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The Ohio Commission to Reform
Medicaid’s Report
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Key Assumptions Underlying the
Commission’s Report

The rate of growth in Medicaid spending is
unsustainable

There Is a growing gap between services expected
and taxes people are willing to pay

Medicaid should remain an important part of the
social contract entitlement between Ohio and its
citizens

Rooting out inefficiencies and using the right kind of
market competition will produce significant savings

Ohio must participate in health care reform at the
national level and in the private sector
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Commission Principles for Fiscal Discipline

 Medicaid should consume no more of the state
budget In percentage terms than it currently
does, and potentially less

e Medicaid spending growth in the 525 budget
line should not exceed the growth rate of state
revenues, historically an average of 4.5%

 On a per-recipient basis, average expenditure
growth should not exceed the medical inflation

rate
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Commission Recommendations on Optional
Services and Optional Populations

 Found that any savings from eliminating
optional services would be marginal

e Found that Medicaid expansion coverage for
families has aided successful welfare reform

« Recommended not eliminating services or
eligibility groups

* Argued that such elimination would shift costs
to private employers and overburden state
health care institutions
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Commission Recommendations for
Transforming Ohio Medicaid

* The report divides the recommendations into 6
sections:
— Long-term care
— Care management
— Pharmacy
— Eligibility
— Finance
— Structure and management
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Commission Recommendations for 2005

« Establish a firm Medicaid budget target

e Use purchasing mechanisms to better leverage the
state’s buying power

 Eliminate Medicaid rates from statute

* Implement short-term provider rate reductions or
freezes

 Expand Ohio’s estate recovery laws

« Strengthen Medicaid audit processes

« Move more consumers into care management
« Adopt more aggressive pharmacy cost controls

* Implement a comprehensive technology system
upgrade
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Commission Long Run Cost
Containment Features

* Increase support for community based long-
term care options

e Increase emphasis on care management for all
populations, especially the ABD

« Improve purchasing power through selective
contracting

« Improve pharmacy management strategies

* Increase consumer financial involvement
through vouchers or cost sharing

* Increase auditing and fraud activities
 Enhance and expand estate recovery efforts
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Commission Long Run Cost
Containment Features

Enhance use of electronic health information,
especially electronic prescribing

Invest in new Medicaid management
technology system

Encourage pay for performance and other
Innovations to enhance outcomes and reduce
the long term rate of growth

Restructure management of the Medicaid
program

Projected minimum savings from all reform
iIdeas is $1.9 billion (all funds) if fully
Implemented in SFY 2005
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Commission Issues for Future Consideration

 Two complex issues that the Commission did
not have sufficient time to assess

 The use of nursing homes for people with
mental ilinesses other than dementia:

— Conduct a thorough review on this question and the
causes for increasing use of psycho-
pharmaceutical drugs to nursing home residents

 Medicaid in the local service delivery system:
— Create a group to look into this situation
— Give local boards selective contracting power
— Increase certification standards for providers
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Some Questions for the
Ohio Commission to Reform Medicaid

Why shouldn’t any budget cap focus solely on state
GRF funds versus capping all funds (doesn’t an all
funds cap discourage state efforts to maximize
federal funds?)

How does the Commission’s budget cap idea work
during periods of economic downturn when Medicaid
caseload, and thus expenditures typically soars?

How can you expect Medicaid to achieve an even
lower rate of health spending growth when it is
outperforming private sector currently?

Do you see the Governor’s budget proposal as
supporting or undermining the social contract that the
Commission says iIs important for Ohio to maintain?
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More Questions for the
Ohio Commission to Reform Medicaid
« How many of the recommendations can be achieved
through state action alone?

« How many require federal policy change or action?

e Your budget savings assumptions is based on if the
recommendations were fully in place in SFY 05, when
can we assume that these reforms will be fully in place?

« How much savings can Ohio obtain in SFY 06 and 077

 How do you believe providers will respond to either rate
cuts or rate freezes during this biennium budget period?

 How will loss of federal funds that will occur by reducing
Medicaid spending affect Ohio’s economy and its health
care system?
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Can a 4% Budget Cap Keep a Sustainable
Medicaid Program Possible?

 Medicaid and private health premium costs have
risen by more than 4% for nearly every year since
1992

* Medical inflation rate measures changes only in
price; it does not reflect changes in use of services

* For Medicaid to stay at the same percentage other
state spending have to increase at the same rate
or greater than that of Medicaid?

