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ExEcutivE SuMMAry

From fiscal year (FY) 2000 to FY 2010, Medicaid 
expenditures in Alabama increased at a rate of 6.7% per 
year, and combined state and federal total expenditures 
rose from $2.85 billion to $4.75 billion. Instead of 
slowing, the cost of Medicaid will likely accelerate as new 
federal policies that are part of the Patient Protection and 
Affordable Care Act of 2010 (PPACA) are implemented.

Since 2000, total Medicaid enrollment in Alabama has 
increased by 41%, from 676,938 persons in FY 2000 to 
954,793 in FY 2009. With no limits on the amount of 
money the federal government will provide as a match to 
state Medicaid expenditures, total Medicaid expenditures 
and its overall share of the federal budget are expected to 
rise from 1.9% of the nation’s gross domestic product in 
2010 to 4.5% in 2050.

Despite the growing economic crisis surrounding 
Medicaid, politicians in Alabama recognize the potential 
political cost of taking up Medicaid reform. Unless 
market-based reforms are implemented, Alabama 
taxpayers will likely pay more for Medicaid coverage 
through higher state and federal taxes.

This paper offers five recommendations for Medicaid 
reforms that would improve Alabama’s Medicaid system. 
Examples from other states are offered as ways to 
improve care and outcomes for all Medicaid stakeholders 
while emphasizing the individual accountability and 
responsibility currently missing in Alabama’s system.

1.  Alabama should apply for a multi-year Medicaid block 
grant that would provide a known, fixed amount of federal 
funding. With a block grant, Alabama would not have to 
try to earn additional Medicaid dollars by enlisting more 
and more Medicaid enrollees, raising costs, or promoting 
other inefficiencies in health care. In 2008, Rhode 
Island received its own Medicaid block grant. Through 
innovation and performance-based competition, it has 
saved more than $2 billion on Medicaid costs without 
raising premiums or cutting services.

2.  Program expansions and optional benefits in 
Medicaid should be capped. Tens of millions of dollars 
could be saved if only 10% of Medicaid recipients in 
nursing homes in Alabama were able to be moved to 
either assisted living facilities or be given in-home care. 
Putting limits on the number of “free” non-emergency 
transportation services used per year could also save the 
state additional funds.

3.  Encourage routine procedures and surgeries at 
outpatient clinics and doctors’ offices instead of 
at hospital emergency rooms. At present, the low 
reimbursement rates given to doctors who take 
Medicaid patients is leading many not to service them, 
and the offer of “free” care at the emergency room 
is discouraging patients from using a doctor’s office 
or outpatient clinic. If the current system was made 
less complex and discouraged emergency care when 
traditional care would be sufficient, these problems could 
be solved and significant savings could be realized.

4.  Create incentives for healthy living and offer health 
savings accounts to lower Medicaid costs. Texas and 
West Virginia have introduced reforms that encourage 
Medicaid enrollees to adopt healthier lifestyles in 
return for better benefits. Texas has also proposed 
Health Opportunity Accounts (HOAs), which provide 
enrollees with health benefit funds that can be used 
toward non-Medicaid covered expenses if enrollees 
complete health programs, such as smoking cessation 
or weight loss plans.

5.  Encourage the direct purchase of private health 
insurance. If state-subsidized premiums could be 
offered to shift enrollees from Medicaid to private 
health insurance, benefits would be more in line with 
those offered in the private sector. Likewise, enrollees 
would be held more accountable for the cost-benefit 
considerations accompanying their health-related 
decisions, such as when to visit a doctor.
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introduction

With serious fiscal challenges at the federal level and most 
states facing budget cuts and layoffs, the federal system of 
health insurance known as Medicaid which is provided to 
low-income individuals and families cannot be maintained 
in its current form. Between fiscal years (FY) 2000 and 
2010, total Medicaid expenditures in Alabama increased 
at a rate of 6.7% per year, and combined state and federal 
total expenditures rose from $2.85 billion to $4.75 billion.1

Alabama’s rising Medicaid expenditures cannot keep 
increasing at the rates experienced over the last decade. 
Unfortunately, though, federal policy is headed in the 
wrong direction: The Patient Protection and Affordable 
Care Act of 2010 (PPACA), upheld by the Supreme Court 
of the United States in late June 2012, means more rapid 
expenditure increases in Medicaid in the near future .

Rather than embrace PPACA, Alabama badly needs 
sensible market-based reforms to Alabama Medicaid. 
Alabama’s political leadership perceives any changes 
to Medicaid as being politically costly and seems more 
than willing to find ways to continue funding a system 
that is in need of innovative reforms. Time will tell if 
Governor Bentley embraces PPACA and moves ahead 
with development of health exchanges and expansion 
to Medicaid coverage. However, keeping the promises 
implied in PPACA will involve taking on far more 
spending than taxpayers in Alabama can afford.

