare waivers: 24 states imposed work 
requirements; 23 implemented time limits on the receipt of 
welfare; and 13 instituted family caps (GAO, July 1996). 
Wisconsin's waiver permits it to reduce payments to par­
ents when kids miss school. Ohio provides a bonus to 
families if the kids attend school, and makes a deduction if 
they don' t. New Jersey refuses to supply cash benefits to 
children born more than ten months after their family first 
receives AFDC. 

Even with the increasing number of waivers, AFDC 
remained a federal entitlement program: if you met the 
basic program requirements, federal law protected your 
right to receive coverage. This programmatic underpin­
ning is what Congress changed in 1996. The individual 
entitlement is eliminated. Moreover, the role of federal 
law has changed. Instead of protecting individual rights, 
federal law now imposes limits on the use of federal 
funds . For example, new immigrants are prohibited from 
receiving coverage for five years after arrival. 
Beneficiaries are also generally prohibited from receiving 
benefits for more than five years. 

The 1996 welfare reforms also made changes in vari­
ous other federal welfare programs. Food stamp funding 
between 1997 and 2002 is cut by $23 billion. The Social 
Services Block Grant is cut from $2.8 billion to $2.35 bil­
lion. The Supplemental Security Income program (SSI) 
has in place a more restrictive defmition for determining if 
a child is disabled, and thus entitled to benefits. 

Despite these cutbacks, the overall impact of welfare 
reform on child health is far from clear. For example, it 
was initially estimated that the various changes could 
force as many as one million additional youngsters into 
poverty. This estimate may turn out to be too high. One 
reason is that the dollar amount of the welfare block grant 
is determined by welfare enrollment as of 1994. Since 
enrollment in most states is lower today than it was in 
1994, the states will receive more federal money under the 
block grant initiative than they would have received under 
AFDC. Here in New Jersey, welfare officials hope to use 
the supplemental federal funds to expand job support pro­
grams and child care initiatives. These expansions, part of 
the state' s new WorkFirst welfare program, could well 
ease the impact of cuts in other programs.1 

Importantly, however, the welfare windfall will end 

when the next recession forces a rise in the number of 
enrollees. At that point, the number of children in poverty 
could well rise significantly, though the amount of such 
rise will be influenced by how successful states are in 
fmding jobs for welfare recipients. 

The impact of welfare reform on Medicaid is also 
unclear. For example, individuals who were eligible for 
AFDC as of July 1996 are still eligible for Medicaid, even 
if they are ineligible for the state ' s new welfare program. 
It is unclear, however, what percentage of this population 
actually will remain on Medicaid . It is also unclear 
whether these beneficiaries will enroll while they are 
healthy (and hopefully receive good primary care) or if 
they will enroll only when sick (perhaps with the applica­
tion filed by a hospital administrator). 

The Medicaid status of legal immigrants is also 
unclear. States have the option of covering legal immi­
grants who were in the country prior to the enactment of 
reform. New Jersey has adopted this option. At the same 
time, however, newly arriving immigrants are barred from 
receiving coverage for five years (though providers can be 
reimbursed for emergency services provided to such 
immigrants). 

Should New Jersey Adopt A New Child 
Health Initiative? 

There is growing support for an effort to provide 
health insurance to some or all of the nation's ten million 
uninsured children. There are several reasons for the sup­
port. First, children, especially young children, are con­
sidered a deserving group. Second, child health ·care is 
relatively inexpensive. Third, focusing on kids is an incre­
mental approach. Finally, the ongoing erosion of the pri­
vate insurance market has led to a growing number of 
uninsured children. For all of these reasons, a number of 
states have enacted child insurance expansions. New 
York subsidies the cost of insurance. for youngsters in 
families with income below 222 percent of pove"tty. 
Minnesota has a similar program for children in families 
with income below 275 percent of poverty. In July 1996, 
Massachusetts lawmakers repealed an employer mandate 
enacted in 1988, which was never implemented. At the 
same time, they introduced a law aimed at expanding cov­
erage to reach low-income children who are currently not 
covered by Medicaid. The new law expands eligibility for 
the Children's Medical Security Plan (CMSP) (the state­
funded children's health insurance program) and expands 
Medicaid eligibility through its Section 1115 waiver. The 

' New Jersey's State Welfare reform plan was submitted to the Federal Government to comply with the "Personal Responsibility and Work 
Opportunities Reconciliation Act of 1996" and its Temporary Assistance for Needy Families program. Known as Work First New Jersey, the plan 
overhauls New Jersey's welfare system and makes changes that include a five year lifetime limit clock on assistance benefits and establishing unified 
work P£Ogram and career centers to facilitate helping former AFDC recipients to find employment. 
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CMSP is now extending its age limit to children up to age 
18. The new measures are to be funded by a 25 cent per 
pack increase in the cigarette tax and other tobacco prod­
ucts. It is estimated that currently 130,000 to 160,000 
children lack health insurance in Massachusetts. Here in 
New Jersey, state officials hope soon to implement the 
Children First initiative, which would subsidize kids in 
families up to 250 percent of poverty.2 

At the same time, however, there are significant 
obstacles to the enactment of new child insurance in~tia­
tives. The first problem is cost: in addition to the costof 
insurance for the uninsured, there is also the so-called 
"crowding out" effect, under which children now with pri­
vate insurance could be dumped into the new public pro­
gram. Several states deal with the cost problem by enact­
ing new taxes, typically tobacco or other so-called sin 
taxes. California, Massachusetts, and Minnesota have all 
followed this model. It is quiteodifflcult, however, to enact 
any new taxes in the current anti-tax environment. The 
second obstacle is political: the_ nation'-s anti-government 
sentiment reduces the likelihood of a major new govern­
mental program. Finally, the diversity of insurance expan­
sion options make it difficult for reformers to coalesce 
around any particular approach. The lack of consensus 
makes it difficult to build a coalition for particular legisla­
tion. 

In weighing the alternatives, legislators must also 
consider one other factor: the Medicaid expansions 
already in place undermine the need for a new initiative. 
For example, only 7 percent of poor children below the 
age of five are uninsured (Davis, 1996), and nearly all of 
these youngsters are eligible for Medicaid though not 
enrolled in the program. Similarly, while 26 percent of 
poor children between the ages of 13 and 18 are uninsured 
(Davis, 1996), this group will become Medicaid eligible 
between 1997 and 2002. This data suggests that child 
health advocates may want to focus on initiatives other 
than expanded insurance (such as expanding benefits or 
subsidizing providers). 

The limits of health insurance are illustrated also by 
studies of the impact of the recent Medicaid expansions. 
The evidence suggests, for example, that increased 
Medicaid eligibility for pregnant women does not auto­
matically produce an equivalent increase in the use of pre­
natal care (Piper, 1994; Haas, 1993). One explanation is 
that persons eligible for public insurance sometimes do 

not enroll. For example, nearly 30 percent of the nation's 
uninsured children are eligible for Medicaid but are not 
enrolled (GAO, June 1996). 

