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Executive Summary

Resolves 2005, Chapter 117 established the Blue Ribbon Commission on the Future of
MaineCare. The Commission was directed to submit a report with findings and
recommendations to the Joint Standing Committee on Health and Human Services and the
Joint Standing Committee on Appropriations and Financial Affairs by December 7, 2005. A
copy of the resolve is included as Appendix A. The charge to the Commission includes:

1. Make recommendations on how to improve the quality, adequacy, effectiveness and
delivery of services under the program in the most cost-effective manner possible in an
effort to ensure the sustainability of the program over time, including various options for
providing coverage for persons in need of health care services.

2. Review and make recommendations about the extent to which MaineCare is
meeting its current and future responsibilities and include a review of the effectiveness
of various models in financing and providing health care coverage to low-income and
vulnerable populations, including, but not limited to, low-income families and children,
the physically disabled, the elderly, the chronically ill and the uninsured;

3. Study and report eligibility levels, service benefits, expenditures and other factors
affecting future costs under the MaineCare program;

4. Estimate future program costs, taking into account relevant factors, including, but
not limited to, demographics; health care cost drivers; cost-savings and cost-control
initiatives in place at the time of the study; other economic variables, including changes
in individual and family income rates, changes in uninsured rates and changes in
employer-based coverage rates; cost drivers and cost shifting related to coverage
provided under the program; and other related economic factors;

5. Review and summarize the economic effect of MaineCare and its role in
maintaining Maine's health care provider network, including primary, specialty and
acute care;

6. Provide an analysis of changes in federal funding and health care policy,
including changes in the federal match rate formula, and how such changes will
affect MaineCare; and

7. Review and make recommendations related to actions taken by the federal
Medicaid Commission.

The MaineCare Commission was formed during the fall of 2005, with the appointment of all
10 members. A copy of the membership of the MaineCare Commission is included as
Appendix B. The MaineCare Commission held 4 public meetings in Augusta on October 11,
November 1, November 15 and December 6, 2005 and a final public meeting on December
14, 2005.



The MaineCare Commission makes the following findings and recommendations and
notes ongoing issues confronting the MaineCare program for future consideration. In addition
the MaineCare Commission voted to request legislative approval for reauthorization of the
MaineCare Commission to work after the 2006 legislative session. MaineCare Commission
members are interested in working together to review Medicaid developments on the federal
level and their implications for Maine and to discuss implementation of the MaineCare portions
of the supplemental budget and the list of policy issues for further consideration regarding the
MaineCare program.

Findings

1. MaineCare plays a critical role in the overall health care delivery system in Maine by
providing coverage to many persons with disabilities or other serious health conditions,
the majority of long-term care services, and other medically necessary services to low-
income families and individuals who would otherwise be uninsured. Any program
changes must be made carefully with consideration of the impact that those changes
would have on the overall health care system.

2. The Commission finds that state and federal law provide only limited policy direction for
the Medicaid program. Further, the Commission finds that due to the lack of policy
direction and in the absence of program goals and management focused on those goals,
MaineCare has fallen into a pattern of policy-making that is driven by fluctuations in the
state budget.

3. The Commission finds that MaineCare health care spending, like all health care
spending, has been increasing faster than inflation, that it comprises 20% of the state
budget, and that the State needs to better manage MaineCare in order to contain costs and
produce accountability and predictability and to ensure the sustainability of the program.

4. The Commission recognizes and commends the Department of Health and Human
Services for designing and implementing new initiatives that will provide better services
to MaineCare members and slow the rate of growth of expenditures and for beginning the
planning for other initiatives, such as managed behavioral health care. The Commission
notes the challenges that change brings to such a large program that serves a critical role
in Maine’s health care system. The Commission finds that attention to Medicaid issues is
needed on state and national levels. In particular, the Commission notes that federal
Medicaid program changes are under consideration as this report is being prepared and
that the second phase recommendations of the federal Medicaid Commission are
expected late in 2006.