Without these reforms, Alabama’s taxpayers will be 
directly responsible for more of the state’s Medicaid 
expenditures in the future. Not only will Alabamians face 
potentially higher state taxes, but they will also be liable 
for higher federal taxes or increased federal indebtedness. 
To advance meaningful reform, lawmakers must first 
acknowledge that a major problem exists and then move 
forward with changes that stand to improve individual 
care and realize significant budgetary savings in both the 
long- and short-term.

1  Alabama Medicaid Agency, Annual Report FY 
2005 (2005), available at http://medicaid.alabama.gov/
documents/2.0_Newsroom/2.3_Publications/2.3.4_Annual_
Report_Archive/2.3.4_FY05_Annual_Report.pdf.

This paper offers recommendations for Medicaid reforms 
that should improve Alabama’s Medicaid system. The 
reforms, which have been pioneered in states like Rhode 
Island, seek to improve care and outcomes for all Medicaid 
stakeholders while emphasizing individual accountability 
and responsibility currently missing in Alabama’s system.

AlAbAMA’S currEnt MEdicAid SyStEM

Title XIX of the Social Security Act authorized the 
establishment of Medicaid in 1965. The program provided 
health care coverage to the poor and their children, and 
enrollees were supported through complex federal and 
state funding formulas. While the federal government 
plays a crucial role in supporting Medicaid programs 
across the states, each state administers its own program 
within federal guidelines. In addition to covering low-
income individuals, the program covers some elderly 
people, the disabled, and some uninsured working adults. 
According to the Kaiser Family Foundation, the expansion 
in coverage promised under PPACA will result in $470 
million in new state spending during the 2014-2019 
period and $10.3 billion in federal outlays to Alabama; 
under the “enhanced outreach scenario,” expenditures will 
rise to $693 million for Alabama and $11.4 billion for 
federal expenditures to Alabama.2

Alabama began to develop its Medicaid program in 1967, 
and officially implemented it in 1970.3 On January 1, 1970, 
there were 253,991 Alabamians eligible for Medicaid 
benefits; the Department of Pensions and Security 

2  John Holahan & Irene Headen, Henry J. Kaiser Family 
Foundation, Medicaid Coverage and Spending in 
Health Reform: National and State-by-State Results 
for Adults at or Below 133% FPL (May 2010), available 
at www.kff.org/healthreform/upload/medicaid-coverage-and-
spending-in-health-reform-national-and-state-by-state-results-
for-adults-at-or-below-133-fpl.pdf.

3  Financial Planning/Analysis Division, Alabama 
Medicaid Agency, A Historical Overview of the 
Alabama Medicaid Agency 3 (2005), available at www.
medicaid.alabama.gov/documents/2.0_Newsroom/2.1_About_
Medicaid/2.1_Historical.Overview.pdf.
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monitored eligibility and enrollment.4 In the program’s 
early years, inpatient and outpatient care, laboratory and 
radiology services, pharmaceuticals, optometric care, and 
home health care were all included in the coverage.

Because Medicaid is a federal program, Alabama 
officials must abide by federal eligibility criteria and are 
constrained in how they administer their program. Over 
the past 40 years, Medicaid coverage has expanded to 
include individuals with higher incomes, the disabled, 
pregnant women, those who are poor and elderly, and 
a number of other groups. As coverage guidelines have 

4  Id. at 4.

expanded along with population growth, total Medicaid 
enrollment in Alabama has increased by 41%,5 from 
676,938 persons in FY 2000 to 954,793 in FY 2009.6

As enrollment has grown and health care costs have risen, 
Medicaid expenditures in Alabama and across the nation 
have exploded. The standard framework for Medicaid 

5  Alabama Medicaid Agency, FY 2000 Annual Report 
7 (2000), available at http://medicaid.alabama.gov/
documents/2.0_Newsroom/2.3_Publications/2.3.4_Annual_
Report_Archive/2.3.4_FY00_Annual_Report.pdf.

6  Henry J. Kaiser Family Foundation, Alabama: Total 
Medicaid Enrollment, FY 2009 (2012), www.statehealthfacts.org/
profileind.jsp?ind=198&cat=4&rgn=2.

Figure 1

Source: Alabama Medicaid Agency Annual Reports
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across the states is for the program to pay all of a member’s 
health-related expenses. The Medicaid participant has no 
real incentive to “shop around” to economize on costs of 
care, while practitioners have incentives to drive up costs 
by recommending expensive tests, additional follow-ups, 
etc. Currently, Arkansas and New Mexico are the only 
two states to require co-payments for Medicaid members. 
While some other states, such as Arizona and California, 
sought to introduce minor co-payments, the administrative 
costs of these programs are substantial relative to the 
revenue gained and the introduction of co-payments in 
California was politically unpopular.7 Although revenue 
from nominal co-payments should not be expected to 
cover all administrative costs, unforeseen savings are 
likely to the extent that co-pays result in fewer medical 
procedures. In many cases, states wanting to raise these co-
pays or simply introduce co-pays are blocked from doing 
so by the Center for Medicare and Medicaid Services 
(CMS), which is the federal agency that administers 
Medicaid. In February 2012, for example, California’s 
request to introduce co-pays was rejected by the CMS; 
these co-pays would have ranged from $3 for prescriptions 
to $100 for inpatient hospital stay because they were 
“neither temporary nor targeted at a specific population.”8

