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inlight of difficult budget circumstances, we are stepping.up our efforts-to. help.you identify cost d
program and provide you with-new-tools-and:-resources to-achieve both: short-term savings.and:lopger-term..

Sebelius outlines state flexibility and federal support available for Medigai

HHS to increase efforts to create savings for states; ensure sustainability and guality in: Medicaid: _ﬁ,ohwmi

WASHINGTON - Today, HHS Secretary. Kathleen Sebelius sent aletter.to-governors.oltlifiing the fle

avallable to states that are examining how:to make Medicald: U_,om«m:_m more.efficent while meeting pressing health care

challenges in the face-of difficult budget cifcumstances.

sustainability while providing high-quality care to the citizens- of your states,” Sebellis wrate I the
committed to responsiveness and flexibility, and:will.expedite:review of state ideas.”

Cver the past two years, the administration-has. worked:te-provide additional support for states tg
Medicald progranmby working with Congress:-to Increase faderal support
match for Medicald (known as the Federal Medical Assistance. Percentage or FMAP), and, at the req

Medicald spending feil by ten percent even though m:ﬂo___.:m:n In Medicaid n___.:cma a< seven percen
recesslon.

In addltion to-this financial support,-the administration has-taken mn_._.._:_mﬂ_.mnzm steps to open up
with states, lower the paperwork burden:-states face in mn.:,__:_ﬂm:_.ﬁ the program, and mnnm_nﬂmnm
for state U_m: amendments.

The letteralso outlines the substantial flexibility; that states have to design benefits, service am=<m
payment strategles, without a waiver, In-2008, roughly40.percent of Medicald® Um...m:nm mUm:n.:m.

spent on optional benefits for all enrollees, E_n: neatly‘60 percent ofthis: spending forlong-term care services. In
addition, the letter describes new initiatives that HHS will pursue with states; and offars state-specific te¢hnical support.

Some of the key.areas.of potential cost savings inclide:. H
« Changing Benefits, States can generally-change optional benefits.orlimit their amount, n_c_.mﬂa

an amendment to their state plan. In addition; states may add or.increase. cost sharing for sefvices within limits.

 Managing Care for High-Cost Enroliees Move Effectively.. Just' 5 percent of Medicaid beneflcia

than half of all of'Medicaid's.costs. These-individuals often’have fragmented care.that.contributes to higher costs. A

new option to provide “health homes" to:people with chronic llinesses, and Initlatives to reduce

hospital readmissions, are just some ofithie strategies thatcan-help improve care and lower costs.

+ Purchasing Drugs More Efficiently.: States have broad:flexibility to.set their pharmacy uznim,

first-ever national database of actual-acquisition costs that states can use. to determine mnmnm-mumn_mn rates. HHS

wlll also share proven approaches that states-have.used.to drive:down costs.
+ Assuring Program Integrity. States will be: -able to-use: ﬁmn_m_\m_ audit-contractors to save anm

auditing efforts and-will benefit .083 new, cutting-edge-analytics, like predictive modeling,» _um_:m_ developed to

prevent fraud In the Medicare prograim; HHS! Medicaid-Integrity Institute is preparing a series @
to share best practices for assuring program integrity. ]

The full letter can be found at this link, http: //www.hhs.gov/news/press/2011pres/01 /201
F##

‘for:the states through anfenhanced federaf
uest ofimany
governors, extending the enhanced-FMAP:policy through-June 2011. .In 2009 alone, a:m to the m:nm:nma.,._uz».v. state
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Speaches & Op-eds Medicaid ~ Full Letter .
Testi . ;

estmony | February 3, 2011
Reports ] _ Dear Governor: P
memﬁwooqm\mﬁ Information As the new year bedins, officlals at the Fedital and State level are looking dhead to a period fuli of dpportunitles-and
challenges. I have had the opportunity to speak individually with many of you over the past few weeks, including-many

Audic / Video / Photo who are now assuming thelr new posltions. Having served as a Governor, let me welcome you fto oqm of the u.mmn jobs

-youwlll everhave, -. ... . .-

budget.concerns. I know'you are .w@:mm_.:u to balance

E-mail Updates/RSS, Féeds In these:- conversations; I have:heard.the.urgen
hose.who need them most. I want to reaffirmthe .

New Media yourbudget while:still. providing critical health ¢
Obama Administration’s commitment to;helping yo!

Contacks . K .
Medicald is a major source of

 State. .Ithas.aiunigue.role In our

) most frall and vulnerable Americans.
e n A:nursing Homes:ani, outside of institutions. Medicaid is &

ip. ‘The Federal government-pays a fixed percentage or matching raté and sets minlmum
: sts.and:ihave the; lead-on designing thelr programs: beyond these

ow providers-arepald, and:how:care Is delivered. :

th NG, te support for States to manage their Medicald
and-theiClilldre £ 2ragra firgt.actions.tdken by President Obama was to work
with Congress on leglslationto increase Féderal’suppott for'the States fii'the f tm of an enhanced Federal match for
nown as the.Federal Medical Assistance P tage.or. FMAP). ‘This enhanced FMAP was part of the American
: st i fo 1, :2010: How ever, last year, at the request of many
t ngres: :En £z ugh.June 2011. Approximately $100
provided to States, and In 2009 alone, du enhanced.FMAP, State Medicaid spending fell by ten
rollment in Medicald ciimbed by seven percent.due-to the recession. In addition to this financial

W

; (o] :
billlon has \Ummﬂ_.
perceni even though

support, w i many other-admiiilstrative-steps'to open‘up lines of communication with Stdtes, lower the
paperwdik burden Stal es face In adiinistering the program; and dccelerdte ‘cur review process for State plan
amendimernts. o T ST .