« One time savings in a current budget year will not
create ongoing budget savings related to this cap

 Either long term PMPM savings must develop
along with a flattening or reduction in caseload or
additional one time savings reduction must occur
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Governor Taft's SFY 2006/2007
Medicaid Budget Proposal
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Budget policy challenge and options

« SFY 06/07 budget faces a $5 billion
structural deficit challenge and desire for
tax reform (budget neutral or saving?)

 Near term options:

— Decrease state spending

— Increase state general revenue funds

— Increase federal revenues

— Increase other revenues (e.g., drug rebates)
e Ongoing goal:

— Maintain state spending at a rate equal to or
less than the growth in state revenues
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Medicaid Baseline Spending
Projections for SFY 06/07

e Baseline budget estimates without cost
management called for a 12.7% SFY 06 and a
9.3% SFY 07 increase in ODJFS Medicaid
services spending

* In SFY 06 larger caseload accounted for 17%
of the increase, cost per claim 63%, and use
of services 20%

* In SFY 07 caseload accounted for 22% of the
Increase, cost per claim 51%, and use of
services 27%
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SFY 06/07 Actual ODJFS Medicaid
Spending Proposal

ODJFS spending is where GRF dollars are mostly
used for Medicaid

Provides zero increase in GRF appropriation (state
and federal) for SFY 06 or 1.1% increase state share

Provides for a 3.6% increase above SFY 06 in GRF
appropriation (state and federal) in SFY 07 or 5.8%
state share

The Medicaid share of state only GRF spending is
14.3% for the biennium, down from 18.2% in SFY 05

Assumes a $55.7 million state share increased cost in
SFY 07 associated with Part D Medicare drug benefit
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SFY 06/07 Actual ODJFS Medicaid
Spending Proposal

This budget reduces total Medicaid spending from the
baseline projection by over $2.13 billion ($855.3 million
state dollars and almost $1.28 billion in federal matching
funds)

It also eliminates $139.7 million in state funds by
eliminating Disability Medical Assistance (DMA) program

Most of the Medicaid spending reduction comes from
freezing or cutting fees to providers, especially the long
term care facilities

Restoring optional services, DMA, parent expansion, and
eliminating the new copays would require $76.7 million in
SFY 06 and $164.6 million in SFY 07 assuming getting
an average of a 25% rebate on DMA drugs
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Medicaid Actions to Improve Cost Efficiency

e Expanding full risk managed care to all CFC

 Expanding the Enhanced Care Management
(ECM) model to all counties for selected
chronic conditions among the ABD population

e Supporting choice in long term care:

— Grow Ohio Home Care waliver by 600 slots, while
modifying rates, creating personal budgets, and
creating a consumer directed option

— Create an Assisted Living Waiver for 1,800 people
— Continue the Success Project

— Remove the nursing home formula from statute

— Convert the ICF/MR program to a waiver
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Medicaid Actions to Improve Cost Efficiency

 Enhance pharmacy management efforts

— Reduce the retail drug price from WAC (wholesale
acquisition cost) plus 9% to WAC plus 7%

— Negotiate supplemental rebates for behavioral
health drugs

— Improve current behavioral health prescribing
patterns

— Adding a consumer copayment of $1 for generics
and $2 for brand name drugs on the PDL

— Expand and refine the preferred drug list and
supplemental rebates, especially with changes that
may occur from Medicare Part D and move to more
managed care on Ohio’s purchasing power around
prescription drugs
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Medicaid Actions to Improve Cost Efficiency

 Enhance Medicaid program integrity efforts
— Broaden assets subject to estate recovery

— Obtain needed statutory changes to enhance audit
and collection efforts

— Pay Medicare crossover claims at no more than the
amount Medicaid would pay for the given service

e |nvestment In Medicaid information technology
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Medicaid Cost Containment Strategies

 Freeze payment rates for inpatient hospital
($96.5 million all funds) and ICF/MR facilities
($53 million all funds)

e Reducing nursing home payments on average
by 3% in SFY 06 and freezing the rates in SFY
07 ($1.2 billion all funds)

 Reduction in parent expansion coverage from
100% of poverty to 90% of poverty, with an
estimate of 25,000 parents losing coverage,
($93 million all funds)
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Medicaid Cost Containment Strategies

Elimination of the Disablility Medical Assistance
(DMA) program, with 15,000 very low income,
chronically ill people losing coverage ($139.6
million state funds since there is no federal
match for DMA)

Elimination of coverage for adult dental ($164.6
million all funds)

Elimination of coverage for adult vision services
($22 million all funds)