A second explanation is that some beneficiaries, espe­
cially those that suffer from mental illness or substance 
abuse, do not seek needed care. Finally, the geographic 
maldistribution of providers makes it difficult for many of 
the poor to receive care. There are simply too few primary 
care providers in many low-income communities. 

The limits of health insurance suggest other policy 
approaches, some of which New Jersey policymakers are 
already pursuing. Other alternatives are programs like 
HealthStart, which provide an expanded benefit package 
to Medicaid-eligible pregnant women and infants. The 
program provides nutritional counseling, health education, 
outreach and follow-up, and other similar services. The 

. program now serves approximately 85,000 beneficiaries: 
with increased funding, the effort could be expanded. 

A second alternative is to provide additional funding 
to safety net providers that care for the poor and the unin­
sured. For example, state officials have proposed that hos­
pitals develop managed care networks to serve the poor 
and uninsured. These networks would receive the funds 
now spent under a state program that reimburses hospitals 
for bad debt and charity care. The state could decide, 
however, to increase the level of such funding from the 
$310 million now in place. The state also could add to the 
initiative an effort to expand the supply of health care 
providers in low-income communities. 

A third alternative is to focus greater efforts on out­
reach and enrollment. One model is the Florida Healthy 
Kids program, now in place in 16 of the Florida's 67 
counties. This program provides state-funded health 
insurance to children in families with income below 185 
percent of poverty. More importantly, however, the pro­
gram uses the schools to enroll uninsured youngsters, 
thereby capturing a far larger percentage of the uninsured 

- population than state-funded programs in other states. 

In the end, the policy debate is over bow best to 
improve the health of New Jersey's children. There is no 
simple answer to this question. It is this question, howev­
er, which will inform the Capitol Forum to be held on 
February 18, 1997. 

'Given reduced funding levels for Health Access New Jersey, the Department of Health has shifted the focus of the program and its subsidy monies to 
the purchase of health insurance for children (rather than both children and adults as was originally intended with Health Access). The new initiative, 
known as Olildren First, will provide access to affordable health care for qualified uninsured children. According to the Department, there are approx­
imately 200,000 uninsured children in New Jersey and more than 80 percent of those children live in families where at least one parent is employed. 
In the restructuring of Health Access there will be two programs: The Access Program and Children First. The Access program will exist for current 
enrollees, but applications for new enrollment that were received on and after December 31, 1995 will not be processed. [Reference is made to 
"Summary"-- Health Access New Jersey-- at28 N.J.R. 4202 (September 16 1996)]. 
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QUESTIONS FOR DISCUSSION 

1. Should the state either expand Medicaid, or develop 
some other program, in an effort to provide health insur­
ance to the state's uninsured children? Are insurance 
expansions the best way to improve the health needs of the 
uninsured? · 

2. Should the state provide more services to youngsters 
already covered by Medicaid? For example, should the 
state expand the HealthStart program? 

3. Is the movement to Medicaid managed care improv­
ing the health of low-income youngsters? 

4. When should the state include disabled youngsters in 
the managed care initiative? 
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5. What is the connection, if any, between the survival 
of the medical safety net and the health care received by 
young children? Would child health needs be best served 
by a vigorous effort to help safety net providers survive in 
the emerging health care marketplace? 

6. How will welfare reform impact on the health of New 
Jersey ' s children? 

7. Do the health needs of young children and their older 
counterparts require separate strategies? If so, what are 
the relevant differences? 
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DOES NEW JERSEY NEED TO RENEW ITS COMMITMENT 
TO THE HEALTH OF OUR CHILDREN AND ADOLESCENTS? 

PART II- 10 TO 18 YEARS OF AGE- SAFETY NET? 

Original Issue Brief March 26, 1997 

ISSUE: Is there need to renew our commitment to the health care safety net for all - particu­
larly children and adolescents- or are the changes that are taking place as a result of market 
forces sufficient to provide health care to New Jersey's citizens? Should the recommitment (if 
any) come in the form of a subsidized insurance program for kids or as a tax dollar initiative 
to "beef up" the service delivery capacity of community-based agencies? Or, should there be a 
coordinated combination of both subsidies and increased funding? 

Health care for adolescents is the focus of this second part of the Capitol Forums series on 
health care issues for children and adolescents in New Jersey. There is growing support tOr an 

. effort to provide health insurance to some or all of the nation's ten million uninsured children. 
It is estimated that over three million of these children are eligible for, but are not receiving 
Medicaid, and seven million are from families in which one or both parents work. With the 
changes to Supplemental Security Insurance (SSI) through welfare reform, children taken off 
the SSI rolls will also lose their Medicaid eligibility. Many of these children, who are at high­
risk for physical and emotional disorders, comprise some of the most vulnerable members of 
our society and depend upon "safety net" providers for their health care. Who should take the 
leadership to ensure that the safety net - threatened by funding cutbacks, reduced support 
from the Federal government and a disadvantaged position in competitive health care market­
place - remains intact? 

INTRODUCTION 
The subject of adolescent health care is one which is 

broad in scope and complex in nature. Historically, there 
is no "system," per se, of health care for adolescents. 

·Health care to adolescents is delivered through a network 
of various categorical programs - some community­
based, some school-based; some preventive care, some 
primary medical care; some education-oriented, others 
designed for outreach; some focused on a "single-issue," 
such as teen violence, others on a cluster of mental health 
issues (depression; eating disorders) - which form a 
type of patchwork. The lack of coordination and service 
integration among these programs raises access issues for 
adolescents, whose health needs are varied and cut across 
health, mental health, health education and social welfare 
issues. 

This issue brief will continue our analysis of access to 
health care to our children and youth by focusing on ado­
lescents. It will identify the factors which make adoles­
cent health care needs "different" from those of younger 
children and adults and discuss barriers to care and strate­
gies to improve access to care for New Jersey's almost 1.9 
million (1995) children and adolescents under the age of 
18. 

OVERVIEW: NATIONAL PROPOSALS 
AND STATE RESPONSES 

In a recent report released by the New York City 
Public Advocate, it was found that the number of children 
and adolescents without health insurance has increased 
twice as fast as the number of adults (The New York 
Times, February 25, 1997). Public Advocate Mark Green 
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~observed: 'Jbis is a crisis that is growing exponentially. 
But unlike kids being shot on the streets, the rising unin­
sured rates amon~ Iqds and working families is a quiet cri­
sis that is too easy to overlook." 