Medicaid in Alabama covers a number of different groups. 
Infants born to Medicaid-eligible pregnant women are 
guaranteed benefits. Children under the age of six are 
covered as long as their family income is no more than 
133% of the federal poverty level, which is equal to 
$30,657 for a family of four in the year 2012. Children 
ages 6-18 are covered if family income is up to 100% of 
the federal poverty level, which is $23,050 for a family 
of four. Supplemental Security Income (SSI) recipients 
deemed eligible by the Social Security Administration are 
covered as well as some low-income Medicare beneficiaries 
and many institutionalized individuals in need of long-

7  Arizona Health Care Cost Containment System, 
Fiscal Impact of Implementing Cost Sharing and 
Benchmark Benefit Provisions of the Federal Deficit 
Reduction Act of 2005 (Dec. 13, 2006), available at http://
www.azahcccs.gov/reporting/Downloads/CostSharing/FINAL_
Cost_Sharing_Report.pdf.

8  Doug Trapp, CMS Rejects California Medicaid Co-Pays, 
American Medical News (Feb. 16, 2012), www.ama-assn.
org/amednews/2012/02/13/gvse0216.htm.

term care. Low-income families are covered as long as 
their income is 11.5% or less of the federal poverty line.9

The federal government and the State of Alabama share 
in Medicaid funding through a matching grant system. 
The federal government pays the State of Alabama 
matching funds according to the Federal Medical 
Assistance Percentage (FMAP), which is calculated each 
year based on Alabama’s per-capita income. According to 
the Bureau of Economic Analysis, Alabama’s per-capita 
income for 2011 was $34,650 per person, which makes 
it the 8th poorest state in the United States.10 Compared 
to the U.S. average of 14.3%, Alabama had 17.5% of 
persons—805,000 people—living below the federal 
poverty level of $22,050 for a family of four in 2009 (our 
most recent census year).11

For FY 2013, Alabama’s FMAP is 68.53%. The federal 
government does not assign FMAPs below 50% or above 
83%, and Alabama’s 68.53% FMAP for FY 2013 is the 
10th highest FMAP in the United States. The State’s 
FMAP helps determine the “Medicaid multiplier.” 
Alabama’s multiplier for FY 2013 is 2.18. In other words, 
for every $1 in state spending, the federal government 
contributes $2.18. Over the last 10 years Alabama’s FMAP 
has averaged 71.1%, but the State’s FMAP has declined 
significantly over the last four years. As the FMAP 
declines, fewer federal dollars are matched per State 
dollar spent.12 Alabama has been racing towards a fiscal 
cliff when it comes to Medicaid funding in recent years. 

9  Alabama Medicaid Agency, Alabama Medicaid 
Eligibility: Who Is Eligible for Medicaid? 8 ( June 2010), 
available at http://medicaid.alabama.gov/documents/2.0_
Newsroom/2.3_Publications/2.3.6_Reference_Guide/2.3.2.7_
Eligibility_Overview_1-2-11.pdf.

10  Bureau of Business and Economic Research, University of 
New Mexico, Per Capita Personal Income by State, 1990 
to 2011 (Mar. 28, 2012), http://bber.unm.edu/econ/us-pci.htm.

11  U.S. Census Bureau, State & County Quick Facts: Alabama 
( June 7, 2012: 12:28 PM), http://quickfacts.census.gov/qfd/
states/01000.html.

12  It should be noted that this average includes the temporary 
increase in FMAP rates provided by The American Recovery 
and Reinvestment Act of 2009 (ARRA). Thanks to ARRA, 
FY2009 and FY2020 FMAP rates were increased from 67.6% 
to 77.5% before dropping back to 68.5% in FY 2011.
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The $184 million shortfall in funding this year required a 
referendum vote to be balanced.13

This is just the most recent example of over-spending 
and failure to reform. In 2010, Alabama Medicaid was 
approximately $200 million short in funding, and federal 
stimulus money was needed to close the gap.14 Rather 
than cut or reform Medicaid, patches first from the federal 
government and increased FMAP under the stimulus 
and then a transfer from the Alabama Trust Fund have 
continued to shore up Alabama’s Medicaid system.15

The true problem is that Alabama’s liability for Medicaid 
seems to be ever increasing. With no limits on the 
amount of money the federal government will provide as 
a match to state Medicaid expenditures, total Medicaid 
expenditures and overall share of the federal budget have 
been on the rise. According to the Congressional Budget 
Office, Medicaid’s share of U.S. gross domestic product 
(GDP) will rise from 1.9% in 2010 to 4.5% in 2050.16 
Rather than force politicians to reconsider the Medicaid 
model or make entitlement programs more austere, the 
financial crisis of 2008 and the continuing weak economic 
recovery have instead resulted in an expansion in Medicaid 
in the short-run and massive projected Medicaid 
expenditures in the future.17

13  Alex Walsh, Alabama Trust Fund Vote: Amendment Passes, The 
Birmingham News Blog (Sept. 18, 2012, 7:56 PM), http://
blog.al.com/spotnews/2012/09/alabama_trust_fund_vote_
result.html.

