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March 31, 1993 

The Honorable Daniel P. Moynihan 
United States Senate 

Dear Senator Moynihan: 

This letter responds to your request that we prepare two 
simulations that would demonstrate the effect of 
alternative formulas, which use poverty counts, for 
improving the distribution of Medicaid funds among the 
states. You requested that two options be explored, one 
with the current minimum guaranteed federal reimbursement 
rate at 50 percent and the second with the reimbursement 
rate reduced to 40 percent. We have constructed tables 
comparing states' actual reimbursement under the Medicaid 
program with what states' reimbursement would have been 
under rates calculated using each alternative formula. 

These changes are options that we suggested in our report 
Chanqinq Medicaid Formula Can Improve Distribution of Funds 
To States (GAO/GOD-83-27, Mar. 9, 1983); these are similar 
to an option described in our December 1990 testimony 
before %he House of Representatives, Committee on - 
Government Operat.ions,' Subcommittee on Human Resources and 
Intergovernmkntal Relations (Medicaid Formula: Fairness 
Could Be Improved (GAO/T-HRD-91-5, Dec. 7, 1990). 

In the 1983 report and the 1990 testimony, we noted that 
the current Medicaid formula'is intended to reduce 
differences among the states in medical care coverage of 
the poor and distribute fairly the burden of financing 
program benefits among the states. However, these 
objectives have not been met because benefits vary 
substantially among states and states face varying burdens & 
in financing the cost of providing for those in need. 
These variations occur, in part, because the formula does 
not target most federal funds to states with the greatest 
needs; that is, those with weak tax bases and high 
concentrations of poor people. These variations also occur 
because the minimum 50 percent federal contribution enables 
states with relatively large tax bases and low poverty 
rates to finance their programs with relatively low state 
tax burdens. 
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In the report and testimony, we suggested replacing the 
squared per capita income factor with the factor of 
in poverty to better target funds to states with the 

people 

greatest need. We also suggested reducing the minimum 
reimbursement percentage below its current value of 50 
percent. Intxoducing poverty counts into the formula would 
provide a better measure of those people in need of 
Medicaid services and improve equity. If this change were 
made, lowering the minimum federal percentage would further 
improve equity by reducing the financial advantage it 
confers on states with relatively few poor people and 
above-average financing capabilities. Finally, we 
suggested replacing personal income with total taxable . 
resources to better measure states' ability to fund program 
services from their own resources. These changes, would 
achieve a more equitable distribution of funds to all 
states. 

In the enclosed two tables, we show what state Medicaid 
reimbursements would have been in fiscal year 1991 if an 
alternative formula using personal income and people in 
poverty, had been used to calculate federal Medicaid 
reimbursements. The first table shows reimbursement 
amounts using a 50 percent minimum reimbursement rate. 
The second table shows the same information using a 
40 percent minimum reimbursement rate. The personal income 
data are based on a 3-year average (1989-91), as published 
by the Department of Commerce. The number of persons in 
poverty is developed by the Census Bureau through its 
Current Population Survey and is expressed as an average of 
the period 1989-91. The formula alternatives were applied 
to both benefit payments and administrative cosrts. Grant 
amounts were calculated assuming no change in total federal 
funding. We made this assumption, using alternative 
formulas, to provide a quantitative measure of how much 
fiscal year 1991 funding would have been reallocated among 
states. 

The first alternative, shown in table 1 of the enclosure, 
would have reallocated about $1.50 billion, or 2.85 percent 
of all Medicaid assistance among the 50 states and the 
District of Columbia in fiscal year 1991. Seventeen states 
would have received reimbursements at an increased rate, 
and 34 at a reduced rate. In table 2, the second 
alternative would have reallocated about $2.77 billion, or 
5.27 percent of all Medicaid assistance, and increased the 
number of states gaining aid to 24 and reduced the states 
with losses to 27 in 1991. 
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As agreed with your office, copies of this correspondence 
are being sent to Senator Connie Mack, Senator Dale 
Bumpers, and Senator Bob Graham. If you have any 
qu,estiOnS, please call Jerry FaStzup, Assistant Director at 
(202) 512-7211, or Darryl Joyce, Senior Evaluator at (202) 
512-7276, of my staff. 

Sincerely youra, 

@aQ 4 . 
Gregory J. McDonald 
Director, Human Services Policy 

and Management Issues 

Enclosures 

(118921) 
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FEDERAL MEDICAL ASSISTANCE PERCENTAOE (FMAP) AND FEDERAL ORANT 
FOR BENEFITS AND ADMINISTRATION: CURRENT LAW COMPARED TO A FORMULA 
USINQ PERSONAL INCOME, POVERTY POPULATION, AND 
A SO PERCENT FEDERAL MINIMUM 

ACTUAL AlTERNAtM 
N8W 1991 1991 PERcf3J-r 

STATE FM4P FMAP ORANT WANT DlFFERENCE DIFFERENCE 
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FEDERAL MEDICAL ASSISTANCE PERCENTAGE (FMAP) AND FEDERAL QRANT 
FOR BENEFITS AND ADMINISTRATION: CURRENT LAW COMPARED TO A FORMULA 
USINQ PERSONAL INCOME, POVERTY POPULATION, AND 
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