Recommendations



The Commission recommends that the federal Medicaid Commission review and
make recommendations to alter the methodology for calculating the federal medical
assistance percentages (FMAP) so that the methodology does not contain a time lag,
represents a better measure of state fiscal capacity and captures each state’s
demographic structure.

In the further implementation of managed care in MaineCare the Commission
recommends that the Department of Health and Human Services apply primary care
case management to a broader population, particularly to the elderly and persons with
chronic conditions and disabilities as well as focusing on individuals with high cost
care. The Commission recommends that the initiative be anchored in a commitment
to high quality services to members, substituting lower cost community-based care
for higher cost institutional based care.

In planning and implementing managed behavioral health care benefits as authorized
by Public Law 2005, Chapter 457, the Commission recognizes that the initiative will
capitate behavioral health financing only and urges the department to adopt best
practice for integrating capitated behavioral health services with physical health
services on an integrated basis and that it apply to adults and children.

The Commission recommends utilizing the Maine Health Data Organization all
claims database in the management of the MaineCare program, including use for
managed care, quality assurance and administrative purposes.

With regard to all MaineCare initiatives and waivers, the Commission recommends
that the program be guided by clear policy, that goals be established to achieve that
policy, that realistic budgets be developed to meet those goals, and that fiscal
management be applied so that the program delivers high quality services in
partnership with service providers and remains within budget. In managed care
initiatives, the Commission recommends that the goals be integration of health care
and management of the funding of those services. This recommendation requires the
allocation of personnel and resources to ensure adequate administrative capacity and
success. In addition, it envisions a new level of accountability within the program.

The Commission endorses the current private health insurance premium program and
believes that increased enrollment may be possible, bringing increased partnership
with private health coverage and savings for the MaineCare program.

The Commission recommends that the Legislature review incentives for the purchase

of long-term care insurance, which must be viewed within the context of any federal
restrictions and requirements.

The Commission supports the incorporation of new technologies that create
efficiencies or decrease costs, particularly electronic medical records.



9.

The Commission recommends that action be taken to provide immediate professional
leadership for the Department of Health and Human Services and major offices
within the department. The new leaders must have vision, skills and experience to
provide the MaineCare program with staffing, an internal evaluation component and
long-term planning so that stability, predictability and accountability may be
achieved.

Policy issues for further consideration regarding the MaineCare program

1.

10.

11.

12.

Simplification of federal program eligibility rules, focusing on income level and
replacing the categories of eligibility now used.

Consideration of the role of private market forces, including private health insurance
and health savings accounts.

Review of options for financing long-term care, including incentives for the purchase
of long-term care insurance.

Resolution of the implementation problems with the MECMS provider payment
system.

Resolution of the issue of timely payments to hospitals for MaineCare services.

Consideration of the role of member co-payments, including the effect of mandatory
and voluntary co-payments on the member, the provider and the program.

Management of the noncategorical adult waiver to ensure access to and maximization
of coverage.

Consideration of the Medicare Part D drug program and its impact on MaineCare and
related recipients, and the state budget.

Review of the results of implementation of the State Health Plan.

Review of federal application of prescription drug pricing based on Average
Manufacturer Price, with state flexibility on dispensing fees, and the effect on access
to prescription drugs.

Review implementation of the development by the Department of Health and Human
Services of models to better analyze and forecast program trends and growth rates.

Clarification of the roles of the Department of Health and Human Services, Office of
MaineCare Services and the Governor’s Office of Health Policy and Finance in the
development and implementation of MaineCare policy.



13. Monitoring of the number of uninsured persons in the State, considering the costs of
health care and health insurance and the role of MaineCare.



I.  INTRODUCTION

Resolves 2005, Chapter 117 established the Blue Ribbon Commission on the Future of
MaineCare. The Commission was directed to submit a report with findings and
recommendations to the Joint Standing Committee on Health and Human Services and the Joint
Standing Committee on Appropriations and Financial Affairs by December 7, 2005. A copy of
the resolve is included as Appendix A. The charge to the Commission includes:

1.