14  Mary Orndorff, Aid for Alabama Medicaid, Schools Nears 
Approval, The Birmingham News Blog (Aug. 6, 2010), 
http://blog.al.com/sweethome/2010/08/aid_for_alabama_
medicaid_schoo.html.

15  Id.
16  These calculations assume passage and implementation of the 

Patient Protection and Affordable Care Act of 2010 (PPACA). 
Source: Heritage Foundation, Entitlement Spending 
Will Nearly Double by 2050 (2012), www.heritage.org/
federabudget/entitlement-spending-double (last visited Aug. 8, 
2012).

17  Sarah Kliff, The State of Medicaid (in Charts!), The 
Washington Post Blog ( July 17, 2012, 2:10 PM), www.
washingtonpost.com/blogs/ezra-klein/wp/2012/07/17/the-
state-of-medicaid-in-charts/.

States and individual providers have little incentive to 
control costs or rein in Medicaid services. In fact, they 
face the opposite set of incentives: more spending means 
more federal money. States therefore have strong incentives 
to expand eligibility, provide additional services, and 
grab more federal Medicaid dollars. One recent example 
of eligibility expansions that have helped to grow state 
Medicaid programs has been the eligibility expansions for 
family planning services. Twenty-nine states, including 
Alabama, have obtained federal approval to extend 
Medicaid eligibility for family planning benefits. These 
optional benefits provide coverage for contraceptive 
services, sexually transmitted disease tests, pap tests, and 
other services. In some of the states now providing family 
planning benefits—Iowa and Wisconsin, for example—the 
income thresholds for family planning extend to 300% 
above the poverty level. These states have poverty rates 
significantly below national averages and respectable per-
capita incomes; yet, they face strong incentives to provide 
coverage to even more people because of the prospect of 
receiving more federal money.

Politicians are also motivated by the political opportunity 
to expand healthcare coverage for many of their 
constituents. Equally challenging is the harsh political 
backlash anticipated with any cuts in coverage or 
reduction of services.

Lawmakers, Medicaid administrators, and health 
professionals in Alabama face the same incentives as 
other states. Medicaid is the largest budget item in 
the State of Alabama’s General Fund budget, and it is 
second only to education spending when the State’s 
Education Trust Fund is also taken into account. Direct 
Medicaid expenses accounted for 36.4% of all General 
Fund expenditures in FY 2012.18

Most of Alabama’s Medicaid costs are incurred through 
services for the disabled, blind, and aged: in FY 2010, 
nearly 65% of all benefit payments in were made to 
members of these groups. Sixth Omnibus Budget 

18  Legislative Fiscal Office, State of Alabama, State 
General Fund Comparison Sheet ( June 16, 2011, 9:55 
AM) www.lfo.alabama.gov/pdfs/SGF%20FY%202012%20
Enacted.pdf.
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Reconciliation Act (SOBRA) payments, which are 
payments to pregnant women and low-income children, 
accounted for another 20% of the caseload. Because 
aged, blind, and disabled enrollees tend to require more 
specialized treatments and longer-term care, the costs of 
treating them will rise as more of them enter Medicaid.

In addition to demographic trends and incentives facing 
any particular state, which both point towards higher 
levels of Medicaid spending in the future, the PPACA will 
provide significant upward pressure on Medicaid expenses 
as well. Under the new law, states will be incentivized to 
expand the income threshold for Medicaid to 133% of the 
federal poverty level for childless adults.

The nature of the up-front federal funding will make 
PPACA expansions too enticing for most states to refuse. 
The federal government will pay all costs for newly eligible 
Medicaid enrollees initially, and these contributions will 
be scaled back slowly over time. By 2020, the effective 
FMAP of 100% for new enrollees will be no more than 
90%, and the federal government has the authority to 
radically reduce the FMAP rates going forward. While 
many politicians will be enticed by the initial “free” federal 
money, uncertainty about the future FMAP rates and the 
difficulty in paying for these new enrollees makes the deal 
anything but “free” for the states.

Upon passage of the PPAC, researchers at The Heritage 
Foundation estimate the following for Alabama:

168,000 (16.4% more) new enrollees will be added 
immediately.19 Additional research by the Kaufmann 
Family Fund suggests that, between 2014 and 2019, 
somewhere between 351,000 and 456,000 new members 
will be added in Alabama, and the State will face an 
addition cost somewhere between $470 million and 

19  Edmund Haislmaier & Brian Blase, Heritage 
Foundation, Obamacare: Impact on the States, 
Backgrounder No. 2433 ( July 1, 2010), available at www.
heritage.org/research/reports/2010/07/obamacare-impact-on-
states.

