April 10, 2000

The Honorable June Gibbs Brown

Inspector General

Department of Health and Human Services

Wilbur Cohen Bldg.

330 Independence Ave., S.W.

Washington, DC 20201

Dear Inspector General Brown:

We are very concerned about the current state of Michigan’s Medicaid program. We are writing to ask you to investigate and report back to us about whether the program is in compliance with federal law.

After the passage of the 1997 Balanced Budget Act, Michigan chose to aggressively enroll Medicaid patients in Health Maintenance Organizations (HMOs). Simultaneous with this change, Michigan’s administrative costs for the program increased significantly, going from 1.8% ($23 million) before managed care to 11.3% ($141 million) after managed care. At the same time, the state cut overall spending on the Medicaid program. Governor Engler has claimed the state has saved more than $100 million from this transition. It is important to note that in 1999, the federal match for Michigan Medicaid increased, resulting in a total federal contribution of $3.39 billion, a $300 million increase over FY ‘98.

Even before the move to HMOs, Michigan’s Medicaid provider payment rates were among the lowest in the nation. A 1996 survey found only 9 states with lower physician fee rates than Michigan. Under managed care, physicians are currently being paid about 75% of the 1996 rate. Hospitals have faced similar payment reductions. A study by a Health Management Associates, a private consulting firm, estimated that hospital reimbursements under Medicaid have been cut by 22% since 1997. These cuts in payments have directly contributed to a shrinking number of doctors who accept Medicaid and an increasing number of safety-net hospitals which are losing money or closing.

Although it is difficult to get complete information about the impact of the payment cuts on quality of and access to care for Medicaid patients, the reports we have heard are disturbing. Local doctors tell us they can no longer afford to treat Medicaid patients. Hospitals report seeing more Medicaid patients in the emergency room and having difficulty getting reimbursed by HMOs for patients they are authorized to treat. Two hospitals which serve a primarily low-income population have closed, citing Medicaid cuts as a primary factor. As you know, HCFA’s data also shows that the percentage of Medicaid children receiving preventative care in Michigan is falling. All of these pieces of information, combined with Michigan’s decision to randomly assign over half of Medicaid patients to HMOs and primary care physicians, apparently without consideration of a patient’s health care needs, have made us concerned that Medicaid patients are losing access to health care under the new system.

Under the provisions of the Balanced Budget Act, HCFA must approve managed care contracts before there is federal financial participation. The BBA further requires that managed care plans protect beneficiaries, assure quality, and make payments in a timely manner. We are concerned that money that should be going into patient care to ensure appropriate access to quality services is possibly being funneled into state administrative coffers for other purposes. We urge you to conduct an audit of Michigan’s Medicaid program to determine whether federal and state funds are being used appropriately, whether Michigan’s managed care contracts are in compliance with the law, and whether beneficiary access to and quality of care is being adversely affected. We cannot sit by and watch as the neediest citizens in Michigan are put at risk.

Thank your for your attention to this important matter. We look forward to your reply.