The issue of providing adequate health care for our chil­
dren and adolescents is being addressed across the coun­
try . National proposals range from Senators Kennedy and 
Kerry ' s proposal to establish a subsidy program to help 
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The chances of being uninsured are about 40 percent 
higher for a person under the age of 18 than for an adult. 
Nationally, research indicates that children were less like! y 
to be covered by insurance as they got older. Table 2 
shows that in 1993, rates of non-coverage increased from 
12 percent for children under age-6, to 17 percent for chil­
dren between the ages of 12-17. 
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Source: GAO 

working families purchase private health insurance for 
their children to the far-reaching goal of Representative 
Stark' s proposal to mandate all group health plans and 
insurers to make coverage available for dependents and 
other individuals under the age of 21. A group led by 
Senator Thomas Daschle and Representative Richard 
Gephardt is sponsoring "Families First," a broad proposal 

-l~thlt> .2: PERCE:\T OF CIIILDRE:\ :\OT CO\'ERED BY IIE.\LTIII:\Sl'R\:\CE 

1987 1988 
AIIChikten 13 13 
Age o-s 
Age 6-11 
Age 12-17 

Race!Eihnicity 
Whtte 
Black 
Hispanic 

Family Structure 
Two Parent 
Single Female Headed -
Single Male Headed 

1989 1990 1991 
13 13 13 
13 
13 
14 

13 
17 
30 

11 
16 
24 

1992 1993 
12 14 

12 
13 
17 

13 
16 
26 

12 
14 
22 

1994 
14 

13 
17 
28 

Source: Data lor 1989 and 1993 produced by Child Trends, Inc., based on data from the March 1990 and current Population Surveys. Data lor 1994 produced by Child Tends, Inc., 
based on unpublished tables supplied by the U.S. Bureau ol the Census. Data tor other yea~ provided by U.S. Bureau ol the Census based on analyses ol March Current Population 
Surveys lor 1988, 1989, 1991,1992, and 1993. 
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aimed at families and children that also includes "kids­
only" health insurance to create access for all children and 
youth to affordable health insurance. Currently, the 
Republican side bas not offered any alternative plans 
(George Washington University Newsletter, January 
1997). 

On the federal level, the insurance model - offering 
subsidies to families to purchase health insurance - is the 
more favored model than the model to increase expansion 
or eligibility in already-established programs, such as 
Medicaid. Retiring Senator Sam Gibbons of Florida, how­
ever, has introduced such a bill, which would create a 
Children's Health Insurance Trust Fund that would be pat­
terned after the Medicare Insurance Trust Fund. 

In many ways, these Federal plans resemble the types 
of plans states have been experimenting with and develop­
ing over the past several years, partly because of the 
absence of direction offered by the Federal side. 

The February 1997 Capitol Forums Issue Brief on 
children's health care discussed how as a matter of the 
"Devolution Revolution," it has fallen to the states to 
develop plans to meet the health care needs of their grow­
ing numbers of children and adolescents who experience 
multiple barriers to affordable and appropriate health care. 
By 1995, some 14 states had already established state­
funded children's health insurance programs to subsidize 
the purchase of private insurance policies that generally 
offer more limited benefits than Medicaid (Ibid). In 24 
states, it is the strategy to encourage public-private part­
nerships, with private sector organizations offering chil­
dren-only insurance policies to some 250,000 children 
across the country (Ibid). -

In analyzing the trend in several states to address the 
problem by enacting child insurance expansions, the 
February 1997 Issue Brief presented different models, 
including insurance subsidy models (such as Children 
First in New Jersey); the provision of additional funding to 
safety net providers that care for the poor and uninsured; 
or expanding programs by extending eligibility limits such 
as Medicaid expansion models or like HealthStart in New 
Jersey, which provides an expanded benefits package to 
Medicaid-eligible pregnant women and infants. Florida's 
Healthy Kids program provides another model which 
approaches the problems of access to health care by mak­
ing greater efforts on outreach and enrollment - the pro­
gram uses schools to enroll uninsured children. Each of 
these models affects the health care of our "older" chil­
dren, aged 10 to 18, in different ways. 

The state of New York has implemented an expansion 
of its Child Health Plus (CHPP) to cover children up to 
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age 19. The CHPP expansion, which is expected to cover 
a total of 251,000 children (somewhat less than half of the 
state' s uninsured children and youth), will be financed by 
a new 18.8 percent private payer surcharge (George 
Washington University Newsletter, January 1997). 
Although in-patient benefits will be added to this program 
which already provides out-patient benefits, the CHPP 
excludes mental health, substance abuse and alcohol treat­
ment services. 

In the state of Wisconsin, Governor Tommy 
Thompson proposed his Wisconsin Works program as part 
of the state ' s efforts towards implementing welfare 
reform. In working with the Hudson Institute, a nonprofit 
public policy think tank in Indiana, Thompson and a team 
of welfare reform staff built in child and health care subsi­
dies to families eaming up to 165 percent of the federal 
poverty level into the Wisconsin Works program. The 
subsidies will no longer be connected to public assistance 
but will be treated as "employment-supporting" programs 
for low-income working parents. The program's child and 
health care subsidies do not have time limits attached to 
them (Public Welfare, Spring 1996). 

ADOLESCENT HEALTH ISSUES 
In the February 1997 Issue Bhef on children' s health 

care, Professor Sparer noted that one of the reasons that 
there is growing support for providing health insurance to 
our nation ' s children is that "children, especially young 
children, are a deserving group". This statement is partic­
ularly significant when adolescent health and health care 
is added to the equation. Culturally, adolescents are not 
viewed, for the most part. as a "deseiY'ing" group; their 
transition to adulthood is often rife with "behavior" pro~ 
.lems which are categorized .as "rebellious, non-compliant 
and attention-seeking." Meeting their health and mental 
health care needs poses a set of complex problems. -. 

The Children's Medical Security Plan (CMSP) in 
Massachusetts- the state-funded children' s health insur­
ance program- expanded in 1996 to include children up 
to age 18. While costs for Fiscal Year 1997 were project­
ed at $40.96 per child per month, the program's health 
benefit coordinator acknowledged that "the expansion will 
drive up costs because adolescents have different health 
care needs" (ld). 

The health care needs of adolescents do differ from 
those of children and adults. Many adolescents engage in 
risky behaviors that may have "harmful, even fatal, conse­
quences for themselves -and others" (Harvey and Rauch, 
1996). The major causes of adolescent mortality (injury, 
homicide and suicide) have a behavioral basis, which 
require preventive health services. Currently, adolescent 
health care is crisis-oriented; yet, research continues to 
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find that in order to be effective, programs for adolescents 
must provide comprehensive coordinated care, available 
at a single site, which focuses on health promotion, illness 
and injury prevention and education about good health 
habits. In general, adolescents do not seek out health care 
services; consequently, provision of preventive and edu­
cational services must be through consistent outreach and 
coordinated information and referral services. 

