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Michigan Public Universities' Unrestricted Net Assets 
By Bill Bowerman, Associate Director 
 
Introduction 
 
According to a January 16, 2012, article in the Detroit Free Press entitled "Michigan's public 
universities see 24% increase in 'unrestricted' net assets", unrestricted net assets at public universities 
increased from $3.4 billion to $4.2 billion over the previous fiscal year.  The article juxtaposed the 
growth in unrestricted net assets, tuition increases, and employee concessions, suggesting that 
unrestricted net assets should have been used to mitigate the need for tuition increases and employee 
concessions.  The following information provides an overview of unrestricted net assets and how 
those funds are currently programmed by each university. 
 
Unrestricted Net Assets 
 
Net assets are basically the difference between assets and liabilities.  The Governmental Accounting 
Standards Board (GASB) states that net assets are represented in three components: 
 
1. Invested in Capital Assets, Net of Related Debt.  This component is the difference between the 

amount shown for capital assets and the outstanding debt incurred to finance the capital assets. 
2. Restricted Net Assets.  This component includes resources that are controlled by the provider of 

the resource.  For universities, this category would include gifts for specific purposes, e.g. 
building an art museum, or an endowment fund created for a specific purpose. 

3. Unrestricted Net Assets.  Unrestricted net assets are all resources not included in the other 
components.  These assets can be used for any purpose, and were the focus of the Detroit Free 
Press article.  Unrestricted net assets are not restricted by the source of the funds, but in many 
cases they are already programmed for specific purposes by the institution.  Therefore, the term 
"unrestricted" can be misleading.  Also, it is possible for unrestricted net assets to be represented 
as a negative amount.  This does not necessarily mean that the university is in a current negative 
cash situation.  The negative amount can relate to costs that will be paid in future years and 
previously accounted for on a pay-as-you-go basis.  (Western Michigan University's unrestricted 
net assets are an example of this scenario, as described below.)   

 
Background 
 
Table 1 compares fiscal year (FY) 2010-11 amounts listed as unrestricted net assets to FY 2010-11 
current fund revenue, as reported in the Higher Education Information Data Inventory (HEIDI).  
Current fund revenue is defined in HEIDI as prior fiscal year revenue recorded in the General Fund, 
expendable restricted fund, designated fund, and auxiliary fund as defined in the Manual for Uniform 
Financial Reporting.  This includes auxiliary operations, such as hospitals and dormitories, and 
operations funded from restricted revenue sources (e.g. federally funded research).  The unrestricted 
net assets ranged from a negative 9.6% to 56.1% of current fund revenue.  While a negative 9.6% ratio 
would appear to represent a bleak current financial situation and the 56.1 positive ratio might appear to 
indicate that a university was hoarding funds, the amounts programmed by each university need to be 
taken in context.  For example, Western Michigan University has listed negative unrestricted net assets 
in FY 2009-10 and FY 2010-11 of $68.5 million and $56.2 million, respectively.  The negative amount 
is due to the fact that universities implemented GASB Statement No. 45 Accounting and Financial 
Reporting by Employers for Postemployment Benefits other than Pensions (OPEBs) beginning with the 
fiscal year that ended June 30, 2008.  Before that time, the obligations related to future payments to 
retired employees were accounted for on a pay-as-you-go basis.  While they are now accounted for in 
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the year the liability is incurred, the actual payments will be made in future years.  Large positive 
unrestricted balances can be equally misleading.  While unrestricted net assets can theoretically be 
used for anything, the funds in many cases are programmed for the costs of long-term facility 
maintenance (such as facility repairs, boilers, and roofs).  The funds also could be earmarked for future 
capital outlay projects. 
 

Table 1 

Public University Unrestricted Net Assets as a Percent of Current Fund Revenue 

  
Unrestricted  
Net Assets 

Current  
Fund Revenue 

Percent of 
Current Fund 

Revenue 

Universities    
Central .......................................................  $276,100,000 $492,549,271 56.1% 
Eastern ......................................................  40,500,000 385,260,957 10.5 
Ferris .........................................................  111,400,000 279,330,783 39.9 
Grand Valley .............................................  166,169,000 445,804,119 37.3 
    
Lake Superior ............................................  4,055,185 55,724,287 7.3 
Michigan State ..........................................  789,000,000 2,051,281,109 38.5 
Michigan Tech ...........................................  9,606,105 249,161,260 3.9 
Northern ....................................................  92,051,086 189,514,015 48.6 
    
Oakland .....................................................  145,793,000 301,490,015 48.4 
Saginaw Valley ..........................................  37,773,000 155,233,702 24.3 
UM-Ann Arbor

1)
 .........................................  704,295,293 2,956,666,105 23.8 

UM-Health System
1)

 ..................................  1,839,396,473 2,478,534,443 74.2 
    
UM-Dearborn

1)
 ..........................................  22,841,362 118,802,367 19.2 

UM-Flint
1)

 ...................................................  36,560,019 108,389,344 33.7 
Wayne State ..............................................  220,000,000 923,564,541 23.8 
Western .....................................................  (56,200,000) 585,393,845 (9.6) 

Total ..........................................................  $4,439,340,523 $11,776,700,163 37.7% 
1)
 University of Michigan did not reconcile amounts with information submitted to HEIDI.  The 

University of Michigan states that differences between current fund revenue in audited financial 
statements and HEIDI are mainly attributable to tuition discounts and inter-university billings. 