We recognize that many States are re-examining their Medicaid programs and looking for opportunitles to meet the
pressing health cere challenges and better cope with rising co5ts. In light: of.difficult budget circumstances; we are
stepping yp.our-efforts to.help you.identify cost drlvers in the Medicald gram and provide you with new tools and
resources to achiave both short-term savings and longer:térm sustalnabllity whille providing high-guallty care to tha
citizens of your States, We are committed to responsiveness and flexibliity, and wili expedite review of State proposels.

TA—

Starting immedlately, . sm._ .m_.._o.ﬂ eadershilp.from across e m.mm_.n_jmrn s._.__.,c..n. ‘avallable to meet individually with your
staff.about:plans thatyou may-already:have.in.mifid. .My téam.stands ready to come to your State o discuss your

priorities -and how we ‘can-help achieve them.. . . - .. .

In the meantime ecent:ronversations: suggest:a lack:of-clarity about: what flexibility currently exists In Medicaid. Some
of you have askédswHether:l.can®*walve:thesmalntenance-of effortrequirements for people who a State has covered
underMedicild’s Soptional? elighbility.categoriesand waivers, -Inofethat the:Affordable Care Act glves a State the
fiexibillty to raduce eligibllity for non-disabled, non-pregnant adults with Incomes above 133 percent of theFederal
poverty line ($14,500 for an Indvidual) If the State has & budget défidt; although prior to June 30, this would mean the

loss of the erihanced FMAP underthe Recovery Act: I continue to review what authority, if any, I halve to waive the
maintenance of effoft under currentlaw.

However, States have substantial flextbllity to design benefits, service delivery systems, and um<am,.:ﬁ strategies,
wlthouta walver: ' In 22008, roughly 40:percent of Medicald benefits:spending - %100 blliion - was spent on optionai
benefits for all enrolizes, with nearly 60 percent of this spending for long-term care services. The enclosed paper
identlfies a range of State options and opportunities to more efficently manage Medicald, many of which are underway
across the country. Some-of the key areas of potentlal cost savings are described briefly below: !

« Modifying Benefits, While some benefits, such as hospital and physlician services, are required o be provided by
State Medicald programs, many services, such as prescription drugs, dental services, and speech therapy, are
optional. States can generally change optlonal benefits or limit their amount, duratlon or scopejthrough an
amendment to thelr State plan, provided that each service remalns sufficient to reasonably achieve [ts purpose. In
addition, States may add or increase cost sharing for services within limits (see attachment for details). Some
States have opted for more baslc beneflt packages for higher-income enrollees (e.g., Wisconsinjprovides benefits
equlvaigntto the largest commercial plan-effered-inithe State plus mental health and.substance disorder coverage
for pregnant woménswith income betweén 200.and:250:percent of poverty). A number of States charge
benefidaries $20 for.nen-urgent.emergency room visits, or use_cost sharing for prescription drugs to steer
individuals toward generlcs or preferred brand-name drugs. “Td the extent-States scale back low-vaiue benefits or
add falr cost sharlng that lowers Inappropriate use of care, savings can be generated.

+ Managing Care for High-Cost Enrollees More Effectively: Just one percent of all Medicaid bengficlaries acco unt for
25 percent of all expenditures. Initlatives that integrate acute and long-term care, strengthen systems for
providing long-term care to people in the community, provide better primary and preventive care for children with,
slgnificant health care needs, and lower the Incidence of low-birth weight babies are among the ways that States
have improved care and lowered costs. For example, children’s hospitals adopting a medical home _.:onm_,E .
manage the care of chronlcal children have accomplished Impressive improvements In health and reductions in

cost. One Florida children’s hosplial reduced emergency room visits by more than one-third, m:”a reduced :omm_nm_
days by 20 percent. . These delivery models and payment strategles can be Implemented by :omv_nm_m and Staies

without seakina a Federal waivaer: and wa are exnlorine wavs that we -miaht nrovide further sunnor? for such

. UL .

JAO(7




B,

Beyond these areas of flexibility that could produce short-term savings, we are
could lower costs in the long run. In patticular, we are focused on how to help States provide bette
costs for so called “dual eliglbles,” seniors and people with disabilities who.are eligible for both Med
These Individuals represent 15 percent of Medicaid beneficiaries but nearly 40 percent of all Medlca
population offers great potential for improving. care and lowering costs by replacing the fragmented
provided td these individuals with integrated care delivery models. The néw Federal Coordinated H
already released a solicitation for up to 15 States to receive Federal support to

Sebelius outlines state flexibility and fe...

e e e el s am e se et mmeem mm e e

initiatives.