$693 million between 2014 and 2019 alone.20 Assuming 
the federal program gets phased out as we move farther 
out into the future and assuming demographic trends 
continue, these costs will rise sharply after 2019.

optionS for MEdicAid rEforM

The Alabama Legislature and Governor Bentley have 
hard choices when it comes to Medicaid. Maintaining 
funding at current levels and expanding coverage to more 
people will be an impossibility, given Alabama’s rising 
fiscal challenge of limited budget dollars. Reform will be a 
necessity. Lawmakers will not have to reinvent the wheel 
when it comes to Medicaid policy because many other 
states have led the way with reforms and have helped 
policymakers gain a grasp for “best practices” in Medicaid 
reform. If and when Alabama lawmakers decide to get 
serious about Medicaid reform, one state they should look 
to for guidance is Rhode Island.

A. Block Grants
In 2008, Rhode Island received approval for a Medicaid 
waiver that effectively created a five-year block grant 
funding program for Medicaid. The State was guaranteed 
$12 billion of federal grants (in five annual payments), and 
Rhode Island’s state expenditures are still at comparable 
levels to those under the old matching grant system. 
Instead of dealing with the aforementioned FMAP 
incentives, Rhode Island receives a known, fixed amount 
of federal funding through 2013, without having to 
grow enrollees, drive up costs, or otherwise promote 
inefficiencies in health care.

Rhode Island’s Global Medicaid Waiver of 2008 sought to 
control state Medicaid expenditures for the long-term and 
asked the CMS for greater flexibility over their program. 

20  John Holahan & Irene Headen, Kaiser Commission on 
Medicaid and the Uninsured, Medicaid Coverage and 
Spending in Health Reform: National and State-By-
State Results for Adults at or Below 133% FPL (May 
2010), available at www.kff.org/healthreform/upload/medicaid-
coverage-and-spending-in-health-reform-national-and-state-
by-state-results-for-adults-at-or-below-133-fpl.pdf.
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Many skeptics of the changes expected service cuts and 
co-payment increases under Rhode Island’s block grant 
system, but these have not materialized and the State has 
saved more than $2 billion in the program’s first four years. 
These savings came from innovative Medicaid approaches 
in the State and the elimination of the FMAP incentive 
to drive up state expenditures in return for more federal 
funds. The case of Rhode Island demonstrates that a 
simple change to funding formulas may result in drastic 
differences in outcomes.

Thanks to the flexibility provided under Rhode Island’s 
Medicaid block grant, several new initiatives for cost 
containment and market-based incentives have been 
introduced or are in the process of being introduced. 
Competitive contracting and performance-based 
compensation, for example, are now being considered in 
Rhode Island.21 The notion that Medicaid enrollees have 
the right to receive treatment from “any willing provider” 
is being waived in favor of a more responsible-user model, 
which requires doctors and hospitals to competitively bid 
for Medicaid dollars instead of being granted payments 
simply by being federally approved.22 Health Savings 
Accounts (HSAs) that encourage wellness and prevention 
are being developed. The waiver process as a whole in 
Rhode Island has also been simplified so that processes 
involved in making changes to premiums and other 
program details are streamlined, less bureaucratic, and far 
more cost-effective when it comes to administrative costs.23

With block grant funding, many innovative program 
changes are imaginable, such as those embraced in 
Rhode Island. Because resources are limited, reductions 
in provider reimbursement rates for hospitals, nursing 

21  Letter from Kerry Weems, Acting Administrator, Department 
of Health & Human Services, State of Rhode Island and 
Providence Plantations, to Gary Alexander, Secretary of 
State, State of Rhode Island and Providence Plantations 
( Jan. 16, 2009), available at www.eohhs.ri.gov/medicaid/pdf/
GlobalWaiverFinal1-09.pdf.

22  Rhode Island’s Medicaid Lesson, Wall Street Journal, Mar. 28, 
2011, available at http://online.wsj.com/article/SB10001424052
748704893604576198710204114624.html.

23  Gary D. Alexander, Rhode Island Medicaid Reform: 
Global Consumer Choice Compact Waiver (Dec. 2010), 
available at www.galen.org/assets/RIMedicaidReform.pdf.

homes, physicians, and pharmacies are possible. Should 
reimbursement rates decline, managed care programs 
may become more attractive, and a shift to managed care 
should be seriously considered.

B. End Program Expansions and 
Cap Optional Benefits
One of the reasons Medicaid has become extremely 
costly in Alabama is that many states cover all optional 
populations and provide all optional benefits. For FY 2009, 
20% of Alabama residents received at least one service from 
Medicaid, slightly more than the national average of 15%.24

Levels of enrollment, however, do not tell the whole 
story because the quality of coverage varies greatly across 
states. For example, Medicaid in Alabama has very strict 
requirements when it comes to providing coverage to 
low-income parents; for example, parents making more 
than a few thousand dollars lose eligibility. Alabama is 
much more in line with national trends when it comes 
to insuring disabled individuals, pregnant women, and 
children.