Source:  HEIDI and University Financial Offices 
 
The balance of this article includes information provided by each university regarding amounts 
reported as unrestricted net assets at the close of FY 2010-11.  The allocations listed demonstrate that 
while unrestricted net assets are not constrained by the source of the funds, in many cases they are 
already allocated to planned future expenditures.  Each institution stated the necessity of having funds 
available for long-term planning needs, including maintenance of infrastructure and emergency 
situations.  A positive unrestricted net asset amount at the end of the fiscal year has an impact on an 
institution's bond rating, thereby reducing long-term borrowing costs.  Universities also stated that most 
unrestricted net assets are accumulated over time and it would not be prudent to use these funds for 
annual ongoing expenses. 
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Amounts Reported as Unrestricted Net Assets 
 
Central Michigan University.  Central Michigan University stated that unrestricted net assets serve 
to provide adequate cash flow for operations, support strong financial ratios to enable access to low 
interest rates on debt, provide funding for scholarships, support necessary reserves for self-funded 
health benefit and other insurance programs, and fund deferred maintenance and other capital 
projects.  Approximately 35.0% of FY 2010-11 unrestricted net assets were allocated to deferred 
maintenance and other capital projects such as the addition to The Health Professions Building, the 
renovation of The Bovee University Center Building, and Anspach Hall (the largest campus classroom 
building) and other future projects. 
  

Central Michigan University
FY 2010-11 Unrestricted Net Assets 

Allocation 
Amount 

(in Millions) 
Capital Projects ........................................................................  $96.5 
Debt Stabilization and Insurance Reserves ............................  34.3 
Unrealized Gain/(Loss) ............................................................  17.7 
Contractual Commitments .......................................................  21.6 
Department and Auxiliary Capital Balances  ...........................  73.4 
Funds that Function as Endowments ......................................  32.6 
Total ......................................................................................... $276.1 

 
 
Eastern Michigan University.  The university stated that the primary purpose of its unrestricted net 
assets is to ensure a steady cash flow, ensure a low interest rate for borrowing, and serve as the 
institution's emergency reserves.  As shown in Table 1, the FY 2010-11 unrestricted net assets amount 
was 10.5% of current fund revenue of the university.  This amount would fund operating expenses of 
the university for approximately 43 days.  Eastern used $10.0 million of its unrestricted net assets in FY 
2010-11 for its share of the cost to renovate a large classroom building (Pray-Harrold). 
 

Eastern Michigan University
FY 2010-11 Unrestricted Net Assets 

Allocation 
Amount 

 (in Millions) 
General Fund ............................................................................. $18.5 
Designated Fund ........................................................................ 7.1 
Auxiliary Fund ............................................................................ 6.5 
Plant Fund .................................................................................. 8.4 
Total ........................................................................................... $40.5 

 
 
Ferris State University.  Ferris stated that the largest portion of its unrestricted net asset balance is 
designated for operational and instruction needs including instructional equipment, scholarships, 
maintenance of physical plant, university-wide plant projects ranging from a new student center to 
pedestrian safety projects, professional development of faculty and staff, the institution's self-insurance 
program, auxiliary operations support, student loan fund balances, and paper assets such as booked 
but unrealized investment gains.  The following allocations were provided regarding the FY 2010-11 
unrestricted net assets totaling $111.4 million. 



State Notes 
TOPICS OF LEGISLATIVE INTEREST 

Spring 2012 

Ellen Jeffries, Director – Lansing, Michigan – (517) 373-2768 – TDD (517) 373-0543 
Page 4 of 9 www.senate.michigan.gov/sfa 

 

Ferris State University FY 2010-11  
Unrestricted Net Assets 

Allocation 
Amount 

 (in Millions) 

Departmental Operating Support ..............................................  $36.3 
Plant Maintenance .....................................................................  34.6 
Plant Projects in Progress .........................................................  24.6 
Auxiliary Operations...................................................................  1.2 
Student Loan Funds ..................................................................  1.0 
Unrealized Gains .......................................................................  6.2 
Self Insurance ............................................................................  1.0 
Other ..........................................................................................  6.5 

Total ..........................................................................................  $111.4 

 
 
Grand Valley State University.  Grand Valley stated that its unrestricted net assets reflect operating 
cash flow, construction of academic facilities, reserves for the campus housing system (funded as an 
auxiliary enterprise), and funds for new and additional academic programs.  Most of the unrestricted 
net assets are committed to one-time uses, not annual operating costs.  Grand Valley State University 
has two large construction projects under way, the Mary Idema Pew Library and the L. William 
Seidman Center for the College of Business.  The two projects total $100.0 million and are not being 
constructed with State capital outlay funds.   
 