In addition, the Affordable. Care Act offers new Medicald options that provide States with additios
matching funds. For example, States can now benefit from a 90 percent Federal matching rate fc
care services provided in the context of a health home for people with chronic conditions, Additlc
Community First Cholce Option, avallable in October, wifl offer States a six percent increase in‘th
rate to provide certain person-centered long-term care.services and supports to enhance youre
beneficlaries in community-based settings. o o e .

e g mtinem et e seteeee et vimm e eine e

al Federal ~—"
r coordination of
nally, the

2 Federal matching
fforts to serve .

Purchasing Drugs More Efficiently. In 2009, States spent $7-billion to help Medicaid beneficiaries mqgm .

prescription drugs. States have broad flexibllity to set their pharmacy pricing. We.are committeg
States to ensure they have accurate information about drug costs in order to make prudent purc
As recommended by States, the Department is undertaking a first-ever national survey to create
actual acquisition costs that States may use as a basis for determining State-specific rates; with

to working wlth
hasing declslons.
a database of

results available

later this year. Alabama, the first State to adopt use of actual acquisition costs as the benchmat

k for drug

relmbursement, expects to save six percent ($30 millon) of Its pharmacy costs in the first year of Implementation.

We will also share additional approaches that States have usedto drive. down costs, such as re

lying more on

generlc drugs, mall order, management-relating to over-prescribed high cost drugs, and use of health Information

technology to encourage appropriate prescribing and avoidance of expensive-adverse events.

Assuring Program Integrity. According to the Um_um;im:n.m 2010 Finandial Tmm:Q Repott, the three-year B

mbined Federal and

State funds were pald inappropriately. The Federal government and States have a strong, shared Interest in

weighted average national error rate for Medicaid is 9.4 percent, meaning s._mn $33.7 blllion.In. co

assuring Integrity In-every aspect of the program; and there are new options.and tools avallable
Medicald Integrity Institute Is preparing a serles-of webinars for States to sHare best'practices,

to States. Our

earn about the

potential cost savings created by the new program integrity provislons in the. Affordable Care Act, and hear about

initiatives underway in Medicare and the private sector that could be replicated in Medicald. For

your State identify providers who were terminated elsewhere, States will have access to'a new
mnm_.n_:m__sE_n,_um.u_\:ménoocnmin_\zm_:ﬁoqamn_o:#oaoﬁsm_.mnmnmmm:a n:n_ Zm&nm_.m,,u_.ou_\.mg.

will be able to use Federal audlt contractors to save State:funds and no:mo_imnm auditing -efforts

example, to help
Federal portal
In’addition;, States
- States wili-also

benefit from new, cutting-edge analytics, like predictive modeling, being developed to prevent fraud In the Medjcare

program. In 2010, the Departments of Health and Human Services and ..Emtnm recovered more

thar $4 billion In

taxpayer-doliars — the highest annual amount ever - from people who attempted to defraud seniors and.taxpayers,

and we want to continue to work closely with you to prevent and fight waste, fraud and. abuse
Medicaid and CHIP, -The President is committed to cutting the error rate In half by 2012,

actively moving forw

design new models

ard in w_.mmm n:mm

=t care and lower

icaid and Medicare.

d spending. This

care that is now
ealth Care Office has
for serving dual

eligibles. We also plan to launch a Department-wide effort to reduce the costs |of health care by -improving patient
safety in Medicare, Medicald and throughout the ptivate health-care system, and States will be-critical partners-In this

mmo_\n.Emim_noam.oﬁ:mln_mmmc::msanm_m.o_nnm_.m::n_ca_:o:mssm«\mwo
and, yleld savings. . . W .

To expedite these 2011 efforts, we will host a serles-of “virtual” meetings with State health policy-e
directors. In these sessions, we wlill share information about promising Medica
or more States that we are prepared to m:uuo_,,nm:a,muu_d<m in other States oh a fast-track basis.

This is just the beginning of a discussion on how we can helpyou cmmﬂm__‘. manacg
your budget crises. Please be assured thatIam committed to working with yolr toward a sustaing
- Medicaid system in ways that are responsive to the current chalienges you are
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Newsraom Medicaid Cost-Savings Opportunities .
Speeches & Dp-eds . : ‘
- February'3, Nc:

Testimony :
Nmquwm. . il - . o<m_.<_m<< . . L .
Fresdor of H...,:ﬂ_.v .....rm..nmo.-. Zm&nm_m a.large. m:n_ diverse _._mm_n_._.nm_.m no<m~.mmm n_dm:.m o_:n_< financed by the States and the Federal government,
Act (FOTA) o i [In 2010, Medicald covered nearly 53 m n, umou_m m_.a dccounted-for;about 16 percent of all health care spending.t A

: . mnnc::nm for 17 percent:of all hospltal, m_um_._ he-single-largest source of coverage for nursing home care, for
>=Ew._\*<.mma<.ﬂrono; B .n:__n__u_qn: :and:for. umou_m <<_=,. I~<\>H_um R (o no<m~m o:m o:n o:o:w n:__n:.mz in njm natlon as well as some people with the