Under current law, states are mandated to provide a certain 
set of health benefits to their Medicaid enrollees, but 
they are left a great deal of discretion over many optional 
Medicaid services. Transportation service, e.g., special 
vans for wheelchair-dependent Medicaid members, is 
an optional service that states are not required to cover; 
Alabama’s Medicaid program currently covers these 
expenses. Inpatient care for Medicaid patients over age 65 
in institutions for mental disease and organ transplants 
are two other optional services that Alabama covers, but 
physical therapy and private nursing services are two 
programs Alabama currently does not cover.

24  Alabama Medicaid Agency, FY2009-2011 Eligibles as a 
Percent of Alabama Population by Year, http://medicaid.alabama.
gov/documents/2.0_Newsroom/2.3_Publications/2.3.1.6_
Annual_Report_FY11/2.3.1.6_FY11_Eligibles_%25_of_
Pop_by_Year.pdf. National data from the Henry J. Kaiser 
Foundation, StateHealthFacts.org, www.statehealthfacts.org/
mfs.jsp?rgn=2&rgn=1&x=13&y=7 (last visited Sept. 27, 2012).
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Long-term Care
As stated earlier, Alabama has a disproportionately large 
share of aged, blind, and disabled Medicaid beneficiaries. 
These beneficiaries are typically dependent on long-term 
care, and long-term care is one of the largest line item 
expenses for Medicaid both nationally and in Alabama. 
For FY 2010, in fact, long-term care accounted for 29.8% 
of all Medicaid expenditures in Alabama. Alabama’s 
population is older than the national average, and there are 
more than 650,000 people age 65 or older.25 As the elderly 
population grows because of demographic trends, long-
term care medical costs will rise as well.

When Alabama’s long-term care expenditures are looked at 
more closely, only three states—Michigan (65.8%), Rhode 
Island (94.2%), and Vermont (95.2%)—spend greater 
fractions of long-term care on nursing facilities than 
Alabama, Our rate of 61.8% is nearly twice as high as the 
national average, and indicates that serious inefficiencies 
are present in our current management of long-term care. 
Many economists and public health experts have found 
that community health and home health programs for 
long-term care provide satisfactory care at much lower 
costs. In New Mexico, for example, most long-term care 
has been shifted to a home health model; people tend to 
prefer this living arrangement, and it produces tremendous 
savings over nursing facility alternatives.

Alabama’s Medicaid program is also obsolete when it 
comes to the provision of assisted living services. The 
program seriously limits the number of people who are 
granted assisted living instead of nursing home care, 
and there are more than 10,000 Medicaid enrollees on a 
waiting list for the assisted living benefit instead of nursing 
home care.26 From a quality of life and a resource use 
standpoint, assisted living is better for taxpayers and better 
for the people enrolled. Alabama’s Medicaid program 

25  Henry J. Kaiser Family Foundation, Alabama: Population 
Distribution by Age, states (2009-2010), U.S. (2010) (2012), www.
statehealthfacts.org/profileind.jsp?cmprgn=1&cat=1&rgn=2&in
d=2&sub=1.

26  Robin DeMonia, At-Home Services Could Save Alabama 
Medicaid Money, The Birmingham News Blog (May 14, 
2012, 8:30 AM), http://blog.al.com/spotnews/2012/05/at-
home_services_could_save_al.html.

spent $902 million on nursing home care in 2011, and the 
average cost of care per person is $64,284.27 The more than 
9,000 people receiving assisted living care cost Alabama 
Medicaid a little more than $11,000 per person.28

At present, Alabama’s Medicaid program does not extend 
beyond this very small group of assisted living patients. 
While the State does cover home-based care options 
under the Elderly and Disabled Waiver, more Medicaid 
recipients use nursing homes than the services offered 
through this waiver. Not only does Medicaid coverage of 
assisted living facilities and home-based care create better 
options for individuals, both are significantly less expensive 
than nursing homes. In the short run, measures to increase 
assisted living coverage may add to Alabama’s Medicaid 
expenditures, depending on their utilization. Adding 1,000 
assisted living patients to the 1,000 already covered in 
nursing homes, for example, could drive up the total cost 
in the short term unless additional policies were put in 
place to regulate the number of available beds. Over time, 
however, shifting to assisted living and phasing out nursing 
home care for all but the most extreme cases would be 
consistent with best practices in other states.

In Alabama, nursing home care costs about $5,357 
per month per resident, according to the Alabama 
Department of Senior Services.29 By comparison, assisted 
living facilities cost only $2,694 per month, or $90 per 
day.30 Thus, every person placed in an assisted living 
facility instead of a nursing home, could save the State 
more than $2,660 per month. Home-based care is even 
less expensive, costing an average of $821 per month in 
Alabama to cover beneficiaries, “all of whom are nursing 
home eligible under Medicaid.”31

27  Alabama Department of Senior Services, Medicaid Waiver 
for the Elderly and Disabled, http://adss.alabama.gov/medicaid.
cfm (last visited Sept. 27, 2012).