Grand Valley State University 
FY 2010-11 Unrestricted Net Assets 

Allocation 
Amount 

 (in Millions) 

Endowment ................................................................................  $8.1 
Capital Projects in Process ........................................................  36.5 
Housing and Auxiliary Repair & Maintenance ...........................  15.0 
Debt Service ..............................................................................  6.7 
Academic Initiatives and Technology ........................................  22.5 
Future Capital Projects and Debt Service .................................  57.6 
Reserves for Operations and Cash Flow ..................................  19.3 
Uncommitted Funds...................................................................  0.5 

Total ..........................................................................................  $166.2 

 
 
Lake Superior State University.  The university reported a General Fund deficit of $532,067.  The $1.1 
million in designated funds is a combination of approximately 55 funds, including small gifts designated 
for a specific purpose and charter school funds.  The auxiliary funds include an athletic fund deficit and 
small fund balances for housing, food services, and the health care center, as well as $285,000 in a 
parking fund designated to repair/replace parking lots and $107,000 for fleet vehicle replacement.  The 
insurance reserves include approximately  $700,000 to cover insurance deductibles, an additional 
$500,000 in workers' compensation reserves, and a health insurance reserve equal to about four months' 
premium.  The university's average bank balance is about four to five months' operating cash flow. 
 



State Notes 
TOPICS OF LEGISLATIVE INTEREST 

Spring 2012 

Ellen Jeffries, Director – Lansing, Michigan – (517) 373-2768 – TDD (517) 373-0543 
Page 5 of 9 www.senate.michigan.gov/sfa 

 

Lake Superior State University  
FY 2010-11 Unrestricted Net Assets 

Allocation 
Amount 

 (in Millions) 

General Fund Deficit ..................................................................  $(0.5) 
Designated Funds ......................................................................  1.1 
Auxiliary Funds ..........................................................................  0.4 
Insurance Reserves ...................................................................  3.1 

Total ..........................................................................................  $4.1 

 
 
Michigan State University.  The university's unrestricted net assets are designated for academic, 
research, and outreach programs and initiatives, postemployment benefits, and capital asset renewals 
and replacements.   
 

FY 2010-11 Unrestricted Net Assets 

Allocation 
Amount 

 (in Millions) 

Capital and Infrastructure ..........................................................  $295.0 
Programmatic Commitments    ..................................................  270.0 
Departmental Working Capital ..................................................  213.0 
Quasi-Endowments ...................................................................  81.0 
Retirement and Insurance .........................................................  (80.0) 
Uncommitted Funds...................................................................  10.0 

Total ..........................................................................................  $789.0 

 
 
Michigan Technological University.  The university allocated over $5.4 million of the unrestricted 
net assets to fund the Michigan Public School Employees' Retirement System (MPSERS) program.  
The two largest parts of the payment are for retiree health care benefits, which the university no 
longer subsidizes for 90.0% of its current employees, and an assessment on university employees to 
account for the MPSERS unfunded liability.  The balance of unrestricted net assets was allocated for 
student financial aid. 
 

FY 2010-11 Unrestricted Net Assets 

Allocation 
Amount 

 (in Millions) 

MPSERS ....................................................................................  $5.4 
Student Financial Aid .................................................................  4.2 

Total: .........................................................................................  $9.6 

 
 
Northern Michigan University.  The $92.1 million in unrestricted net assets reflects amounts 
identified for capital projects, long-term maintenance projects, reserves for student loans, departmental 
activities and cash flows, contractual commitments, funds functioning as endowments, debt 
stabilization reserves, self-insurance reserves for health, property, and liability, and reserves for 
auxiliary activities. 
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FY 2010-11 Unrestricted Net Assets 

Allocation 
Amount 

 (in Millions) 

Capital and Long-Term Maintenance Projects ..........................  $32.8 
Reserves for Student Loans, Departmental Activities, and 
Cash Flow  .................................................................................  19.9 
Contractual Commitments (encumbrances at year-end) ..........  13.1 
Funds Functioning as Endowments ..........................................  11.3 
Debt Stabilization Reserves ......................................................  7.1 
Self-Insurance Reserves ...........................................................  4.0 
Reserves for Auxiliary Activities ................................................  3.9 

Total ..........................................................................................  $92.1 

 
 
Oakland University.  Oakland University stated that the reserves are funded based on generally 
accepted accounting principles (GAAP) and endorsed/expected by external auditors, rating agencies, 
bond buyers, and donors.  Unrestricted net assets are programmed for capital projects, OPEB, debt 
service, maintenance, insurance, and other functions.  
  