Requires $251.8 million state funds to maintain
all health coverage and health benefits as is
today ($82.7 million in 06 and $169.2 in 07)
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Other Non-ODJFS Medicaid proposals

« Spending for Medicaid in Sisters Agencies mostly
shows increases in SFY 06 and SFYO7:

Medicaid Sister Agencies SFY06 change SFY07 change

Mental Health 4.1% 5.9%
MRDD Medicaid Waiver 19.4% 0.0%
ODADAS 10.5% 9.5%
Aging PASSPORT 15.5% 9.8%
Aging PACE 3,045.6% -10.0%
Aging Assisted Living Waiver none $6,047,293
ODH 10.1% 2.6%

« Termination of the community alternative funding
system in MRDD

« Creation of priority waiting lists for HCBS services in
the MRDD system for children
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Other Health-Related Budget Proposals with
Potential Effect on Medicaid and Health

 The Bureau for Children with Medica
Handicaps loses $1 million, a 16.5% cut, in
SFY 06 and flat funding in SFY 07

e Options program for dental at ODH gets an
iIncrease of $500,000

e $25.8 million in SFY 06 and $26.9 million
allocated to the Access to Better Care
Initiative to improve the behavioral health
system for children

e 20% decrease in the local government fund
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Experience from Other State Cost Cutting
Efforts: Oregon

Beginning in 2003, Oregon restructured its Medicaid
program to contain cost and operate the program “in
ways that parallel commercial health plans”

Changes included benefit reductions, higher premiums
and cost sharing for adults, and elimination of its
Medically Needy program, along with a proposed
expansion for pregnant women (to 185% of poverty)
and parents and other adults (to 185% of poverty)

State then established a research collaborative to
study the effect of these changes

Oregon is having to pursue additional budget cuts and
resulting program changes
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Experience from Other State Cost Cutting
Efforts: Oregon

* Preliminary survey results found that 3/4ths of
neople losing coverage became uninsured

e Rising premiums led to much of the loss In
coverage

* Declines were greatest for those with least
Income

 Copayments appearing to delay needed care

 Most people who lost coverage had an unmet
health care need and were more likely to
identify the ER as their usual source of care
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Experience from Other State Cost Cutting

Efforts: Oregon

« Elimination of the Medically Needy program
(similar to Ohio’s DMA) found that 61%

ski
lev

nped doses or took less than the prescribed
el of medication and 64% were going

Wit

nout filling at least one recommended

prescription

e OV

er 85% had two or more chronic conditions

 The survey found that 60% cut back on food
purchases to pay for medications, 49%

ski

pped paying other bills or paying late, and

25% had to go into debt
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Experience from Other State Cost Cutting
Efforts: Oregon

* Preliminary study found a 17% increase in ER visits by
the uninsured and a 20% drop by Medicaid consumers
In first 3 months

* ER use for alcohol use and chemical dependency use
Increase (this service was cut from the OHP standard

plan)

o Safety-net clinics were experiencing an increase in no-
show rate, more time trying to find prescription drug
assistance, and a sense that private providers were
seeing fewer Medicaid consumers

From Cindy Mann and Samantha Artiga. June 2004. The Impact of Recent Changes in Health Care Coverage for Low Income People: A
First Look at the Research Following Changes in Oregon’s Medicaid Program. The Kaiser Commission on Medicaid and the
Uninsured. http://www.kff.org/medicaid/loader.cfm?url=/commonspot/security/getfile.cfm&PagelD=36812 pulled February 22, 2005




OF OHI

Experience from Other State Cost
Cutting Efforts: Utah

 |In SFY 02 and 03 Utah implemented:

— Rate reductions for pharmacies and hospitals

— Creation of a primary care network for “non-
traditional” enrollees (parents of eligible children)

— New or increased copayments for most fee-for-
service physician, outpatient, pharmacy, and
Inpatient services

— Elimination of adult dental and vision services
— Partial reduction of podiatry services
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Experience from Other State Cost
Cutting Efforts: Utah

 Overall co-pay requirements had no
statistically significant impact on utilization,
except for a few situations:

— Decrease of about 30 prescriptions per 1,000
enrollees for non-traditional enrollees ($2 copay)

— Decrease of about 21 outpatient claims per 1,000
enrollees ($2 copay)

— No increase In ER dental claims

e A subset of the study population found copays
to create a financial burden
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Experience from Other State Cost
Cutting Efforts: Utah

* 16.4% of non-traditional enrollees and 9.1% of
traditional enrollees did not fill a prescription
because they couldn’t afford the Rx copay and
13.8% and 7.9% did not see a physician

e 3.1% of non-traditional and 4.8% of traditional
reported not paying the Rx copay and 10.1%
and 12.1% did not pay the physician copay