28  Id.
29  Id.
30  Market Survey of Long-Term Care Costs, Metlife Mature 

Market Institute 20, www.metlife.com/assets/cao/mmi/
publications/studies/2011/mmi-market-survey-nursing-home-
assisted-living-adult-day-services-costs.pdf (last visited June 15, 
2012).

31  Supra at 31.
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Of Alabama’s 23,000 nursing home patients, 16,445 
residents are covered by Medicaid.32 If the number of 
Medicaid recipients in nursing homes who would be 
able to move to assisted living facilities was the same 
proportion in Alabama as in Mississippi, about 900 
residents would qualify for this transfer. Assuming a cost 
of $90 per day, the State of Alabama would realize a 
savings of $2.4 million per month, or about $28.7 million 
per year.33 If the same number were able to receive the 
care they need in their own homes, the State could save 
$49 million per year.34 The savings provided by Medicaid 
coverage of assisted living facilities and increased 
utilization of home-based care could be invested in other 
areas, bettering the quality, quantity, and distribution of 
Medicaid benefits. Again, any savings would, in the short-
term, be offset by any increased utilization of the newly 
covered service.35

Interest groups like the Alabama Nursing Home 
Association, up-front cost concerns of legislators 
about switching to more assisted living, and a general 
reluctance to change have all contributed to Alabama’s 
excessive reliance on nursing home care. The Home and 
Community Based Waiver of 2012 is a step in the right 
direction when it comes to cost containment and better 
quality of life for those needing nursing home care, but a 
more rapid shift to provide at-home services or assisted 
living facilities as alternatives to nursing home care should 
be one of the main priorities of the Alabama Medicaid 

32  Number and Percent of Beds Used by Medicaid, Medicaid of 
Alabama 1, http://medicaid.alabama.gov/documents/2.0_
Newsroom/2.3_Publications/2.3.1.5_Annual_Report_
FY10/2.3.1.5_FY10_Programs-LTC-Beds-Num._Percent.pdf 
(last visited June 20, 2012).

33  At present, the annual total cost of care for 900 residents is 
$57.85 million (900 * $5,357 * 12). Reducing this cost to $2,694 
per month would reduce the annual cost per resident to $32,328, 
for a savings of $31,956 per resident per year, or $28.7 million 
per year for 900 residents ($31,956 * 900).

34  By reducing the monthly cost per resident to $821, the state 
would save $54,432 per year per resident, or approximately $49 
million per year for 900 residents.

35  The comparison between Alabama and Mississippi is not 
to suggest that the Medicaid populations of both states are 
comparable. It is only intended as a model to suggest what 
might occur if the Medicaid populations of both states were 
roughly similar.

Agency, state legislators, and Governor Bentley.36 Alabama 
should combine the waiver for assisted living facilities with 
a continuum of care. As Medicaid enrollees seek coverage 
for in-home assistance, assisted living facilities, or nursing 
home care, Alabama Medicaid should also evaluate the 
health and economic circumstances facing each enrollee to 
ensure that they receive care that meets their needs in the 
most cost-effective manner.

Non-Emergency Transportation
The Alabama Medicaid Agency also provides non-
emergency transportation to eligible beneficiaries who need 
assistance getting to dental appointments, doctor offices, 
medical facilities, etc. Medicaid beneficiaries receiving non-
emergency transportation assistance receive “reasonable” 
compensation for their travel expenses. In addition to 
covering mileage, escort services, and shuttles, the program 
also covers lodging expenses in cases where patients must 
stay over in advance of a hospital or doctor visit.

While the non-emergency transportation coverage 
provided by Medicaid is serving a laudable goal—helping 
the poor get to medical providers—the program distorts 
individual behaviors, encourages abuse, and results in 
overall inefficiencies. In many cases, cheap transportation 
options to a hospital or doctor exist—public buses 
around Birmingham, for example, cost less than $5 to 
ride in most cases. However, under current Medicaid 
reimbursement policies, they will be reimbursed if they 
drive themselves or someone else drives them to the 
hospital or if they use a more expensive taxi service to get 
to and from their provider.

Rather than go forward with a program that leads people 
to think they have “free” unlimited non-emergency 
transportation, this optional benefit could be reformed in 
a way that gives people a certain amount of cash or credits 
per year to use on transportation. These credits could be 
carried into future years, and once they are exhausted, some 
co-payment from the beneficiary could be implemented. 
While the transportation benefit of Alabama Medicaid 
rests on well-meaning foundations of making sure poor 
people can get to their health care providers, it has been 

36  Supra at 27.
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abused and seems out of line with other benefits the State 
provides to the poor. Alabama subsidizes food for poor 
Alabamians, but the State does not fully subsidize travel 
to grocery stores in the same manner it subsidizes travel to 
and from health care providers.