Oakland University 
FY 2010-11 Unrestricted Net Assets 

Allocation 
Amount 

 (in Millions) 

Capital Projects in Process ............................................................  $12.1 
Debt Service Reserve ....................................................................  7.8 
Postemployment Benefit Costs ......................................................  10.6 
Quasi-Endowments (scholarships, teaching, research, library 
support) ..........................................................................................  16.3 
Encumbrances/Carry Forwards .....................................................  9.1 
Maintenance Reserves ..................................................................  17.1 
Parking Reserves ...........................................................................  4.3 
Auxiliary Operations Fund (housing, student center, theatre, etc.) 8.3 
Rainy Day Fund..............................................................................  4.0 
Reserves for Insurance, Workers'/Unemployment Compensation,  
Unrealized Investment Gain/Loss ..................................................  23.1 
Gift Funds, Indirect Cost Recovery, Other Activities .....................  33.1 

Total ...............................................................................................  $145.8 

 
 
Saginaw Valley State University.  Most of the university's $37.7 million unrestricted net assets 
were designated for capital projects and deferred maintenance.  Approximately $1.8 million (4.8%) 
was undesignated and available as a contingency for enrollment/revenue declines or other 
unforeseen circumstances having a negative impact on operating budgets. 
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FY 2010-11 Unrestricted Net Assets 

Allocation 
Amount 

 (in Millions) 

Capital Projects and Repair Services ........................................  23.4 
Auxiliary Operations...................................................................  1.4 
Designated for Department Use ................................................  11.1 
Amounts Obligated by Contractual Commitments ....................  0.1 
Undesignated .............................................................................  1.8 

Total ..........................................................................................  $37.8 

 
 
University of Michigan.  Unrestricted net assets for the University of Michigan totaled $2.6 billion.  
This amount includes the University of Michigan Ann Arbor, Dearborn, Flint, and the University of 
Michigan Health System (hospital).  Of that amount, $1.8 billion (70.0%) is attributable to the 
University of Michigan Health System.         
 
Nonhealth system unrestricted net assets are earmarked by the university for building projects and 
plant maintenance and equipment reserves, self-insurance (medical professional liability, property 
damage, general liability and educators' legal liability, workers' compensation, and auto liability), 
employee benefits, and other academic and operational support.  The following table lists the 
unrestricted net assets for University of Michigan educational institutions (Ann Arbor, Dearborn, and 
Flint).  Unrestricted net assets for nonhealth system operations equaled 24.0% of nonhealth system 
current fund revenue.    
 

University of Michigan Nonhealth System 
FY 2010-11 Unrestricted Net Assets 

Allocation 
Amount 

 (in Millions) 

Building Projects & Plant Maintenance and Equipment Reserves  $361.8 
Self-Insurance (Veritas) .................................................................  65.4 
Employee Benefits .........................................................................  25.3 
Other, Primary Academic and Operational Support ......................  311.2 

Total ..............................................................................................  $763.7 

 
University of Michigan Health System unrestricted net assets totaled $1.8 billion and on a 
comparative basis, equaled 74.2% of health system current fund revenue for FY 2010-11.  The 
unrestricted net assets are generated by patient fees and accumulated by the University of Michigan 
Health System for costs related to long-range planning to expand and continually improve facilities, 
implementation and certified electronic medical records as required by the Federal government, and 
implementation of health care reforms.    
 
Wayne State University.  For FY 2010-11, Wayne State University's unrestricted net assets totaled 
$220.0 million.  This was a reduction from $235.1 million in the previous fiscal year.  Over 71.2% of 
the university's allocations of the unrestricted net assets related to plant investment funds, 
designated fund activities, and faculty and research initiatives. 
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Wayne State University 
FY 2010-11 Unrestricted Net Assets 

Allocation 
Amount 

 (in Millions) 

Prior Year Encumbrances .........................................................  $13.3 
Faculty and Research Initiatives ...............................................  64.0 
Financial Aid ..............................................................................  1.2 
Academic Support .....................................................................  9.3 
Division/Central Account ...........................................................  14.2 
Strategic Initiatives .....................................................................  19.7 
Designated Fund Activities ........................................................  43.8 
Plant Investment Funds .............................................................  48.8 
Miscellaneous ............................................................................  5.7 

Total ..........................................................................................  $220.0 

 
 
Western Michigan University.  Western's unrestricted net assets have a negative balance as a result 
of the university's "Other Postemployment Retirement Benefits" (OPEB) liability.  The university 
provides life insurance, health, and dental benefits, including prescription drug coverage, to retired 
employees, their spouses, and dependent children.  As of June 30, 2011, the OPEB liability amounted 
to $149.0 million.  The university is working toward reducing the OPEB liability.  Unrestricted net assets 
would be a positive $93.0 million if the university excluded the OPEB liability.   
 

