Federal Participatzon in Vendor Payments
for Nledical Care

by VIVIAN

For many years the States have been meeting some of the costs
of the medical services supplied to recipients of public assistance
through payments from assistance funds made directly to the
suppliers of the services, but not until the adoption of the 1950
amendments
to the Social Security Act was Federal participation in these payments possible.
By June 1952, Jifteen States
were reporting vendor payments made under plans approved
by the Social Security Administration
or under plans that had
been submitted for approval.
The extent of Federal participation in the vendor payments made in that month is reported in
the following pages.

NE of the changes in the
Social Security Act made by
the 1950 amendments permits
the States, beginning October 1950, to
obtain Federal matching
funds for
the payments
made by the public
assistance agencies directly
to doctors, hospitals, and other suppliers
of medical services to assistance recipients.
Such participation
is now
available to the extent that the total
of the money paymel-t and of payments made to vendors for medical
care does not exceed the maximums
on individual monthly payments specified in the Federal act. Before the
amendments the Federal Government
participated
in the cost of medical
care only if an amount to cover the
cost was included in determining
the
amount of the money payment to the
assistance case within the established
maximums. Thus the States now have
greater flexibility
than they formerly
had in arranging
and paying
for
medical services with Federal financial participati0n.l
The 1950 amendments
established
$50 as the maximum
on individual
the Federal
payments
in which
Government
can share for old-age
assistance, aid to the blind, and aid
to the permanently
and totally disabled and, for aid to dependent
* Division
of Program
Statistics
and
Analysis,
Bureau
of Public
Assistance.
1 For information
on medical
care paid
for by the States before
the 1950 amendments,
see the Bulletin,
August
1952, pp.
7-12, and June 1950, pp. 3-7.
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children, $27 for the first child in the
family, $27 for the needy adult relative with whom the child is living,
and $18 for each additional
child in
the family.’ For Puerto Rico and the
Virgin Islands, the maximums under
both the 1950 and 1952 amendments
are $30 for old-age assistance, aid
to the blind, and aid to the permanently and totally disabled and, for
aid to dependent
children,
$18 for
the first child and $12 for each additional child; the Federal share within
these
maximums is 50 percent.
By June 1952 (21 months after the
-^The 1952 amendments
provided
for an
increase in maximums
to $55, $30, and $21,
respectively;
this provision
became
effective in October
1952 and is scheduled
to
terminate
at the end of September
1954.
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effective
date of the amendment)
only 15 States were reporting vendor
payments for medical services made
under approved plans or under plans
that had been submitted to the Social
Security Administration
for approval
(table
1). Four additional
States
with plans submitted did not report
vendor payments under those plans
in June. These States are New
Mexico and West Virginia, with plans
that have been approved, and Hawaii
have submitted
and Ohio, which
plans on which action is pending.
New Mexico started to claim Federal
participation
in vendor payments in
July 1952. While West Virginia
has
an approved plan, the date when the
State will begin operations under the
plan is uncertain.
Additional
States may develop
plans for claiming Federal participation in vendor
payments
for medical
care, but the effect
of the arncndment
probably
will
continue
to be limited.
Some
States
may
not
amend
their
plans
to include
vendor
payments
for medical
care or to request
Federal
such
payments.
participation
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ante and are not likely, under the
present Federal law, to expand their
In three jurisdictionsprograms.
the District of Columbia, Maryland,
and Washington-medical
assistance
programs are administered
by public
health agencies, and in Hawaii the
public health agency is responsible
for providing hospital care for needy
persons. The local governments carry
the responsibility
in a number of
States for providing
medical
care
for the indigent.
New State legislation or appropriations
would usually
be required before these States could
develop plans for making vendor payments for medical care with Federal
participation.
Moreover, States with
a relatively
large
proportion
of
money payments
at or above the
Federal maximums
can obtain Federal participation
in only a small
share of their vendor payments.
In June 1952 the 15 States reportmg on the program made vendor payments for medical services amounting
to $6.3 million.
Only $1.5 million, or
not quite 25 percent of the total, fell
within
the Federal maximums
on
individual
payments
(table 1). The
Federal share in these vendor payments has been estimated at $837,000,
or about 13 percent of the $6.3 million. In old-age assistance, aid to the
blind, and aid to the permanently