~E-mail :ummnmm\zmm mmmnm

New Zmn.m

Coritacts

@Nm mAm In'annual income for a ﬁma__,\ of three in
:Su_nm_ private insurance. Significantly, aimost

performing program serving the :mmn_m of America’s most vulnerable<itizéns m:a Is a*full partner with the Health Insurance
-Exchang hleving.the coverage, quality and cost coptalnment goals of the new law. Recent reports have found that
the.jncreased suppert or' .Zmn_n n_:_o er ::noavm:mmﬂmn care costs, ahd other provisions of the new law to tackle heaith
-care: omp.m will.prodiice. savings'to Statés as they become filly'effettive. In-the 'short term, however, State budget
pressutes are forcing an immediate foclls on n:_m Eom_\m:._ whose enrollment has m3<<: as job-based Insurance declined
due to the.recession.. :

Mow _._Im is mnmnu_:u up _nm mﬁﬁo_ﬁm tohelp St -ates no:mam_,.uo s that will improve care and mm:m_‘mnm efficiencies, in the
short term and overtime; as part of the'larger Imperative to tackle health care cost growth throughout the health care
system. This Umumln_m:anmm existing flexibility in the Medicaid program and new Initlatives, many of which can be
accomplished-under elther current program fiexibilities or the new options under the Affordable Care Act.

Existing Areas of v.,.ou_,m_: Fiexib m.n<

Over time, Medlcald ‘has-evolved to offer States considerable flexibility in the management and design of the program,
States set provider payment rates and have considerable flexibllity to establish the methods for payment, to design the
benefits for adults, and to establish other program design features. In addition, States have the abllity to muc? fora

Section 1115 waiver of other Federal requirements to adjust no<m_‘mnm and payment rules.Z
1. Cost Sharing

In the Deficlt Reduction.Act of 2005, Congress gave States additlonal q_mxa___s\ to Impose cost sharing in Medicaid In
the form of copayments;" nma:nn_w_my coinsurance, and other simllar charges without requiring States to seek Federal
approval of a waiver, Certain vulnerable groups are exempt from cost sharing, including most children and pregnant
women, and some services are also exempt. However, States may Impose higher cost sharlng for many targeted
groups of somewhat higher-income beneficlaries, above 100 percent of the poverty level (the equivalent of $18,530 in
annual income for a family of three), as long as the family’s total cost sharing (Including cost sharing and premiums)
does not exceed flve percent of thelr income.

States-may impose cost sharing on most Medicaid- no<m_‘mn services, both Inpatient and outpatlent, and the amounts
that can be charged vary with Income. In additlon, Medicald rules glve States the ablilty to use cost-sharing to
promote the most cost-effective use of Uﬂmmnl_uzo: drugs. To encourage the use of lower-cost drugs, such as
generics, States may establish different copayments for non-preferred versus preferred drugs. For people with
Incomes above 150 percent of the poverty level, cost sharing for non-preferred drugs may be as high as 20 percent of
the cost of the drug. The following table describes the maximum aliowable copayment amounts for different types of
services.

MAXIMUM ALLOWABLE COPAYMENTS

Eligible Populations by Family Income D¢

Services and Supplies (Cost Sharing

Subject to a Per-Beneficiary Limit)® <100% FPL ' ..—..Qu.xu.m.uu\u FPL >150% EPL
P [+ st o, st
Institutional Care 50% of cost for.15¢ day 50% o_nmwmnnmﬁmﬂ 15t day 50% of %mmmﬁmﬂ 15t day
(inpatient hospital care, rehab care, etc.) of care 10% of nmmn 20% of nmmn
Non-Institutional Care s A o 9 £
(physician vislts, physical therapy, etc.) $3.65 - 10% of cost 20% ,oﬂ nom.
t ) . ] ImAadananmL o Wl ool ) t . - A \n

Apprepriations Committe
Date 2l ruare) A=, 207(
.>mm.o:3m3 Q.N\ N\.m _
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‘Non-emergency use of the ER éw.mm. i . $7.30
Preferred drugs $3.65 $3.65
Non-preferred drugs $3.65 - $3.65

a:. Emergency services, fami ly planning, and preventive services-for chlldren are exempt from co
sharing Is subject to a limit of five percent of income. o .

b, Some groups of beneficiaries, Inciuding most ¢hlldren, w._‘mn:m_._n women, terminally il individu
Institutionallzed Individuals, are exempt from copayments except nominal copayments for no

an emergency room and non-preferred drugs.” American Indlans who recelve services from tf

No limit —~

$3.65

20% of cost .
bayments, Cost

als, and most
n-emergency use of
e Indlan Health

Service, tribal health programs, or contract health setvice programs are ‘exempt from all copayments.

c. Under certain clrcumstances for beneficlaries wit

h income above 100 percent of FPL, State
fornonpayment of cost sharing. : N

Because Medicald covers patticularly low-Income-and often very sick patients, Medicald cost shar
overall cap. The Medicaid cost for one inpatient hospital visit averages more than $5,700 for blir

beneficaries.2 Someone In very frall health, such as: a benefidary with advariced Lou Gehrlg's:d

multiple hospltal visits each year. If such an Individual has four hospltal stays per year and:incom

percent of poverty (about $23,000 for a famlly of two), without the cap he could be charged: hos

may deny services

ng Is subject to an

d and disabled
isease, likely requires
e amounting to 160
r_nm_ cost sharing.

averagling up to $1,140 per visit. Total cost sharing is capped at five petcent of Income, so this benefidiary would not

be required to pay the full 20 percent copayme
in cost sharing-per yeatr.