While the commonly held belief is that adolescence is 
a time of good health, the U.S. Office of Technology 
Assessment estimates that one in five adolescents suffers 
from at least one serious health problem (1995). In an 
analysis of adolescent health care, Dr. Gail Slap at the 
University of Pennsylvania summarized that adolescents 
are at particularly high risk for unintentional pregnancy, 
sexually transmitted diseases (STDs), injury, violence, sui­
cidal behavior and substance abuse (1995). In the age 
group ranging from 15-24 years of age, injury causes 4 
million person-years of lost work - the single-most costly 
American health problem. Similarly, injury and violence 
cause 76 percent of deaths and account for a significant 
share of chronic illness and disability in adolescents (Ibid). 

The Child Welfare League of America, using data 
looking at indicators of health, sketched a portrait of a 
high school graduating class of 40 students in the year 
2000 : thirty-six would have used alcohol, eight tried 
cocaine, seventeen marijuana, eleven would be unem­
ployed, fifteen living in poverty, six would have run away 
from home, eight would not even have graduated, but 
dropped out, two would have given birth and one would 
have committed suicide (Hein, 1993). 

According to the Department of Health and Senior 
Services' 1996 Healthy New Jersey 2000 Update, the 
leading problems influencing the health and well-being of 
adolescents in New Jersey are: unintentional injury, sexu­
al and physical abuse, violence, homicide, suicide, unin­
tended pregnancy, sexually transmitted diseases and 
addiction (alcohol, tobacco, marijuana and cocaine) . 
Adolescent pregnancy is a primary public health issue that 
affects the health, educational, social and economic future 
of both mother and child. 

Adolescent Pregnancy- A Complex Problem with No 
Easy Answers 

Adolescent pregnancy rates are 3 to 10 times higher 
in the United States than those documented among indus -
trialized nations of Western Europe. This health problem 
among our young girls is associated with a high number 
of individual and societal costs. However, recent studies 
have shown that the root causes for adolescent pregnancy 
cut across many issues, and the reduction of adolescent 
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pregnancy.canno£ be limiteq to family planning education. 
The foremost factor affecting adolescent pregnancy is 
poverty: forty percent of American teenage girls live near 
or below poverty income levels, and these individuals 
account for 6 of 7 births to teenage mothers (Journal of 
the American Medical Association, July 24/31, 1996). At 
the same time, access to contraceptives remains limited. 
Only 15 percent of health insurance plans cover the most 
effective contraceptive methods and two-thirds do not 
cover birth control pills (Ibid). Another disturbing statis­
tic that emerges when the issue of adolescent pregnancy is 
scrutinized is the role played by adult males in childbear -
ing by adolescents. In a 1995 study, it was found that of 
46,511 marital and unwed births to school-aged girls in 
California, 71 percent were fathered by men whose mean 
age was almost 23 years of age (almost five years older 
than the mother). These and other statistics are sobering 
and underscore the challenge and complexity of remedy -
ing just one of countless adolescent health problems. 
Cooperative · strategies must be developed with families, 
communities, health care providers!. policy makers and 
politicians to target the root causes of the social problem 
to reach a viable solution. An example of a successful 
coordinated program is the adolescent services program 
at New Jersey's Pinelands Regional High School. The 
state is currently exploring replicating the program in 
other schools based on the decline in adolescent pregnan -
cy rates at the school. The Pine lands program document -
ed a decline in adolescent pregnancy from 20 per year 
prior to the program to 2 per year post-program (Healthy 
New Jersey 2000 Update , 1996). 

The Healthy New Jersey 2000 Update identifies as a 
significant barrier to its goal of improving the health of 
New Jersey's adolescents the fact that many adolescents 
do not have health insurance and do not have access to 
appropriate and regular sources of primary health care. 
New Jersey mirrors the national problem that economical­
ly disadvantaged urban minority and rural adolescents are 
at highest risk for hurting themselves and others by engag­
ing in risk-taking behaviors (Healthy New Jersey 2000 
Update 1996; Harvey and Rauch, 1996; Durlak 1995). 
Poverty is directly related to the growing rates of teen 
pregnancy, sexually transmitted diseases, addiction, vio­
lence-related injuries and deaths, and contact with the 
criminal justice system (Ibid). 

DELIVERY SYSTEM AND ACCESS 
ISSUES FOR ADOLESCENTS 

The provision of adolescent health care is fragmented 
and not well-coordinated: state programs are administered 
across several Departments - ·including Health, Human 
Services, Education; and community-based services are 
offered through various private and public provider orga-
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nizations (Reference is made to Appendix II, "Overview 
of New Jersey's Health and Medical Programs for 
Children and Adolescents"). The primary reasons for this 
fragmentation include that historically, there were finan­
cial disincentives to provide preventive care; categorical 
funding sources created "single problem" programs, such 
as alcohol abuse or teen pregnancy, rather than integrated 
services, leaving already resource-drained safety net 
providers competing for reduced dollars; adolescent dis­
comfort and mistrust with the health care system and 
provider inexperience with working with adolescents. 

Although research study after study indicates that a 
comprehensive, integrated approach has the best chance of 
helping youth avoid negative behaviors and outcomes, 
administrative and fiscal barriers act as blocks to such 
coordinated programs. When is the "right time" to consid­
er re-structuring the service delivery system to allow for 
access to appropriate services for this vulnerable popula­
tion? In the current environment in which funding reduc­
tions are threatening the existence of our community 
providers, many of whom are providers of last resort, 
should change be considered at the delivery system level, 
rather than at the insurance subsidy level? Just as in New 
Jersey, state government leaders recognized the detrimen­
tal effects a fragmented delivery system was having on the 
senior population and has now "put under one roof' pro­
grams for its elderly, is the same restructuring necessary 
for programs for children and adolescents, which currently 
cut across the Departments of Health; Human Services 
(including Divisions of Mental Health and Hospitals; 
Youth and Family Services; Medicaid; Family 
Development; Developmental Disabilities); Education. 
Labor, Insurance and various components of the juvenile 
justice system? 

Research on adolescents indicates that early interven­
tion is critical in working with at-risk adolescents. Early 
adolescence - that is, between the ages of 10 and 15 - is 
a formative time in the development of positive behaviors 
and activities. There appear to be three critical risk 
antecedents for early adolescents: poverty, neighborhood 
environment and family environment. Two risk markers 
- or warning signals for more significant problem behav­
iors in adolescence - are poor school performance and 
involvement with child protective services and foster care 
systems (Resnick and Matheson, 1992). Problem behav­
iors in this population include: early practice of sexual 
behavior; truancy from school; running away from home; 
early use of tobacco, alcohol and other drugs. Risk out­
comes which may extend from these behaviors are teen 
pregnancy and teen parenthood; school dropout; criminal 
behavior; AIDS and other sexually transmitted diseases 
(SIDs); physical and sexual abuse and various morbidity 
and mortality conditions, such as accidents, suicide and 
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homicide. It is estimated that as many as half of today's 
adolescents run a moderate to high risk of experiencing 
school failures or participating in early sexual activity, 
alcohol and drug use and criminal behaviors (Id). 