Fedcral share

Perccni of
tot:11
WIldOr
payments

tat?342. 944

* States with vendor pnymcnt plans for medicul care approved or pending
approval.
2 A signiEes old-ageassistancc; B, aid to thr blind; C, aid to dependent children;
and I), aid to the permanently and totnlly disabled.
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$3SF,573
122,9c
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22,62!
33,619
11,494
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0
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0
385
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$450,184
24,136
187,893
37,683
1,358
35,627
2,190
55,313
2F, 962
1,004
17,585
62,796
7,101
502
3:

3 Elan not yet approvea.
’ Data for May.
5 Excludes $19i paid from other than pooled fund.

and totally disabled, Federal funds
represented
from 13 percent to 14
percent of vendor payments for each
program.
The Federal share for aid
to dependent children was 9 percent.
For purposes of this estimate, it
has been assumed that, in applying
the usual matching
formula,3 Federal funds are used to participate
in
the money payment first. If an oldage assistance recipient, for example,
received a money payment
of $40
and his medical bill of $30 was paid
for him, it was assumed that there
was Federal participation
in the $40
money payment and in $10 of the
vendor payment. Since in June 1952
$50 was the maximum old-age assistance payment in which the Federal
Government
could share, under the
1950 amendments,
the $20 balance
above this maximum
would be met
wholly from State and/or local funds.
In such a case (for an individual
receiving both money and vendor payments) an estimate of the Federal
share in the vendor payment was
arrived
at by applying
only the
3 In June 1952, the Federal
Government
paid three-iodrths
of the first $20 plus
half the balance
up to $50. Under
the
19Z amendments,
effective
October
1952September
1954, the Federal
share is fourfifths of the first $25 plus half the balance
Lip to $55.

second half of the Federal matching
formula-that
is, by considering that
the Federal share was half the matchable portion of the vendor payment.
The estimated Federal share in the
case cited would be $5.
For an individual
who did not receive a money payment-one
for
whom only a vendor payment was
made-the
Federal share was determined
in the usual manner.
If,
for example, a $100 medical bill was
paid for a recipient of old-age assistance who did not receive a money
payment,
the Federal
Government
would participate
up to the specified
maximum
of $50 and the Federal
share would be $30.
At the June 1952 rate of expenditure and under the matching provisions in effect in that month, the
estimated Federal share of vendor
payments for medical services would
amount to only $10 million a year.
Ii1 general,
vendor payments
are
reported for the month in which the
medical bills are paid rather than
for the month or months in which the
services were authorized or received.
Any cumulative
lag in payment of
bills may distort the figures for a
given month. Such a lag has occurred
in Illinois.
Since this State accounted
for one-third of the Federal share of
expenditures
for medical care in the
9

15 States in June, there is considerable inflation in the June figures and
in the estimate of annual expenditures at the June rate. If the Illinois
figures were reduced to represent a
more nearly normal monthly rate of
expenditure,
the Federal share at the
June rate may not have exceeded $9
million
a year for the 15 States.
Not all the Federal expenditures
represent additional Federal costs resulting from the amendment, because
some medical expenses now being
met by vendor pa;yments were previously met by including
the necessary amount in money payments to
recipients.
Nor does the total represent all Federal participation
in medical costs, since in several States part
of the cost of medical care was met
through money payments to recipients.
A number of circumstances
affect
the share of total vendor payments
met from Federal funds in each State
(table 2). In general, States in which
a large proportion of the money payments are less than the Federal maximums will have a relatively
large
share of vendor payments for medical
services met from Federal funds. The
Federal share of total costs is also
likely to be high in States that limit
the use of the vendor-payment
method to a few medical care items or to
inexpensive services. The association
of these two factors accounts for the
relatively
large share of these payments met from Federal funds in
Louisiana,
North Carolina, and the
Virgin Islands. Louisiana
limits its
vendor
payments
to expenditures
made for eyeglasses, refractions, and
eye treatment; North Carolina makes
vendor payments only for hospitalization, but a part of the charge is
met from other than assistance funds
and is not included in this report.
In most of the other reporting
States a smaller proportion
of total
vendor payments for medical care
were met by Federal funds because
the States made such payments for
a wide range of services or had a relatively
small percentage of money
payments below the Federal maximums. In general, these two circumstances explain the extent of Federal
participation
in vendor
payments.
The results for some States were also
affected, however, by data for cases
IQ