Western Michigan University 
FY 2010-11 Unrestricted Net Assets 

Allocation 
Amount 

 (in Millions) 

Debt Service ..............................................................................  $25.8 
Construction Commitments .......................................................  7.4 
Auxiliary Operations Fund Balance ...........................................  8.2 
Student Support .........................................................................  1.0 
WMU Share of Employee Insurance and Benefits ....................  7.0 
Maintenance and Infrastructure Reserves ................................  27.3 
Reserves to Improve and Maintain Parking Facilities ...............  4.0 
Research and Academic Program Needs .................................  12.3 
OPEB Liability ............................................................................  (149.2) 

Total ..........................................................................................  ($56.2) 

 
Conclusion 
 
The variance in unrestricted net assets from year to year is affected by the timing of capital projects, 
how institutions account for future unfunded liabilities, and interest earnings on funds.  While 
unrestricted net assets are not designated for a specific purpose by the source of the funds, they are 
in most cases already programmed by the universities for specific purposes, including emergency 
needs, deferred maintenance, safety upgrades, capital improvements, insurance reserves, academic 
and research initiatives, and financial stability (cash flow).   
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State funding reductions also have affected the need for institutions to save for capital maintenance 
costs.  Before State budget shortfalls began in 2001, the State assisted universities with capital 
maintenance costs.  The last appropriation specifically for this purpose was Public Act 291 of 2000, 
which included $45.0 million for infrastructure, technology, equipment, and maintenance at Michigan 
public universities.  Costs of maintaining infrastructure are significant.  The FY 2010-11 Michigan 
Higher Education Institutional Data Inventory lists current fund total building square footage at 
approximately 117.9 million square feet.  Over time, costs of maintaining those facilities include the 
replacement of roofs, mechanical systems, electrical, plumbing, safety upgrades, and other building 
improvement costs. 
  
Unrestricted net assets accumulate over years and are not part of an ongoing source of funds; 
therefore, universities maintain that the funding should not be used for recurring operational costs.  
Using these funds to cover ongoing operational costs or to temporarily reduce tuition would result in 
budget issues in future years.  While there is no general rule or standard regarding what is the most 
appropriate amount of funding for unrestricted net assets, maintaining a sufficient balance is prudent 
to cover operational costs over a period of time, possible emergency situations, and facility repair 
and upgrades related to the delivery of education.   
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The Snyder Administration's Proposed Dual Eligibility Waiver 
By Steve Angelotti, Associate Director 
 
Introduction 
 
On Monday, March 5, 2012, the Snyder Administration released its proposal for integration of 
care for those dually eligible for the Medicare and Medicaid programs.  The link to the proposal 
is below: 
 
http://michigan.gov/documents/mdch/Michigans_Integrated_Care_Proposal_378383_7.pdf 
 
This article provides an overview of the proposal and its potential impact on State revenue. 
 
Background 
 
The Medicare and Medicaid programs were established over 40 years ago to provide health 
insurance coverage for, respectively, elderly and low-income Americans.  There are 
individuals who are eligible for both the Medicare and Medicaid programs; they are known as 
dual eligibles.  In general, Medicare pays for physician, pharmaceutical, and institutional 
services other than nursing home services, while, for dual eligibles, Medicaid covers the 20% 
coinsurance for many Medicare services and pays for most nursing home services. 
 
The vast majority of Medicare recipients are in a fee-for-service system, where the Federal 
government directly reimburses providers for services to Medicare recipients.  (A relatively 
small number of people are in Medicare Advantage, the Medicare managed care program.)  
Most Michigan Medicaid recipients are in managed care, where the State pays a Medicaid 
health maintenance organization (HMO) what is known as a capitation payment and the 
HMO coordinates and reimburses the services.  The advantage of managed care is the 
ability of the HMO to manage costs and coordinate care for its clients.   
 
The State of Michigan has been very aggressive in putting Medicaid recipients into managed 
care and has claimed large savings from doing so.  However, Michigan residents who are 
dually eligible for Medicare and Medicaid are generally not in Medicaid managed care.  The 
main reason is that Medicare is the primary payer for services to dual eligibles, so managing 
the care on the Medicaid end would be the tail wagging the dog.  Medicare decides whether 
the physician bill is paid, Medicaid just pays the 20% share, and there is no care for Medicaid 
to manage. 
 
The dual eligible proposal would allow the State of Michigan to blend the Medicare and 
Medicaid funding streams into one stream of money.  The State then would use the money to 
purchase physical health and behavioral health care services from managed care and other 
similar entities on behalf of the dual eligible population. 
 