Benefits

nt for such a castly hospital stay, but couid-still fa

States have various sources of flexibility with respect to the design of Medicald benefits for .mn_c_
limitations on services (elther mandatory or optional) must be based solely on medical necesslty,
to cover their medically necessary services,

“Optional” benefits. Zmn_nmaéoé_‘ma,mm:mm._nm‘,m_.m. broken out into *mandatory” services, whicl
every State Medicald program for all beneficlaries (except if waived under a Section 1115 waiven

m.m_‘<_nmm which may be covered at the State's .n_._w.nﬂmao_.._. Below Is a tablé listing mahdatory and
While considered “optional,” some services like prescription drugs:are covered by all.States. In
percent of Medicald benefits spending — $100 billlon —was spent-on-optional benefits for alf.enr
percent of this spending forlong-term care services M -

MEDICAZB COVERED SERVICES

z_man_mna_.%mmainmm (60% of Spending)

o Inpatienthospital services
Outpatient hospltal services

mm%msu,vm.:oa_nmn_“mm:_:m&gmazcmnﬁ &3“ u._
Treatimerit (EPSDT) mm.émnmm -

Nursing facillty services

- Home health services
Physiclan services .
Rural health clinic services )
Federally qualified health center services
Laboratory and x-_‘m;.\ services
Family planning services

° vﬂmmnw_nn_oz drugs

©

°

-Clinic services- -
‘Physical therapy
Occupatiorial therapy.

<

o

°

o

o

Respiratory care services

-Other diagnostic, screening, prev|
-rehabilitative services

Podiatry services
."Optometry services
Dental services

o

o

o

©

o Nurse Midwife services B o Dentures .
o Certified Pedlatric and Family Nurse Practitioner .o. Prosthetics
services o Eyeglasses

Freestanding Birth Center services (when licens
otherwise recognized by the State)

Tra :muo_‘nm,n_oz to medical care
Smoking cessation for pregnant women

o

na or Chiropractic services
Other practitioner services

v1<mnm...ﬂn_c_n.< nursing services .

°

Co on:m....m,m;nmm approved by the §

o_.mmsn_‘w:mv_msﬂm.mzﬂm_‘sm&mnmOm_,mmmn__ﬁmm moﬂvvmwma:ms_n:Zm:nm‘_Wmnm&mzo_._.ﬁnm\zx
- services, ’ Co ) o

Amount, duration and scope of a benefit. States haye flexibility in the.design of:the particular
adults, so long as each covered service Is sufficlent’in amount, duration and scopz to reasonab

‘O ptiohal Services (40% of Spendin

lce more than 1,100

s For children, any
; States are required

h i:mn ._um included In
), and “optional”

yptional services:’
2008, roughly 40¢
sllees, with nearly 60

)

Speech, hearing and language digorder services

entive and

secretdry®

Thils includes home and community-based cire and cther community-baséd long-term care services; coverage-of

services and other

benefitior service for
y achieve Its purpose.

“Benchmark benefits.” States have _u,amn_ Flexibil < to vary the benefits they provide to cértain adult enroflees

through the use of alternative benefit packages. called-*benchimark” or “benchmark-equivalent”
may be offered In lieu of the benefits covered under a traditional Medicaid ‘State. plan. A benchn
can be tallored to the spedific medical conditions onnaﬂo__mmm and may vary in different parts of

mmsnsamwxwm:mnﬂmno<m._.mum_m:mm_§ _umsmnmmvnoﬁ_‘ﬁ_m”ﬂ:m" _mmn:m_ﬂoﬂzmno<m3mmc:am«o
following standard commerclal benefit plans: -.. .. -~ : .

o Federal employee health benefit no<m..mnm - vm,_,u.,.m:mnn plan equivalent to the-standard Blue
preferred provider plan offered to Federal employees;

o State ernployee health benefit coverage~ a benefit plan omm.q.ma and generally availablé to &
the State; or : . ;

o Health maintenance oerganization AIZOV no,\mﬂmm_m.l..,m benefit plan-offered throygh an
insured commercial non-Medicaid enroiled population in the State:

HMO

Chrbmm mans J—)\.a Afne lnatbth kit mncenrn ma dheniembobuee eid ATA R ST lwin s P A e e L Tt T

L . e

plans. {These plans
nark benefit package
a State; i

ne or more of the

u_.omm\m,_:m Shield
state empioyees in
vith the largest
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Dldies 1dy diby uner HeEdiUl Uil Loveiaye tirouyll twu nr_r_:._c:n.._ Lypus Ut pEOLtiiidt K beligl pidis, & Y-
approved coverage or benchmark-equivalent plan coverage. Secretary-approved coverage Is any other b
benefits coverage that the Secretary determines providessappropriate-coverage to meet the needs of the .tlon

provided that coverage. Benchmark-equivalent coverage Is a plan with different benefits, but with an actuanal value
equlvalent.to one of the three standard benchmark plans. Benchmark-equivalent packages must Include certaln
setvices such as inpatient and outpatient hospltal services, physician services, and prescription drugs.

States have the option to Iimit coverage for generally healthy adults to benchmark or benchmark-equivalent
coverage. Other groups,’including blind and disabled, medically frall;and:Institutlonalized individuals can be offered
enroliment in a benchmark plan, but they cannot be required to enrolfin such a plan. To date, 11 States have
approved benchmark.coverage. .States.generally.have used this.optlon to.provide benefits to targeted groups of
beneficlarles, rather than-having to provide these services to a broader group of people, For example, Wisconsin
provides benefits equivalent to the largest commerclal plan offered In the State plus mental health and substance
disorder coverage for-préghant women with Income between 200 and 250 percent of poverty.