receiving only vendor payments for
medical care. The Federal share of
vendor payments for these cases is,
of course, higher than for cases that
also receive a money payment. Eleven
States were making vendor-only
payments in June 1952, as shown below.
Number
State
Total
............................
Illinois
............................
Indiana
............................
Massachusetts
.....................
Michigan
..........................
Minnesota
.........................
Nebraska
..........................
Nevada
............................
New York
.........................
North
Dakota
.....................
Rhode Island
.......................
Virgin
Islands
.....................

of Casey
16,105
-.5.144
E
1,121
421
365
18
7,431
23
140
1

Probably a high proportion
of the
vendor payments made for recipients
receiving no money payment is made
on behalf
of recipients
who are
patients in medical institutions.
Such
payments are also made, however,
for persons living outside institutions
who have sufficient resources to meet
their maintenance needs but are unable to meet their medical care costs.
Illinois,
Indiana,
Massachusetts,
Michigan, Minnesota, and New York
reported
a substantial
number
of
vendor payments only. In New York
the 7,500 vendor-payment-only
cases
account for about three-fourths
of the
estimated Federal share in vendor
payments in that State. In contrast
the 5,100 cases in Illinois that received
only vendor payments for medical
care account for two-fifths
of the
Federal share in vendor payments in
that State. The Federal share in
vendor payments for cases receiving
both types of payment was higher
in Illinois than in New York since a
larger proportion
of the money payments were below the Federal maximums. As a result of the various
factors, Federal funds met 17 percent
of the cost of vendor payments in
Illinois and 10 percent in New York.
Together
these two States account
for $534,000 of the $837,000 spent by
the Federal Government as its share
of the cost of the vendor payments
made by the 15 States in June 1952.
If the Illinois figures were adjusted
to represent a more normal rate of
expenditure,
the Federal funds for
vendor payments for medical care

for the t,wo States would still represent half the total for all States
combined.
The Federal share of total vendor
payments
was relatively
high in
Michigan
because a large share of
expenditures
represented the cost of
hospitalization
for cases not receiving a money payment. In June, Federal participation
in vendor payments
was claimed by the Rhode Island
agency only for 140 cases that did
not receive a money payment. Since
July I, Rhode Island has been operating under a “pooled fund” and paying vendors for a wide
range
of
services.

Pooled Fund
In June 1952, Connecticut and New
Hampshire
were
operating
with
“pooled funds” from which payments
were made to suppliers of the medical
services provided
to recipients.
A
“pooled fund” has been defined by
the Bureau of Public Assistance as
a “fund established, maintained,
and
operated
by the public
assistance
agency as a prepayment arrangement
to meet the cost of medical services
for public assistance recipients, and
into which fixed payments are made
each month in behalf of each public
assistance recipient
covered by the
fund. The monthly
payments into
the fund are made as assistance expenditures in behalf of recipients and
must constitute irrevocable payments
to the fund.”
When States pay for medical care
out of a pooled fund, it is the payment into, rather than out of, the
fund that constitutes the assistance
payment.
Under this type of plan
the Federal share tends to be relatively high because the cost of medical care is spread among all recipients
and there is Federal participation
in
the premium for all cases that receive money payments in amounts
less than the Federal maximums. The
data used therefore represent “pooled
fund” deposits rather -than actual expenditures during the month.
New Hampshire makes a monthly
payment into the fund of $8 for each
recipient
of old-age assistance and
aid to the permanently
and totally
disabled, $7 for each recipient
of
aid to the blind, and $11.50 for each
(Continued on page 21)
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recipient of aid to the blind.
The Federal share of total vendor
payments in June was 18 percent in
Connecticut;
it was 24 percent in
New Hampshire.
Because the proportion of money payments below the
Federal maximums is higher in New
Hampshire
than in Connecticut,
a
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larger proportion
of the payments
into the pooled fund in New Hampshire could be included within the
Federal maximums.
Plans approved
for two of the
States not reporticg
in June-New
Mexico and West Virginia-also
provide
for a pooled fund.
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