The Department of Community Health (DCH) took public comment on the proposal through 
April 4, 2012, before submitting it to the Federal Centers for Medicare and Medicaid Services 
(CMS) for approval.  
 

http://michigan.gov/documents/mdch/Michigans_Integrated_Care_Proposal_378383_7.pdf
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Michigan was one of 15 states to receive a waiver from CMS to develop a plan to integrate 
care for the roughly 211,000 dual eligibles in the State.  Most of the health care costs for 
these individuals are covered presently by Medicare, in particular for physician, hospital, and 
pharmaceutical services.  Medicaid covers the cost of coinsurance and covers most long-
term and behavioral health care costs for this population. 
 
Because these people are covered by two separately run programs, coordination of care is 
very difficult and, as noted above, managed care is nearly impossible.  There are also 
disincentives at the State level to innovate – for instance, efforts by the State to reduce 
hospitalization rates among the elderly would lead to limited fiscal benefits to Michigan as the 
savings would accrue to the fully federally funded Medicare program. 
 
Under the integration proposal, the State would be able to merge the Medicare and Medicaid 
funding streams and set up integrated care, contracting with managed care and accountable 
care entities.  The belief is that more coordinated care would result in better services and 
outcomes for clients as well as reduced costs for the State and Federal government. 
 
The majority of the 211,000 dual eligibles in Michigan are low-income elderly people.  
However, there are many nonelderly who are Medicare recipients, in particular disabled 
individuals with work histories and many developmentally disabled and mentally ill 
individuals.  In fact, over 40% of dual eligibles are under the age of 65, with developmentally 
disabled and mentally ill individuals under age 65 comprising 15% of the total dual eligible 
population.  Because the population affected by this waiver extends beyond the low income 
elderly, designing a program is more complicated than just addressing issues surrounding 
medical care for the elderly.   
 
Pages 7 through 10 of the report linked above provide some data on costs for dual eligibles.  
Of most significance is that, in Michigan, the Medicaid and Medicare programs spent a 
combined total of almost $8.0 billion in 2008 on the dual population, almost $40,000 per dual 
eligible.  This is not a surprise as the dual eligible population is one with significant health 
care costs and many pre-existing chronic health conditions. 
 
The Administration's proposal would have a major impact on the public behavioral health 
system, that is, Community Mental Health (CMH) boards and the Pre-Paid Inpatient Health 
Plans (PIHPs).  Due to many developmentally disabled and mentally ill adults being 
Medicare-eligible, nearly half of CMH and PIHP expenditures are for services to dual 
eligibles.  The CMH and PIHP community expressed strong concern about the integration 
proposal as it was being developed.   
 
The proposal also would affect long-term care services, as nursing home and intermediate-
level services for many dual eligibles would be provided through something resembling a 
managed care model instead of the current fee-for-service model.  There also likely would be 
an expansion of intermediate-level home and community-based services. 
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Design of the Proposed New Service Delivery System 
 
The Department's proposal would set up a partial-risk model, with services reimbursed by 
managed care entities and accountable care organizations (ACOs).  These organizations 
differ from traditional managed care entities because an ACO may resemble a capitated 
managed care entity or resemble a traditional fee-for-service model, or be a blend of the two.  
On the physical health side, the Administration is using the term "integrated care 
organization" or ICO to describe the entities that would receive contracts to provide physical 
health services to the dual eligible population. 
 
A partial-risk model differs from the usual full-risk model in that the State could end up 
sharing some of the costs if expenditures exceeded expected levels.  Under a full-risk model, 
the private entity managing the care would absorb all excess costs.  The Administration's 
proposal notes that the State expects to convert from a partial-risk plan to a full-risk plan over 
time, especially as data become available to allow for better risk adjustments in payment 
rates.  The Federal government appears to prefer the full-risk model and this aspect may be 
a discussion point in negotiations with CMS. 
 
The Role of PIHPs 
 
The behavioral health services would be provided by the PIHPs (as is the case presently).  
However, there would be a change in the PIHP model.  At present, the 46 CMH boards have 
banded together into 18 PIHPs.  The DCH proposal envisions five or six regional PIHPs as 
opposed to 18, so this proposal would lead to greater consolidation of PIHPs.  This was 
certain to be a major discussion point during the public comment on the proposal. 
 
Furthermore, under the Federal health reform legislation, individuals under 133% of the 
Federal poverty level who are not currently Medicaid eligible (generally single nondisabled 
adults) would become Medicaid-eligible on January 1, 2014.  This means that the vast majority 
of the non-Medicaid services provided by the 46 CMHs would be Medicaid reimbursed.  
Therefore, the consolidation not only would affect the 18 PIHPs, but would effectively transform 
the entire CMH system, both Medicaid and non-Medicaid, into a system run through five or six 
PIHPs. 
 