Traditional services for at-risk adolescents often 
address only a single risk marker or outcome, such as teen 
pregnancy, substance abuse or school failure (ld.) The 
single-problem focus has limitations: the programs focus 
only on the problem. rather than the "whole person"; it is 
difficult to coordinate with other agencies when the sin­
gle-problem program does not have the resources to 
address the other problems being experienced by the 
client; the adolescent client gets "lost" in the system, 
which s/he is not skilled at negotiating in the first place 
and also may be resistant to cooperating with. 

A service integration model is one in which several 
service agencies coordinate their efforts to address the full 
range of service needs presented by youth and families in 
an efficient manner. The model would include case intake 
and evaluation. a coordinated service plan based on the 
needs identified; institutionalized interagency linkages 
that ensure referrals and follow-up on service referrals. 
Barriers to service integration for adolescents are signifi­
cant. They include professional orientation, administra­
tive procedures, eligibility rules and the categorical nature 
of funding. Service agency staff are trained in narrow, 
specialized traditions (such as mental health or criminal 
justice services) and do not move easily into interagency 
coordination. Categorical public and private funding also 
drives single-issue programs, as legislatures and policy 
makers structure programs to address specific problem 
areas (Id.) 

In an Urban Institute study focused on service integra­
tion program models, nine programs across the country 
were evaluated. They included one mentoring program 
(using positive adult role models in working with at-risk 
youth); one focused on a geographically defined commu­
nity; one operating exclusively in the schools; three oper­
ating in the schools and community and three that were 
community-based. Although study fmdings showed that 
service integration models best served the adolescent pop­
ulation, whether they were school-based or community­
based, or a combination of both, all of the programs con­
tinue to struggle for their existence and with the problems 
of categorical funding and with the fact that several agen­
cies were competing for the same dollars to develop simi­
lar programs. 

SCHOOL-BASED PROGRAMS 
-INSURANCE AND SERVICES 

The model of Florida's Healthy Kids program 
enhances access to insurance for this vulnerable popula-
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tion by offering School Enrollment Based Health 
Insurance. The goals of the program are to create a com­
prehensive insurance product for school children and to 
facilitate the provision of preventive care for children. 
Coverage is offered to families with children enrolled in 
schools, since research indicates that about two-thirds of 
the uninsured are in households with children of school 
age. The model is based on the traditional employer­
based insurance model, where the employer is the policy 
holder and the employee as certificate holder can cover 
spouse and children; with school enrollment based health 
insurance, the school district is the policy holder, the stu­
dent is the certificate holder and parents and siblings are 
covered under his/her insurance plan. A sliding scale is 
used to identify the family's contribution towards premi­
um payments. Currently, families are contributing 37 per­
cent of the medical costs for the program. Co-pays are 
also required for some services, such as prescriptions and 
glasses. The balance of funding comes from local funding 
sources (18 percent) and state appropriations (45 percent). 
While the current·enrollment is at approximately 20,000 
children in nine counties, 1997 plans include expansion 
into seven new counties and 47,520 children (Healthy 
Kids - Florida. Annual Reoort. 1996). One expansion 
also being considered is to include over 100,000 pre­
school children throughout the state. 

The role of the schools is critical in this model. They 
serve as the central institution within communities, creat­
ing relationships between the local project, community 
leaders and area business groups. The school-based health 
center (SBHC) model, which is in place throughout the 
country, offers a multi-disciplinary team to provide a full 
array of health services, including primary and acute care, 
psychological services and treatment for substance abuse. 
Located on-site in the schools themselves, SBHCs aim to 
increase access to health care services for students, which 
is a critical issue for adolescent health care. For example, 
in 1990, the American Medical Association found that at 
least 7.5 million youths under age 18 needed mental health 
services, but fewer than one-third will receive treatment 
(Advances, Fall 1996). When counseling services such as 
groups on depression or self-harm are made available in 
school settings, adolescents are more likely to attend 
because the setting is familiar and non-threatening 
(Durlak, 1995). 

Typically, adolescents under-utilize primary preven­
tive health care services; therefore, outreach is a critical 
component of any coordinated adolescent health care sys­
tem. In a recent longitudinal study of school-based pro­
grams, it was found that voluntary, in-school groups cov­
ering . a variety of issues - including depression, sub­
stance abuse and addiction, physical abuse, STDs and 
HIV I AIDS - had a significant positive impact on the 
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adolescents who attended. Concurrent research found that 
the most effective type of program involved school-based 
program services, extracurricular activities and corollary 
programs to educate and engage parents and the communi­
ty (Journal of the American Medical Association, August 
21, 1996) . The Robert Wood Johnson Foundation ' s 
national program "Making the Grade," focuses on helping 
state-community partnerships increase the availability of 
school-based health services. In their outcome studies, all 
evaluations agree in the area of access, school-based cen­
ters have a positive impact and do increase access to 
health care (Advances, Fall 1996). 

The New Jersey School-Based Program (SBYSP), 
implemented over 10 years ago, is an example of a state 
wide effort to place comprehensive services for adoles­
cents in or near secondary schools . The program is 
administered and funded through the Department of 
Human Services, and it is currently in operation in 30 
school districts (with 42 program sites). While most of the 
programs offer primarily supportive services, mental 
health, employment training and substance abuse cousel­
ing, there are a few cases where the program includes pri­
mary medical care services, such as the program in opera­
tion at the high school in Plainfield, New Jersey 

NEW JERSEY · CURRENT STATUS, 
FUTURE DIRECTIONS 

As part of its public health agenda, the state of New 
Jersey recognizes the need: "to enhance adolescents' 
access to health services; to strengthen the linkages and 
infrastructure among the Departments of Education, 
Human Services and Health to increase the effectiveness 
of existing primary and preventive health services and the 
School Based Youth Services Programs; and to collabo­
rate to develop models of health care delivery that include 
school-based and community-linked approaches." 
(Healthy New Jersey 2000 Update). (Reference is made 
to Appendix II, "Overview of New Jersey's Health and 
Medical Programs for Children and Adolescents.") 

During the past year, the Department of Health and 
Senior Services (DHSS) has brought together all of the 
players at the state governmental level who are involved in 
programs for adolescents. As with almost every state 
across the country, New Jersey's programs are shaped by 
categorical funding sources so that most are focused on 
single problem issues - such as teenage pregnancy, sub­
stance abuse, or AIDS. As a means to "coordinate" health 
and social services for adolescents, DHSS has organized a 
working team, beginning with its intra-departmental pro­
grams such as Substance Abuse, STDs, AIDS; suicide; 
homicide; violence; teen parenting; and communicable 
diseases, and branching out to include advisors from the 
other Departments, including Human Services (DYFS, 

87 

You Are Viewing an Archived Copy from the New Jersey State Library



Medicaid, Mental Health), Education, Labor, and repre­
sentatives from the juvenile justice system. 