Make recommendations on how to improve the quality, adequacy, effectiveness and
delivery of services under the program in the most cost-effective manner possible in
an effort to ensure the sustainability of the program over time, including various
options for providing coverage for persons in need of health care services.

Review and make recommendations about the extent to which MaineCare is meeting
its current and future responsibilities and include a review of the effectiveness of
various models in financing and providing health care coverage to low-income and
vulnerable populations, including, but not limited to, low-income families and
children, the physically disabled, the elderly, the chronically ill and the uninsured;

Study and report eligibility levels, service benefits, expenditures and other factors
affecting future costs under the MaineCare program;

Estimate future program costs, taking into account relevant factors, including, but not
limited to, demographics; health care cost drivers; cost-savings and cost-control
initiatives in place at the time of the study; other economic variables, including
changes in individual and family income rates, changes in uninsured rates and changes
in employer-based coverage rates; cost drivers and cost shifting related to coverage
provided under the program; and other related economic factors;

Review and summarize the economic effect of MaineCare and its role in maintaining
Maine's health care provider network, including primary, specialty and acute care;

Provide an analysis of changes in federal funding and health care policy, including
changes in the federal match rate formula, and how such changes will affect
MaineCare; and

Review and make recommendations related to actions taken by the federal Medicaid
Commission.

The MaineCare Commission was formed during the fall of 2005, with the appointment of all 10
members. A copy of the membership of the MaineCare Commission is included as Appendix B.
The MaineCare Commission held 4 public meetings in Augusta on October 11, November 1,
November 15 and December 6, 2005 and a final public meeting on December 14, 2005.
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Presentations were made to the MaineCare Commission by the following persons:

*

Trish Riley, Director, Governor’s Office of Health Policy and Finance

¢ Jack R. Nicholas, Commissioner, Department of Health and Human Services

¢ J. Michael Hall, Deputy Commissioner, Department of Health and Human Services

¢ Brenda Harvey, Deputy Commissioner, Department of Health and Human Services

¢ Neva Kaye, National Academy for State Health Policy

¢ Bill Gardner, Financial Forecast Manager, Department of Health and Human Services

¢ Maura Howard, Office of MaineCare Services, Department of Health and Human
Services

¢ Brenda McCormick, Office of MaineCare Services, Department of Health and
Human Services

¢ The Honorable Angus S. King, Jr., Former Governor of the State of Maine and Vice-
Chair of the federal Medicaid Commission
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I1. BACKGROUND INFORMATION

A. FEDERAL MEDICAID LAW AND POLICY

1. Federal Medicaid law

Congress enacted Title X1X of the Social Security Act in 1965, establishing a
voluntary state-federal health care program known as Medicaid. The program provides
medically necessary health care to certain low-income persons, the elderly and persons
with disabilities. Under the Medicaid program, federal funding is available to states on a
matching basis to assist in covering the costs of health care services provided to
recipients and the states’ administrative costs.

As a condition of participation in the Medicaid program states must administer their
programs in accordance with federal law and regulation, following state plans approved
by the Centers for Medicare and Medicaid Services (CMS) within the federal Department
of Health and Human Services. The state plan details the categories of persons who will
be eligible, including populations that are required to be covered, such as pregnant
women and children and the elderly, and “optional populations” that the state may elect
to serve. Eligibility requirements refer to the federal poverty guidelines adopted annually
by the federal Department of Health and Human Services.

The state plan details the categories of medically necessary services that will be
covered, including required services such as inpatient and outpatient hospital care,
laboratory services, prenatal care, and periodic screening and check-ups for children.
The plan designates certain optional services that the state elects to cover, such as
prescription drugs, diagnostic and hospice services and eyeglasses. Originally designed
to provide services primarily in hospitals, physicians’ offices and nursing facilities,
Medicaid has grown to cover more non-facility-based services, home and community-
based care and the largest single category of expenditures, prescription drugs. See Table
1 for Medicaid acute care benefits and Table 2 for Medicaid long-term care benefits.
Each state is required to convene a Medicaid advisory committee to participate in policy
development and provide administrative oversight. Other federal law and regulations
impose additional requirements regarding eligibility, benefits, reimbursement, and
program administration and operation.