The intent is for the PIHPs and ICOs to be separate entities.  There had been discussion, at 
various points in the process, about having all services be provided by ICOs, which would 
have meant transferring 40% of the PIHP budgets (the portion covering services to dual 
eligibles) to the ICOs.  There was strong resistance to this idea from the behavioral health 
community and the Administration's proposal represents an attempt to avoid that conflict. 
 
It should be noted that just because the State opted not to fold behavioral health services into 
the ICOs, one should not conclude that this could not happen in the future.  The contracts 
would be for a specified period of time and the State could, in the future, choose to seek fully 
integrated care and have the ICOs cover all behavioral health services for dual eligibles. 
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When PIHPs were created a decade ago, the original proposal was to allow any entity, 
including private firms, to compete to provide behavioral health services to Medicaid clients.  
The final proposal gave right of first refusal to CMHs, which preserved the public mental 
health system's lead role in Medicaid behavioral health care.  This waiver expires on 
September 30, 2013, and the State could opt to bid out the PIHP services at that time. 
 
While each person in the integrated care program would be eligible for services from two 
entities, the ICO for physical health and the PIHP for behavioral health, the intent is for 
coordination of care between the ICOs and PIHPs.  This would be done through a concept 
called a "care bridge", where the ICOs and PIHPs would contract with each other for coverage 
of services and both might have some financial responsibility.  There would be multidisciplinary 
teams, including social workers, to work with the clients to ensure full coordination of care. 
 
The intent is to define which services belong with which entity, with the understanding that 
there would be an overlap in terms both of assessment and meeting needs.  Each individual 
would have a care coordinator on both the physical health and behavioral health sides and 
the care bridge would address problems that could come up.  Furthermore, ICOs and PIHPs 
would use the same electronic health record platform.  Finally, "person-centered" planning 
would be the basis for decisions for clients by both the ICOs and PIHPs.  The Administration, 
in its proposal, makes it clear that coordination of care, electronic records, and person-
centered planning would be key quality measures used to evaluate bidders and, eventually, 
the entities providing care. 
 
Safeguards 
 
Perhaps the greatest concern during any shift to an expanded managed care model is 
ensuring continuity of care.  This is especially important for the dual eligible population, which 
includes many individuals with severe pre-existing health conditions.  The Administration 
states that its contracts would include requirements to maintain existing services and providers 
"until an assessment is completed and care transition arrangements are made through the 
person-centered planning process".  The Administration also states that nursing facilities would 
continue to receive the same Medicare or Medicaid reimbursement for clients who reside in 
those facilities. 
 
One of the keys to these safeguards is the person-centered planning process, which would 
allow the clients to have significant input on the services provided and, in particular, their 
living arrangements. 
 
Enrollment 
 
Pursuant to Federal requirements, enrollment in the waiver would be voluntary:  "Initial 
enrollment will offer a two-month period to decide whether to opt out or to select an ICO".  
The default would be enrollment; if a client did nothing, he or she would eventually be 
assigned to an ICO.  A client who opted out would remain in the fee-for-service Medicare and 
Medicaid programs.  Enrollees would have a choice of at least two ICOs in their region, but 
would be assigned to the single PIHP in their region. 
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The question arises, why would people who presumably are reasonably satisfied with their 
current services from Medicare and Medicaid switch to this new coordinated care system?  
The Medicare managed care program, Medicare Advantage, serves as an example.  
Medicare Advantage providers attract clients by offering more extensive benefits and lower 
out-of-pocket costs.  In a similar manner, it is expected that the ICOs would try to attract 
clients by offering greater benefits, such as dental or vision.  Joining the waiver also likely 
would be appealing to some due to care coordination services as well as a greater likelihood 
of obtaining currently capped home and community-based services. 
 
The Administration's plan is to roll out the program over a full year, starting in July 2013, with 
staggered starts for the different regions. The belief is that starting the program statewide at 
one time would lead to a more difficult transition.  Furthermore, the State would learn from 
any problems during the initial start-up and would hope to avoid them when the program 
started in other regions.  
 
Various populations would be enrolled at different times, too, with the elderly not receiving 
long-term care services, the mentally ill, and disabled individuals outside of the 
developmentally disabled community joining during the first three months of the roll-out.  In 
the next calendar quarter long-term care recipients would be enrolled; then, in the final 
quarter, the developmentally disabled would be enrolled. 
 
Enrollment would be done through an enrollment broker with no ties to the ICOs or PIHPs.  
This would be similar to what is done now with regular Medicaid and the Medicaid HMOs, as 
Maximus handles enrollment for Medicaid.  The ICOs would not be allowed to do outreach or 
advertising to attract clients. 
 