The Department of Health and Senior Services is also 
currently completing a profile of New Jersey's adoles­
cents, which assesses their health and mental health status 
and identifies issues associated with providing primary 
and supportive services to adolescents. The state is look­
ing at ways to incorporate Service Integration models for 
adolescent services, in order to remedy access problems 
that exist in the fragmented delivery system. 

In an effort to coordinate adolescent health care ser­
vices statewide, the Division of Medical Assistance and 
Health Services (Medicaid), in consultation with the 
Department of Health and Senior Services, implemented 
teen-directed family planning services in July 1995. The 
program offers a separately reimbursed package of ser­
vices to Medicaid recipients under the age of 21 years old 
who are served through Family Planning Clinics and 
Federally Qualified Health Centers in the state. The teen­
directed services include an intake process, risk behavior 
assessment and evaluation, preventive health education 
and counseling services covering a broad range of issues, 
from contraception to violence prevention, and case man­
agement services including referral to other appropriate 
services. The service package incorporates the recom­
mended clinical preventive services for adolescents 
included in the American Medical Association's 
"Guidelines for Adolescent Services" and the Maternal 
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and Child Health Bureau's "Bright Futures: National 
Guidelines for Health Supervision of Infants, Children and 
Adolescents." In a period of just over a year, approxi­
mately 5,000 teens were served through the program. 

The program works on the model of reaching the 
teenage client when s/he makes contact with a service 
agency for medical assistance. The service package "is 
intended to reduce the number of adolescent pregnancies .. 
.to diminish risk-taking behaviors and to improve adoles­
cent health outcomes" (Newsletter, Department of Human 
Services, August 1995). DHSS is also implementing a 
tracking system to collect and analyze outcome data to 
evaluate the effectiveness of the program. 

CONCLUSION 
The transition from childhood to adulthood - from 

dependence to autonomy - is marked with challenges 
and frustrations. In the current environment of the health 
care "revolution," the status of adolescents, whose health 
care services have traditionally been crisis-oriented and 
rife with barriers to access, is most vulnerable. While 
there are countless programs throughout the state which 
provide much-needed services in a effective and efficient 
manner, their existence is threatened based on the realities 
of a competitive market and reduced public funding sup­
port As with our children, we must remember that with 
our adolescents, when we ensure their health and safety, 
we are ensuring the future for everyone. 
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QUESTIONS FOR DISCUSSION 

• Should the state either expand Medicaid, or develop 
some other program, in an effort to provide health insur­
ance to the state ' s uninsured children and adolescents? 
Are insurance expansions the best way to improve the 
health needs of the uninsured? 

• How will welfare reform impact on the health of New 
Jersey's children and adolescents? 

• Do the health needs of young children and their older 
counterparts require separate strategies? If so, what are 
the relevant differences? 

• Across the country, several states have scaled-down their 
once-ambitious health reform plans--whether in the form 
of insurance expansions, employer mandates, managed 
care iniatives or universal coverage--and have shifted to an 
incremental approach. What is New Jersey's position 
regarding its responsibility, during this time of dynamic 
transition in the health care environment, to assure a min­
imun level of health care to its citizens, especially children 
and adolescents? 

• According to a recent U.S. General Accounting Office 
study of six state-and privately-funded children's health 
insurance programs, limited!vidence was found to sug­
gest that such programs "increase the likelihood that chil­
dren would get the care that they needed; reduced inappro­
priate emergency room use in some cases ; and/or 
increased children's use of preventive services." Is it too 
soon to tell, or are early indicators suggesting that the 
insurance subsidy model is not an appropriate strategy in 
handling the problem of the enormous numbers of unin­
sured children and youth? 

• The health care revolution - with its emphasis on 
reduced spending and the spirit of competition - may 
well have a negative effect on the health care safety net, a 
significant piece of which is the Medicaid program. What 
are New Jersey's strategies for supporting its safety net 
providers who meet the health care needs of its high-risk 
and vulnerable adolescents? 

• As the loosely-knit "safety net" grows thinner, what are 
the options regarding "who pays?" for care. Throughout 
the country, the safety net providers themselves are paying 
for some portion of the care provided to those who are 
uninsured and under-insured. The Congressional Budget 
Office reported that in 1995 hospitals and physicians pro­
vided an estimated $28 billion in uncompensated care, up 
from $20 billion in 1991 (Rovner, 1996). With limitations 
on cost-shifting and competitive market practices such as 
discounting, hospitals will find it more difficult in the 
future to provide such levels of uncompensated care. How 
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will these gaps be filled? 

• Across the country, states are expanding their Medicaid 
eligibility limits to provide services to children. As states 
move towards expanding these programs to the adolescenl 
population up to age 18, policymakers raise concerns 
about increase costs associated wiih · seniing this popula­
tion based on the reality that their health care needs are 
different from those of children and adults. How will we .. 
balance the great need to serve- our adolescents and the 
drive to reduce health care spending? 

. .. ~ . .0 

• Preventive health care and health education are promi­
nent features of an adolescent health care system, both of 
which are at the core of population-based public health 
activities. What priority will New Jersey, which is in the 
process of "re-structuring" its public health system, place 
on adolescent health care? ,_ • 

• In the field of mental health, it is well-established that 
mental illnesses are treaClble, and with successful diagno­
sis and treatment, most children and adolescents with 
mental iilnesses can lead productive lives. Positive out­
comes result from early intervention and well-coordinated 
treatment plans. What is New Jersey's commitment to 
develop outreach to ensure that its children and adoles­
cents are evaluated and treated at the onset of mental ill­
ness, rather than to delay treatment and intervention until 
the care becomes much more costly? 

• Under Title N -B of the Social Security Act, new legisla­
tion was introduced to promote fani.ily strength and stabili­
ty, enhance parental functioning and to improve the deliv­
ery of preservation and support services to vulnerable chil­
dren and families . New Jersey ' s five-year plan for its 
Family Preservation and Support Services (FPSS) 
Initiative, developed and coordinated through the 
Department of Human Services, includes a commitmenl 
to coordinate supportive services for families, which are 
community-based, in areas outside the traditional child 
welfare system - housing, mental health, health, educa­
tion, job training, substance abuse treatment and child 
care. How will the FPSS affect New Jersey' s high-risk 
adolescents? 