C. Matching Service to Need
Two common stereotypes of Medicaid beneficiaries is 
that they use emergency rooms for services that could 
be handled by a doctor or an outpatient clinic, and 
they use outpatient clinics excessively because there are 
no explicit monetary costs for them to do so. When a 
Medicaid program fails to match up beneficiaries with the 
appropriate, low-cost providers, overall expenditures rise 
and valuable, life-saving surgeries that could have been 
provided in emergency rooms are reallocated to people in 
less desperate need of these procedures.

Routine procedures and surgeries can be provided far more 
effectively and at a far lower cost by outpatient clinics and 
private practice doctors. Our current Medicaid system, 
however, has built-in biases that favor hospitals over 
doctor’s offices. State administrators set rates for Medicaid 
reimbursement, and these rates are generally lower than 
rates paid by the private sector. The low, complicated fee 
schedule results in a number of undesirable consequences 
that include the following:

•  Lower supply of doctors servicing Medicaid patients 
because of the low fees;

•  Uncertainty for Medicaid beneficiaries about whether 
or not a particular doctor takes Medicaid;

•  Tremendous administrative and accounting costs for 
offices and clinics managing Medicaid reimbursement 
complexities; and

•  Treating Medicaid beneficiaries as second-class citizens 
in a traditional doctor’s office.

Combined, these effects lead beneficiaries towards 
emergency rooms and away from doctor’s offices: 
Why waste time shopping for a doctor who takes 
Medicaid when the ER will take you for “free”? And, 

the complex Medicaid reimbursement process and low 
fee schedule for Alabama doctors leaves many saying 
to themselves, “Why bother with Medicaid patients 
when the administrative costs are enormous and the 
reimbursement rates are far lower than those for private 
sector patients?”

The solution here is not necessarily to raise reimbursement 
rates for doctors, but, rather, to make the entire process 
less complex and to discourage emergency care use when 
private physicians are the more appropriate channel 
for medical needs. If Medicaid enrollees were expected 
to be more responsive to the incentives created by a 
fair system—a system with co-pays and market-based 
principles—everyone in the system would stand to benefit. 
Doctors would be more willing to schedule Medicaid 
patients; wait times for all patients would decline; and 
those most in need of emergency care would receive care 
more quickly. Medicaid reform not only promises benefits 
to non-Medicaid members, it also promises significant 
benefits to Medicaid enrollees themselves.

D. Health Savings Accounts
Several states, including Texas and West Virginia, have 
introduced reforms that encourage responsible habits 
and preventive health for enrollees. In West Virginia, 
a Medicaid redesign in 2007 asked enrollees to sign a 
pledge to take medications regularly, keep appointments, 
and avoid unnecessary emergency room visits. In return 
for making these promises, enrollees in the redesigned 
program were guaranteed a better set of benefits than 
those in the basic plan. In Texas, Health Opportunity 
Accounts (HOAs) have been proposed by legislators, and 
these accounts provide enrollees with health benefit funds 
that can be used toward non-Medicaid covered expenses 
if enrollees complete health programs, such as smoking 
cessation or weight loss plans.37

37  Pamela Villarreal & Joe Barnett, National Center for 
Policy Analysis, Texas Health Care Reform (May 21, 
2007), www.ncpa.org/pub/ba587.
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E. Direct Purchase of Private Health Insurance
Many of Alabama’s Medicaid enrollees are eligible for 
private health insurance, but they choose not to pursue 
private alternatives because Medicaid’s benefits are more 
generous. Reformers could look at adopting a plan that 
helps support the premiums for eligible enrollees. By 
shifting enrollees to private health insurance, taxpayers 
would be guaranteed that benefits were more in line with 
those being provided by typical private sector employees. 
Enrollees would also be held more accountable: decisions 
about when to visit health care providers would involve 
more cost-benefit analysis by the individuals, which is 
what the typical person on private health insurance does 
when deciding about whether or not to visit a provider.

concluSion

Medicaid in Alabama leaves much to be desired for 
beneficiaries, care providers, and taxpayers. Alabama’s 
system is not in step with many of the innovative changes 
being introduced across the country, and some of the 
more sensible things about our Medicaid program—low 
eligibility thresholds for poor adults, for example—are at 
risk of being adjusted by PPACA. Rather than continuing 
to be a program that reacts to budgetary shocks, Medicaid 
in Alabama has the potential to become a proactive, 
innovative leader when it comes to “best practices” for 
Medicaid reform around the nation.

Alabama needs to initiate reforms such as block grants, a 
waiver for assisted living facilities, and programs focused 
on healthy incentives. Medicaid is in need of a major 
overhaul, which should include market-based reforms. The 
status quo is not viable in the long-term, and taxpayers 
have grown weary of footing an increasingly expensive 
bill for Medicaid benefits that are far more generous than 
the benefits they enjoy in private health insurance plans. 
Lawmakers should seize this opportunity to reform and 
lead Alabama in the direction many other states are taking 
with Medicaid reform.
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