' Opportunities for Medicaid Efficiencies

Medicald costs per enrollee, like those In the health system generally, are driven by utillzation and payment rates,
including FisIig prices, and to somie degree by waste; fraud, and abuse. ' Medicaid costs are also uniguely driven by
increased utllization assoclated with the complex cases and chrorilc lliness prevalent among those enrolled In the
program. The Initiatives below alm to heip States Improve care and lower costs largely through changes In care delivery
systems and payment.methodologlesfocused oh the casts drivers In the program. We are developing a portfolio of
approaches that would be comblned with technical support and fast-track ways for States to Implement the new Initlatives
_and we refmiaji-open to otfier ideds that'canimprove care and efficiéncy.” Most of these Inltiatives can be accomplished
under current flexibilities underthe program, " A

1. Service:Delivery. H:Em.n?nm‘.ﬁ:n Paymerit Strategies mn._."m:..o.:mmm with High Costs

w.mmm.cmm ?.mm_nm_.a mmz,\.mm peaple S_n:m_m:_mnmsﬂ ._.m.ma nm._.._.um,m,nm nclud mv:n not limited to “dual eligibles”) and Is the
largest single payer for long term care, Medicaid expenditures are driven largely by the relatively small number of

people with chronic and disabling condltions. For example, In 2008, five“percent of beneficlaries accounted for more
nding and one percent of beneficiarles accounted for 25 percent of all expenditures 2
ystems’ of care for.these Indlviduals holds great promise not only to Improve care but to
st'of:care by ju percenitfor the five percent of beneficiaries who are the
n in total Médicald spending and produce a slgnificant positive impact on

are working to coordinate all primary care
hot gdel. For example, St. Joseph’s Children’s
reithan one-third, and hospltal days by 20 percent, The
Arkansas Children’s Hospltal modeéi Is projed 0; reducerannuyal-pefchlld-costs by more than 30 percent and
reduce hospital admissions by 40 percent,i2 Even more Importantly; the overall quality of life for these chlldren
. _.can:bedramatically improved through.a medical home mode! of care.
. T8 LA
o The “Money Eollows the Person” demonstration grants extended-and expanded under the Affordable Care Act:
.Currently, 43 States and the District-of C6lunibla,are using.orplanning to use these funds to help transition
peopie from costly nursing homme settings to moté Integrated cdmmunity settings. HHS Is currently exploring
Inhovative' ways for States to use these fundsiand:welcomés ‘State:ideas, Promoting alternatives for home and
community-based services reduces dependence gn Institutional care, Improves the quality of life, and enhances
benefidary cholce, o ; Cg . .

« Ipitiativesto change care and payment chm_m,no.“._‘mn_:nm premature births, Glven that Medicald currently
“flnances-about 40 percent of all births In the U.S;Ithas'a majorrole'to play In improving maternity care and birth
outgomes. -Early deliveries are assoclated with an-increase In‘premature births and admisslons to neonatal
. Intenslve care units (NICUs), which carry a high econo no.,.mﬂww. One.factor contributing to premature births Is
: an‘incréase in births by elective cesarean section, Promilsing models to reduce premature blrths and medically
unnecessary cesarean sections Include adopting fiew protocols -and using mid-level providers In an integrated
. care-delivery setting to improve.care.coordination...In New:York; one model of coordinated prenatal care reduced
the chances of a mother giving blrth to a low-blirth im_u:ﬂ:?ﬁ by 43 percent in an Intervention group as
compared with a group of women recelving ‘tare-undef standard prattices 24 In Ohlo, a focus on lowering the
rate:of han-medically necessary pre-term cesarean deliverles:has-ed to reductlons In pre-term cesarean births
and NICU admisslons.2 According to some analyses, a NICU.admisslon increases costs ten-fold above normal
delivery costs. These service delivery and payment Initiatives can be accomplished without a walver or
demonstration. o T P

o Promocting better care :..m:mmm:._.m:n. for children and adults E.m? asthma, About a quarter of all asthma-related
fiealth care:spendirig'is ot hospitil caié, mich of which csuld’bé avélded with better care management 18
Successful models exist that Involve hénitraditional’educators and patient self-management. A New York
Initiative focused on patient self-management:and tallored.case management reduced asthma-related emergency

room visits by 78 percentAZ A similar project in California reduced hospital admisslons by 90 percenti8

o Initiatives to reduce hospital readmissions, which could Improve care and lower costs. A recently published
analysls shows that 16 percent of people with disabillties covered by Medicald (excluding the dual eligibles) were
‘readmitted to ‘the hospltal within 30.days of-dIscharge: -Half of.those who were readmitted had not seen a doctor
since liscéharge.l2 There 15 a sigriificant’body of evidehce showing that Improving care transitions as patients
move across different health care settings can greatly reduce readmission rates, Interventions such as using a
nurse .discharge advocate to arrange foliow-up appolntments and conduct patlent education ora clinical
pharmacist to make follow-up cills'has ylelded dramatic rédiictions’Im reddmission rates. One Colorado project,
for example, reduced Its 30-day readmisslon rate by 30 percent.2Z Thése practices can contlnue to be expanded
In:MedIcald,;where the average cost of jus one-haspital.admission-for-an Individual with disabllitles (excluding

o Implementing the new HealthiHomes gptioh.in the Afforddble. Care Act. This optlon offers new opportunlties -
and Federal support - to care for pegple With chronic conditions by providing elght quarters of 90 percent Federal
métch for care-coordination servicesi:Guidance to:States-has-been lssued ) .