 Overall 72% said it made them feel good to be
able to contribute to their health care
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Experience from Other State Cost
Cutting Efforts: Utah

o 42% agreed that the copays do present a huge problem,
with 39% saying they presented serious financial
difficulties

« 36% noted that copays made them go to the doctor less
often

« Was a significant decrease in use of out patient services
for Traditional enrollees, not for non-traditional ones

* No dramatic decrease in hospital utilization with $220
coinsurance, though may be due to hospitals not
tending to collect it (in survey 4 paid and 17 did not)
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Experience from Other State Cost
Cutting Efforts: Utah

e Survey suggests that dental care change has
had greatest impact of any of the changes

* 34% reported paying for dental care out of
own pocket (average of $200)

 70% reported needing dental care that they
could not afford (over half estimated cost
above $500 for needed services)

e Restoring dental (81%) and vision (70%) had
highest response regarding what change
would most want
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Experience from Other State Cost
Cutting Efforts: Utah

« 38% reported health care costs forcing them to
cut back spending in other areas, such as

Needed clothing (62%), staple foods (48%),
comfort foods (48%), self improvement (47%),
stretch out prescriptions (46%), entertainment
(45%), transportation (44%), housing (42%),
communication (39%), sold personal
possessions (26%), took out loan/bought
things on credit (21%), worked more hours or
took second job (15%), made things (14%)

Office of the Executive Director. 2003. 2003 Utah Public Health Outcome Measures Report. Salt lake City, UT:
Utah Department of Health. http://health.utah.gov/hda/Reports/MedicaidBenefitsChangeSummary.pdf pulled
February 22. 2005
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Experience from Other State Cost
Cutting Efforts: Michigan

Michigan has lower per capita spending than Ohio for
aged, disabled, parents, and children

Michigan continues to face budget pressures from
annual rate of expenditure increase

Some pressures have come from federal denials of
special financing arrangements

Some came from a requirement to increased managed
care payments to meet the actuarial soundness test

Michigan raised its sin tax last time

Proposing to create pharmacy and provider
assessments to help pay for Medicaid this time
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AnaFllH)ﬂ/sis on Potential Economic Effects of
Reduction in Medicaid Spending: Michigan

e 2005 Michigan study examined the anticipated effects
on income and jobs for cutting Medicaid spending by
$100 million ($231 million including federal match),
raising an additional $100 million through state taxes, or
cutting $100 million from some other state program
which does not get the federal matching funds

e |t did not consider the economic effects of a tax cut

e Study concluded that:
— For Medicaid $180.6 million lost income & 6,300 lost jobs
— For Tax increase $34.7 million lost income & 1,000 lost jobs
— For Other state cut $76 million lost income & 2,700 lost jobs

John Goddeeris and Yong Li. February 2005. Effects of Changes in Medicaid on Incomes and Jobs in Michigan: Estimates from the RIMS Il Model.
A study prepared for the Institute for Health Care Studies and the Institute for Public Policy and Social Research at Michigan State University.

http://ippsr.msu.edu/Publications/MedicaidAnalysis.pdf pulled on February 22, 2005.
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Analysis on Potential Economic Effects of
Reduction in Medicaid Spending: Ohio

e 2005 Ohio study is trying to project the effects
on income and jobs for cutting Medicaid
spending in the Governor’s budget proposal

* Preliminary results suggest these changes
could result in an aggregate loss of $3 billion in
economic activity and 30,000 jobs for the
biennium

* These results do not consider the revenue and
job effects of spending the money on other
activities or as a tax cut or of raising taxes to
generate the state match funds



OF OHI

Some Questions to Ask the Administration

What are the causes behind the increase in PMPM
costs for CFC and ABD consumers?

What strategies are there to meaningfully reduce the
rate of PMPM growth?

How does Medicaid work to ensure it gets value for its
service and administration spending?

Will the reduction in optional services create long run
savings or cost increases?

Will these program savings reduce costs or shift them
elsewhere?

What rate of spending growth is necessary to run a
stable, sustainable Medicaid program?

Why do you assume that caseload will continue to
Increase for both CFC and ABD in the next two years?
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More Questions to Ask the Administration

Where are providers located who are likely to do poorly
with reductions in nursing home provider rates?

How will provider payment policies affecting access to
care and quality of care?

What is the expected rate of growth in per member
payments to managed care plans under the new
actuarial soundness test?