• Healthy New Jersey 2000 Update includes in its recom­
mendations to "evaluate managed care trends and their 
impact on adolescent health outcomes." How can we best 
use managed care's emphasis on preventive medicine with 
our adolescents, who so require comprehensive, coordinat­
ed preventive care to identify potential problems before 
they develop into full-blown health -problems or self­
destructive behaviors? 

89 

You Are Viewing an Archived Copy from the New Jersey State Library



• The issue of "aging-out" of programs when an individual 
reaches age 19 raises multiple problems. How do we deal 
with "transitioning" these individuals from health and 
human services programs once they chronologically pass 
the age limit set for program participation? 

• Demographers project that by 2020, the growing popula­
tion of the elderly in our country will be paralleled by the 
shrinking population of adolescents. In 1980, the percent­
age of children under 17 years of age was eslimated at 30 
percent of the total U.S. population, and will be less than 
20 percent by the year 2020, when the percentage of elder­
ly population will far exceed it. What are the public poli­
cy implications of this skewed balance, especially when 
our country's youth are confronted with such complex 
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health, mental health and employment problems? 

• Program evaluation research, supported by reliable data, 
is critical in identifying which program models for adoles­
cents "work" and which do not. As with most health care 
issues, the collection and analysis of reliable data is, at 
best, fragmented and must be pieced together from differ­
ent data sources. What is New Jersey's commitment to 
establishing empirical data sources to best evaluate the 
programs and collect and analyze outcome data for state­
funded adolescent health care? 
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APPENDIX I 

NEW JERSEY HEALTH AND 1\_:fEDICAL PROGRAMS FOR CHILDREN 
AND ADOLESCENTS 

This overview summarizes the key health and medical 
~rograms for children and adolescents administered by the 
state of New Jersey. Included are various "cross-over" 
programs that offer social support. mental health, nutri­
tional services and insurance coverage to these groups. 

-State-wide, there are a multitude of outreach, inter­
vention and prevention programs and services for children 

- - and~adolescents (with varying levels of service needs) at 
regional, county and local levels. These services are pro­
vided in communities through publicly and privately fund­
ed agencies, religious and civic organizations (such as 
Catholic Charities; Jewish Family Service; Planned 
Parenthood; Red Cross; United Ways); county and local 
healih departments, local family service agencies, commu­

_nity nursing services, community mental health centers 
and special education programs in the school districts. For 
example. county and local health departments may pro-

"- vide a broad range of services such as childhood immu­
nization clinics, dental health services, lead screening and 
sexually transmitted disease (SID) clinics to members of 
their communities. A Department-by-Department summa­
ry follows. 

DEPARTMENT OF HEALTH AND SENIOR 
SERVICES 
• Newborn Screening Program (bearing/biochemical, i.e., 
sickle cell, PKU) 

• Birth Defects Registry: State law mandates reporting of 
children, birth to age one, with a birth defect to Special 
Child and Adult Health Services. 

• Maternal and Child Health Consortia Oversees and 
monitors regional maternal, perinatal and child health ser­
vice delivery networks. Provides education and pro­
motes total quality improvement. 

• HealthStart [in conjunction with Medicaid] Pregnant 
women and children - provides an enhanced package of 
Medicaid benefits to eligible pregnant women during 
pregnancy and for 60 days following delivery or the date 
the pregnancy ends. Children up to the age of two are also 
eligible for enhanced health services. 

• Healthy Mother, Healthy Babies Initiatives in cities with 
high rates of infant mortality, adolescent pregnancy, 
including special outreach programs to adolescents. 

• Childhood Lead Poisoning Prevention. Provides screen-
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ing, follow up and education, medical referral and envi­
ronmental investigation services. 

• Special Supplemental Nutrition Program for Women, 
Infants and Children (WIC) Provides monthly vouchers to 
purchase food. 1997 budget book indicates that approx. 
260,000 pregnant women and children were served under 
WIC in 1995. 

• Communicable Disease Control for infants and children 
entering school (Rubella; Measles; Mumps ; Polio, 
Diphtheria), provides immunizations for low income unin­
sured and underinsured children. 

• Health Access New Jersey : The Access Program and 
Children First For access to health insurance coverage for 
qualified uninsured children. 1995 enrollment for Health 
Access reached 22,000; by the end of 1996, through attri­
tion, enrollment was at 16,696. Currently, there are 1,548 
children under the age of five (5) who are covered and 
4,120 covered children between the ages of 6 and eighteen 
(6- 18). In the FY 1997-98 proposed budget, $5 million 
is dedicated to the Children First program. It is estimated 
that 5,000 children will be covered by the program and an 
estimated 2,300 children will be from families transition­
ing from the AFDC economic assistance program. 

• Prevention Oriented Health Program provides home vis­
iting services through local health departments for at risk 
families to promote wellness, safety and parenting skills. 

Funding sources for programs include various Federal 
block grants: Maternal and Child Health Block Grant; 
Preventive Health Block Grant; Drug Abuse and Mental 
Health Block Grant; as well as other state and Federal 
funds . 

Within the Department of Health, the key programs 
for children and youth are situated in various Divisions 
and Offices. For example, the Division of Family Health 
Services is comprised of Community Health Services 
(administers state and federal funding support and techni­
cal assistance for the provision of preventive and primary 
health care services); the Early Intervention Program (EIP) 
(maintains system of services for infants and toddlers 
(birth to age 3) with developmental delays or disabilities 
offering comprehensive coordinated multidisciplinary ser­
vices); Maternal and Child Health and Regional Services 
provide Maternal and Child Health Consortia oversight 
and primary and specialized perinatal services. 
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Specific programs and services are administered 
through discrete units. Special Child and Adult Health 
Services through the Specialized Pediatric Services 
Program supports a network of providers for access to 
quality, rnultidisplinary comprehensive health/medical 
care for children with disabilities, birth defects and chron­
ic illness . Special Child and Adult Health Services, in 
cooperation with the local Boards of County Freeholders, 
funds 21 county based case management units . Their mis­
sion is to assist families of children with special health 
care needs identify and access comprehensive services 
needed by their child. Each year, more than 10,000 chil­
dren with special needs are identified through the SCAHS 
Special Needs and Birth Defects Registries . More than 
15,000 families receive SCAHS case management ser­
vices. 

In January 1997 the Department announced the for­
mation of a 31-rnernber Blue Ribbon Panel on Black 
Infant Mortality, comprised of community members, 
health experts and social services representatives, to 
examine the problem of black infant mortality and to find 
ways to reduce the state's high rate of black infant deaths. 
In 1994, New Jersey's state-wide infant mortality rate was 
7.7 deaths for every 1,000 live births; the rate for blacks 
was 16.6, which is 2.8 times higher than the rate of 5.9 for 
whites. The national black infant mortality rate was 15.8 
in 1994. Healthy New Jersey 2000' s goal is a black mor­
tality rate of 11.0 by the end of the decade. 