Revenue and Savings 
 
The amount of money that the Federal government would provide to reflect what "would" have 
been spent on Medicare will be subject to discussion between the State and CMS.  If the 
waiver goes into effect in 2014, there is no way to know for certain how much would have been 
spent on Medicare services to dual eligibles in 2016; the amount will have to be estimated 
based on actual costs and projected expenditure trends.  A similar process was used in 
developing the Medicare Part D pharmaceutical "clawback".  The clawback, a payment by the 
State to the Federal government, was created when the Medicare program took over 
responsibility for dual eligible pharmaceuticals.  The State has to pay the Federal government 
an amount equal to the projected State share of costs if dual eligible pharmaceuticals were still 
covered by Medicaid. 
 
On the savings front, the Governor's recommended FY 2012-13 DCH budget assumed 
savings of $29.7 million Gross and $10.0 million General Fund/General Purpose due to the 
dual integration waiver.  Given that the waiver would not begin enrolling clients until July 
2013, these savings, which would have to be realized for a subset of the population over the 
last three months of FY 2012-13, are questionable.  As the Administration noted in the paper, 
there would likely be some cost increases due to the expansion of intermediate level care 
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and supportive services.  The Administration does, however, expect some savings from a 
shift from inpatient services to community services, which would offset and perhaps 
eventually exceed the cost increases. 
 
Assuming that savings eventually did occur, another concern is how they would be shared 
between the State and Federal government.  The DCH estimates that, by the time the 
program starts, there will be about $9.0 billion in Medicare and Medicaid spending on the 
dual eligible population, and the vast majority of that will be Federal dollars (as all Medicare 
spending is Federal and almost two-thirds of Michigan's Medicaid spending is Federal).  
Therefore, assuming that the integration of care was successful in saving money, there 
remains the question of how the amount saved would be estimated and how it would be split 
between the State and Federal government.  That matter would be determined in the 
negotiations between the DCH and CMS. 
 
Conclusion 
 
This proposal represents certainly the most significant change in Michigan Medicaid policy 
since the shift to managed care for physical and behavioral health and arguably the most 
significant change in publicly funded health coverage since the advent of the Medicare and 
Medicaid programs over 40 years ago. 
 
The impact on the provider community could be substantial.  During the initial process the 
Administration considered having all care, both physical and behavioral health, be provided 
by ICOs.  That would have eliminated almost half of PIHP funding and led to a situation in 
which people in the same group home could see their services paid and coordinated by two 
completely different types of entities, depending on whether they were a dual eligible or a 
"regular" Medicaid client.  The decision to maintain the PIHP system limits the potential 
impact on the PIHP and CMH community.  However, the decision to reduce the number of 
PIHPs to five or six would result in a major restructuring of the behavioral health system, with 
an impact extending beyond the dual eligible community. 
 
The long-term care system would face similar major changes.  Instead of a fee-for-service 
model for nursing home care combined with a limited number of slots for home and 
community-based waiver services, the payment system would resemble a capitation model, 
with the providers being paid by a private ICO rather than the State.  If the expansion of 
community-based care resulted in a diversion of individuals from nursing homes, then there 
could be a significant financial impact on the nursing home industry.  Furthermore, the use of 
quality measures to evaluate payments to nursing homes could have an impact as well.  
Meanwhile, home and community-based services would likely expand, but not simply for 
those at risk of institutionalization.  There likely would be an increase in the level of services 
available for frail elderly who are arguably underserved at present, with a corresponding 
increase in expenditures. 
 
While other providers, such as hospitals and physicians, would not face the same potential 
challenges, a shift toward a broader managed care system would certainly affect their 
interactions with (and reimbursement for) the dual eligible population. 
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The Legislature's role in this process, barring direct intervention, is rather limited.  The 
Administration provided 30 days for public comment on the proposal before starting the CMS 
process in early April, but, because of the waiver process, this issue is primarily between the 
Snyder Administration and the U.S. Department of Health and Human Services, with the 
Legislature acting as an interested observer. 
 
As the proposal is considered, interested parties can be expected to express quite legitimate 
concerns on a number of fronts, such as:  1) How would the proposal affect the availability 
and quality of services to clients?  2) How would the proposal affect the public behavioral 
health system and its clients?  Does the Administration intend to eventually replace PIHPs 
with ICOs?  3) What sorts of non-HMO organizations would serve as ICOs and what is their 
experience level?  4) Would the State be able to fully implement this proposal in one 
calendar year?  5) What would be the impact on State expenditures?  6) What would be the 
impact on institutional providers, in particular nursing homes?  7) What would be the impact 
on the availability of intermediate level long-term care?  8) How would the State be able to 
set actuarially sound ICO payment rates based on rather limited data?  9) How would the 
State be able to realize FY 2012-13 savings on a proposal that would not even begin a 
phased roll-out until July 2013?  10) How many people could be expected to opt out and 
would those opting out be less able to obtain intermediate level care such as home and 
community-based waiver services? 
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