ov/smdl/dowriloads/SMD10024:pdf),:and.HHS is;establishing an intensive State-based peer-to-

for Medicare & MedIcald Services (CMS) Innovation Center to test and

, The optlon,; W

Immediate savings; giventh inced‘match, as-well-as-

_ coordination systems, for.people with chronlc conditions. | .. .

s Promoting Accountable Care Drganizations (ACOs) that include Medicaid by bringing States into the planning
and testing .of-AGO .models thatinclude; or-even focus.on,Medicald plans and providers. CMS will work with
mnmnmm"n_orm:m:ﬂm that States-havé-ample.opportunity £o; participate In these new models of care and benefit from
any savings. ..

whicH:was effective January 1, 2011, could result In
path for'learning how to establish effective care
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e TR
3 5

L' 2010 Actuarial Report on the FinahdsLomt
Services (for.enrollment.data). Natior
Medlcare-& Medlcald Services’ (forexpenditire data).

2 Kalser Famlly Foundation 2010.

-y SN

Iw

xm_mmw Fafmilly Foundation 2010,

4 2010 Actusrial nmuo_\n on the _u_zm:n_m_ Outlook m:, Zm&nm_n_. 038 om n:m Actuary, Centers for Medicare & Medicald -
IR mm.‘snmm. e : = 0

R s an m:m_<m_m of FY moomrmauo Zmn__nm_ﬁ_ m:nnmn m..a mxum:n_n:ﬂm w<mﬂm3 Amemv data.

& Martin A, et m_\ ,,mmnmmm_o: nozn«_ucnmm ._.o m_oémmn >:::m_ wmnm Oﬁ H:Qmmmm In.Health Spending In Five Decades,” Health
e \3&6\ 30(1): 11=22] umzcmé mot.. e

T oo mmnﬂ_oz 1115 ofthe-Sodlal Securlty Act- mc_..:o_._umm _..:m mmn_.mﬂma\ of IIm to'waive compliance with cettaln specified
e T . _u_.o<_m_o:m of theilawsor:to;permit expenditures nototherwise allowed underithe law in the context of an “experimental,
- pliot of . am:._o:mc.mﬂ_o: _u_‘Smnn: that a—_m :Secretary: n_mnm:d_:mm Is ==xm.< to- mmm_mn in promoting the objectives” of the

8..cMs >:m_<m_m cE:umzm:n amu_nm mﬁ.mz&au fo Blind/Dlsabled 2o: D:m_ Medicald Beneficiaries, FY2008, MSIS (Medicaid
mnm:mn_nm_ Information System), FFS only. Inpatient clalm count Is used as a.proxy for _:Umﬂ_m:n admisslon count.

2 ASPE Analysis of the Medicald Statistical Information System csmHmv data for 2008. mwm:...__:m_ for mandatory and
optional populations.
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25 Kalser Family Fo c:amzo? Dual m\@w\mm. Rm%nmﬁ m:ﬁo\::m:n m:Q mbm:uSn for Medicare Beneficiaries In 2007, Decembér
2010. Accessed at: http://www kff.orq/medicaid/upload/7846-02.pdf.
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2. Purchasing Drugs More Efficiently

w

Medicaid Cost-Savings Opportunities

o Continuing to integrate health information technology. Health information .nm chnology (hea

lthIT) e Lronic

health information exchange are alsb key to driving down health care costs, Medicald-finanded Incent,.

payments to ellgible providers began in several States in January. HHS-funded health IT inli
in every State, providing implementatlon assistance and supporting improved care coordinati
Federal grants from the Office of the Ndtional Coordinator for Health Information Technology
level Inltiatives wlll be awarded in February.

atives are underway
on. Additional
to support State-

oppottunities/1310).

?ﬂu"\\:mm_ﬂ:_n.::m.no<\uonm_\mm_.<m?uQmoBBc:_?\.:mm_n:__n hihs gov_ hitech and_ funding

1

Pharmacy costs account for eight percent of Medicaid program spending, with States spending §

7 blilion on

prescription drugs in 2009.22 While States have taken steps to reduce their pharmacy costs over the past decade,

there is still strong evidence that many State Medicaid agencies are paying too high & price for ¢
program23 Recent court settlements have disclosed that the Information most States rely upon

rugs in the Medicald
to establish payment

rates Is seriously flawed. As a result, the major drug pricing compendium used by Medicaid State agencies will cease

publication before the end of 2011, and States must find a new basis for-drug pricing. We will
help them manage thelr pharmacy costs and ensure their pharmacy pridng Is fair and efficient:

o Provide States with a new, more accurate benchmark to hase payments, A'workgroup of
directors and State Medicald pharmacy directors has recommended a new approach to estak

ork with States to

State Medicaid
lishing @ benchmark

for rates, namely, use of actual average acquisition costs.24 Alabama, the first State to adopt use of actual
' acquisltion costs as the _um_._n:.:m«.x for drug retmbursement rates, expects to save six percent ($30 miilion) of its
pharmacy cost in the first year of implementation. However, It Is difficult and costly for each State to create Its

own data source for actual acquisition costs. States have recommended a national benchma

rk. In response,

CMS is about to undertake a national survey of pharmacies to create a database of actual acquisition costs that