The Department's programs for children and adoles­
cents also include immunization programs; Sexually 
Transmitted Disease Control program; Alcohol, Drug 
Abuse and Addiction Prevention Services; Alcohol and 
Drug Treatment and Rehabilitation Services. Grants pro­
vided for violence-prevention, family counseling (for ado­
lescents), rape prevention education and date/acquaintance 
rape (with hotlines and counseling services.) 

There are 20 state-funded agencies that provide confi­
dential family planning health and education services to 
adolescents at 60 sites throughout the state. 

DEPARTMENT OF HUMAN SERVICES 
Division of Medical Assistance and Health Services 
(Medicaid) 

• "Regular" Medicaid Program (health program for the 
poor whose incomes and resourcesare equal to or below 
the limits established for the program) 
• Medically Needy Program (for pregnant women and 
children; aged blind and disabled. For individuals whose 
incomes are too high to qualify for the regular Medicaid 
program.) 

• New Jersey Care (for pregnant women and children 
under age 13; also aged, blind and disabled eligibles) 
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• Medicaid Expansion Programs, including: Maternal and 
Child Health Expansion to Age 6 and 133 percent of 
poverty. 
Expansion to Age 13 and 100 percent of poverty 
Expansion to 185 percent of poverty for infants birth-one 
year and pregnant women. 

'• New Jersey Care 2000- the state' s mandatory Medicaid 
managed care program. Has enrolled more than 340,000 
Medicaid beneficiaries in l3 commercial HMOs and the 
state' s Garden State Health Plan. 

• HealthStart- Since 1987, in conjunction with the 
Department of Health and Senior Services, provides an 
enhanced package of Medicaid benefits (including case 
management services) to eligible pregnant women and 
children (up to two years of age). 

• Medicaid Model Waiver Programs I, II and III - horne 
and community-based waivers for blind or disabled chil­
dren and adults. 

• ABC Program - horne and community-based services 
for medically fragile children under the care and supervi­
sion of the Division of Youth and Family Services (which 
administers the program). 

• Horne and Community-Based Services Waiver for 
Persons with Traumatic Brain Injuries To provide commu­
nity alternatives for brain injured individuals currently in 
nursing facilities . Client population to be served is pri­
marily young adult and ambulatory, with cognitive, 
behavioral and physical deficits which require supervised 
and supported care. 

• AIDS Community Care Alternatives Program (ACCAP) 
Designed for individuals who are diagnosed as having 
AIDS or children under five (5 years of age) diagnosed as 
HIV positive who, without home services, would need 
institutional care. 

DEPARTMENT OF HUMAN SERVICES 
School Based Youth Services (SBYSP) 

In Healthy New Jersey 2000, the goals for the end of 
the decade include "strengthen the linkages and infrastruc­
ture among the Departments of Education, Human 
Services and Health for primary and preventive health ser­
vices and comprehensive school health education." 

School Based Youth Services (SBYSP), currently in 42 
sites state-wide, are coordinated through a collarborative 
partnership between the D.eparpnent of Human Services, 
local school boards and their communities. The program 
links the education and human services systems together 
in a "one-stop shopping" site for youth. Currently, over 
20,000 students are served annually through the programs. 
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SBYSP operates in urban, rural and suburban school dis­
tricts with at least one site per county; the program is 
expanded from secondary school settings to elementary 
and middle schools. Each site provides health care, men­
tal health and family counseling, job and employment 
training and substance abuse counseling . Additional ser­
vices may include teen parenting education, day care, 
tutoring and family planning hotlines. · 

DEPARTMENT OF HUMAN SERVICES 
Division of Youth and Family Services (DY-FS) 

The primary responsibility of DFYS is receiving, 
responding to and investigating allegations o1 suspected 
child abuse and neglect. DYFS also provides preventive 
and supportive social services to families where child mal­
treatment has been substantiated and/or where family dis­
organization requires intervention, either by direct provi­
sion of services or through referral to community 
providers. Protective services and family support services 
are delivered by a state-wide network of 32 local District 
Offices. DYFS provides assessment and evaluation of 
families to determine appropriate services, foster care 
placements, adoption services and case management. The 
Division also operates a 24-hour hotline to receive reports 
of suspected child abuse and neglect. 

Child care prograrm coordinated through DYFS and 
the Division of Family Development (DFD): 

1. Title IV -A At-Risk Child Care Program. 
At-risk is defined as working low-income families 

whose income is at or below 200 percent of the FPL. This 
program provides child care assistance to low-income 
working families who might otherwise be vulnerable to 
welfare dependency. 

2. Child Care and Development Block Grant Program -
provides low and moderate income families with child 
care assistance. 

Division of Family Development (DFD) 
The Division of Family Development administers var­

ious programs including: Aid to Families with Dependent 
Children (AFDC) - Temporary Assistance to Needy 
Families (TANF); Work First NJ; General Assistance; 
Food Stamps; Supplemental Security Income Program; 
JOBS; Child Support Enforcement; Home Energy 
Assistance and Emergency Assistance . Recent federal 
legislation under Title IV-B of the Social Security Act­
Family Preservation and Support Services - aims to pro­
mote family strength and stability, enhance parental func­
tioning and protect children through a program providing 
family preservation and support services. In recognition 
of a fragmented delivery system of services in child wel­
fare and the vulnerability of high-risk families, DFD has 
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designed a five-year plan to implement the Family 
Preservation and Support Services Initiative, taking into 
consideration the broader factors of poverty, unemploy­
ment and homelessness as threats to the integrity of the 
family . 

Division of Mental Health and Hospitals 
The Division·of Mental Health and Hospitals over­

sees, monitors and administers mental health services for 
New Jersey citizens, including children and youth, through 
the state and country psychiatric hospital systems and 
through community mental health centers. The Division 
purchases community mental health services through con­
tracts with 127 not-for-profit provider corporations, which 
provide 575 discrete mental health programs. Program 
services include: outpatient, group home services, case 
management and family support services . 

Division.of Developmental Disabilities 
The Division of Developmental Disabilities oversees, 

monitors and administers programs and services, both 
institutional and community-based, for children, youth and 
adults with developmental disabilities. Under the Family 
Support Act (1993), the Division developed the Family 
Support Program to create a system of family support to 
serve the individual with a disability and the individual ' s 
family. Program services include: cash subsidies, counsel­
ing and crisis intervention, day care and personal assis­
tance services. 

DEPARTMENT OF HUMAN SERVICES 
Catastrophic Dlness in Children Relief Fund 

The Catastrophic Illness in Children Relief Fund was 
established by legislation to provide financial assistance 
for families whose children have experienced an illness or 
condition which is not otherwise covered by insurance, 
State or Federal programs, or other source . The 
Commission which administers this dedicated trust fund 
operates from the Office of the Commissioner of Human 
Services. 
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