Why is it taking so long to implement the enhanced care
management strategy?

How easy will it be to implement the various changes
proposed in this budget?

Can Ohio’s health care system and Ohio’s economy
afford to lose the amount of federal funds that the
Administration’s budget entails?
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More Questions to Ask the Administration

e Shouldn’t the focus on expenditure growth be
only on state general revenue fund dollars
versus total spending or total GRF spending that
Include federal funds?

 Why doesn’t the Administration look at Medicaid
as a mechanism for economic growth and
development with its influx of federal funds
Instead of as a liablility?
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The Ohio Partnership for
Prevention Medicaid and
Health Care Financing
Proposal
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The Ohio Partnership for Prevention’s
(OPP) Proposal

* |Increase the cigarette tax by 75¢ per pack

e Brings in an estimated $525 million in state
funds per year

e Use 80% of the funds to invest in health
programs, such as expanding coverage or
restoring funding for programs

 Use 20% of the funds to repay money to the
Ohio Tobacco Use Prevention and Control
Foundation

 The tax increase should also decrease smoking
especially among youth and reduce ongoing
health care costs to Medicaid and other payers
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The OPP’s Proposal and the SFY 06/07
Budget

This proposal seeks new non-income and non-sales tax
revenue to overcome existing budget challenges

The Governor’s tax reform proposal includes a 45¢ per
pack increase as part of that total package, which
reduces total revenues by an estimated $800 million

OPP supporters must get the Taft Administration to find
a different source for the 45¢ part of the tax million in
revenues and to seek the entire 75¢ tax amount

Or, the OPP supporters will need to try and get the
additional 30¢ increase in the price per pack, which
would raise around $180 million per year, and get those
funds allocated to health programs
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The Bush Administration’s
Medicaid Proposal
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Bush Administration & Medicaid Reform

New Secretary of Health and Human Services is former
Utah Governor who supports Utah model

Expects $91 billion in lower Medicaid baseline spending
over 10 years from 7.8 to 7.2%

Wants to cut Medicaid spending by $60 billion over 10
years

Keep Medicaid from becoming an inheritance protection
plan ($4.5 billion)

Stop overpaying for prescription drugs, getting states to
move away from using the AWP (average wholesale
price) method ($15 billion)

Proposal is said to eliminate “best price” provision of the
Medicaid Drug Rebate program
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Bush Administration Medicaid
Reform ldeas

* Reduce state “accounting gimmicks” ($40 billion):

— $11.9 billion from restricting Intergovernmental Transfers (only
federal match if providers keep $s)

— $3.3 hillion by limiting payments to no more than “actual costs”

— $6.2 billion by reducing allowable provider tax rate from 6%
to 3% of total revenue

— $1.4 billion through provider tax reforms that treat managed
care and other providers the same

— $6 billion by block granting Medicaid administrative costs

— $4 billion from reducing federal match on targeted case
management to 50%

— $7.7 billion by narrowing the definition of services which states
may claim as targeted case management
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Bush Administration Medicaid
Reform ldeas

* Increased Medicaid spending:
— $11.3 hillion for a new “Cover the Kids” outreach

— $1.4 billion to allow under-insured children in the Vaccines for
Children program to get shots in state or local health clinics

— $2.9 billion for the New Freedom Initiative ($1.8 billion for
Money Follows the Person Demo; $871 million in respite care
demos; $256 million from exempting spousal income in 1619b
work demos

— $560 million to extend Transitional Medicaid 1 year

— $230 million to extend Medicare premium assistance for
Qualified Individuals 1 year

— $145 million to extend Medicaid eligibility for refugees who
would otherwise lose coverage
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Bush Administration Medicaid
Reform ldeas

e EXxpressed interest in increasing enroliment of
children, especially through SCHIP

* Interested in promoting greater flexibility for
states

e Overall details remain murky
* No specific proposal for block grant

e |s promoting increase in the number of FQHC
clinics nationwide to help address access to
care problems

 Has been increasing role of auditors
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Things to Consider About Any Medicaid
Block Grant Proposal

Will the federal government continue to require states
to absorb the cost for Medicare (or Medicaid) policy
decisions?

Is there any relief for increases in caseload related to a
downturn in the economy or an aging population?

Will the federal government relax its mandatory
populations and mandatory service reguirements?

Would such relaxation be at all meaningful for how a
state would run its Medicaid program?

Will the federal government still establish payment rates
for certain providers, such as hospice?

What flexibility could states really get and use?

Is the analogy the federal government is to the state as
the state is to the local government fund correct?