States may use as a basis for determining State-specific rates. The data wlll be avallable to

year. \

Dual Eligibles

States later this-

There Is great potentlal for improving care and lowering costs by-ending the fragmented care that is now provided to

“dual eliglbles” - people who are enrolled in both Medicald and Medicare. While only 15 percen
Medicald and Medicare are dual eliglbles, four out of every ten dallars spent in the Medicald prog

of enrollees in
ram and one quatter

df Medlcare spending are for services provided to dual eligibles.22 Fragmented care, wasteful spending, and patient

harm are significant risks with two programs serving some of the most frall and medically needy)

people, each with Its

own sets of rules and disparate financial mechanisms.. Just a few examples can explain the problem and suggest.

some of the solutions:

o When Medicald programs invest In health homes and similar inltiatives that can help people who are dually
eliglble avold hospltaiizations, Medicare realizes most of the savings since It is the primary payer for the cost of

hospltal care for these people.

o If Medicare seeks to reduce hospltal costs and avoid preventable rmmu_nm_ readmissions, extensive discharge

planning relying on the avallability of community-based long-term care may be required. Tho
services, however, are largely driven and financed by Medicaid, not Medicare.

Except in a very small number of speciafized plans covering only about 120,000 of the 9.2 million
do not have a team of careglvers that direct and manage their care-across Medicaid and Medica
have access to information about the.care delivered across the-two programs.

The Affordable Care Act establishes a new Federal Coordinated Health Care Office to focus atte
on improving care for dual eliglbles, The Office, which was formally announced on December 29
States, physicians and others to develop new models of care. In the short term, the Office will
initiatives that will have an immediate impact on States’ ability.to-better manage care:

se long-term care

dual eligibies, people

re and States do not

ntion and resources

2010, will work with
ocus on the following

o Support State Demonstrations to Integrate Care for Dual Eligible Individuals, The Feder:

| Coordinated Health

Care Offica recently announced that It wlll award contracts to up to i5 States of up to $1 million each to help
them design a demonstration proposal to structure, implement, and evaluate a model aimed at improving the
quality, coordination, and cost-effectiveness of care for dual eligible individuals. Through these inltiatives, we will
identify and validate delivery system models that can be rapldly tested and, upon successful demonstration,
replicated In other States. Further investments from the new CMSInnovation Center are u _umw review; this is a
priority area for States and HHS. Additional areas- of focus and opportunlty are demonstrations to decrease
transfers between nursing homes and hospitals and developing accountable care organizations to serve dual
eligibles and other papulations with complex health problems. -

o Provide States with access to Medicare Parts A, B and D data. For several years State Zm.n:nm_n_ agencles have
been requesting access to Medicare data to support efforts to: (1) improve quality; (2) better coordinate care;
and (3) reduce unnecessary spending for their dual eligible beneficiaries. CMS wiil make nzmwm data avallable to

States in early 2011.

4, Improving Program Integrity

States and the Federal government share & common interest in ensuring that limited dollars are not wasted through
fraud. According to the 2010 HHS Financlal Agency Report, the three-year welghted average national error rate for
Medicaid is 9.4 percent, meaning that $33.7 billion in combined federal and State funds was paig Inappropriately., Our
work on developing new ways to prevent fraud as well as some of the new tools created by z,.m_u Affordable Care Act
<<_=_uz:mmun:go:m_ovso:mm:aqmmo:qnmmnomnmnmmﬁo:m_uz._m_.:i_ﬂsﬂsm._l_.m:aE\m<m:zo=m:an_mnmnna:mmo_\nm.

No walver or speclal demonstratlon Is needed to move ahead on these Initiatives.

o The Medicaid Integrity Institute provides free training to State Medicaid agency staff—it copducted 38 courses
last year and trained 1,900 staff since February 2008, States particlpate as faculty, recelve [tralning, and help
shape the curriculum. We are planning & special series of web-based tralnings for State Medicaid agencies to
share best practices and inform States about new provisions of the law aimed at preventing fraud.

¢ The Affordable Care Act requires the screening of providers and provides States with new authority to help
keep problematic providers from enrolling in Medicaid. The vast majority of Medlcaid n_d<_n_mﬁm and suppliers
participate in both Medicald and Medicare, s» Medicare provider screening actions in Medicage wlll also benefit
Medicaid and CHIP programs. A significant’value for States Is expected. CMS wlll provide active support and
assistance to States, Including training of State Medicald and CHIP program staff and best practice guldelines.

o New, cutiing edge initiatives are being developed to prevent fraud in the Medicare pragyam and will be
shared with States to ensure that:Medicaid gets the-full benefit of Medicare advances in n:ﬁ area including
analytics such as predictive modeling to ldentify patterns and examine high-cost problem areas across al! types of
care. . .
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