! The federal poverty guidelines are referred to informally as the “federal poverty level” or FPL.

2005-2006 Federal Poverty Guidelines

Persons in 100% fpl 135% 150% 185% 200% 250% 300% 350%
Family Unit

1 $9,570 $12,920 $14,355 $17,705 $19,140 $23,925 $28,710 $33,495

2 $12,830 $17,321 $19,245 $23,736 $25,660 $32,075 $38,490 $44,905

3 $16,090 $21,722 $24,135 $29,767 $32,180 $40,225 $48,270 $56,315

4 $19,350 $26,123 $29,025 $35,798 $38,700 $48,375 $58,050 $67,725

5 $22,610 $30,524 $33,915 $41,829 $45,220 $56,525 $67,830 $79,135

Each additional $3,260 $4,401 $4,890 $6,031 $6,520 $8,150 $9,780 $11,410

person
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Table 1

Medicaid Acute Care Benefits

“Mandatory” Items and Services

Physicians services

Laboratory and x-ray services
Inpatient hospital services
Outpatient hospital services

Early and periodic screening,
diagnostic, and treatment (EPSDT)
services for individuals under 21

Family planning and supplies
Federally-qualified health center
(FQHC) services

Rural health clinic services
Nurse midwife services

Certified pediatric and family nurse
practitioner services

“Optional” Items and Services*

Prescription drugs

Medical care or remedial care
furnished by other licensed
practitioners

Rehabilitation and other therapies
Clinic services
Dental services, dentures

Prosthetic devices, eyeglasses,
durable medical equipment

Primary care case management
TB-related services

Other specialist medical or remedial
care

* These benefits are treated as mandatory for children under 21 through EPSOT in this analysis.

Table 2

Medicaid Long-Term Care Benefits

“Mandatory” Items and Services

“Optional” Items and Services*

Institutional Services

Nursing facility (NF) services for individuals
21 or over

Intermediate care facility services for the
mentally retarded (ICF/MR)

Inpatient/nursing facility services for individuals
65 and over in an institution for mental
diseases (IMD)

Inpatient psychiatric hospital services for
individuals under age 21

Home & Community-Based Services

« Home health care services (for individuals
entitled to nursing facility care)

Home and community-based waiver services
Other home health care

Targeted case management

Respiratory care services for ventilator-
dependent individuals

Personal care services
Hospice services
Services furnished under a PACE program

*These benefits are treated as mandatory for children under 21 through EPSDT in this analysis, with the

exception of Home and Community based waiver services.

Medicaid waiver programs may be approved by CMS to waive certain federal
requirements in order to allow the states to try new ways to deliver services, such as through
managed care organizations, or to provide assistance to particular populations, such as
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women with cervical cancer, persons with disabilities receiving care at home and persons
with HIV/AIDS.

2. Federal policy goals and program responsibilities

Starting from the federal goal of providing necessary health care for certain low-income
persons, the elderly and persons with disabilities, the states have flexibility to design their
Medicaid programs in response to each state’s own health care needs, priorities and available
funding. States may set policy goals that cover more people or health care services.
Reimbursement rates for health care service providers may be adjusted up or down by the
state. These rates, the timeliness of payment and the administrative requirements of the
program affect the number of participating providers and access to care for members and
thus also reflect the state’s policy goals for the program.

B. THE MAINECARE PROGRAM

The Medicaid program in Maine, known as the MaineCare program, operates under the
general policy statement of the Department of Health and Human Services, which is stated at
Title 22-A, section 202: “The mission of the department is to provide health and human
services to the people of Maine so that all persons may achieve and maintain their optimal
level of health and their full potential for economic independence and personal
development.” MaineCare relies on personnel within the Department of Health and Human
Services Office of MaineCare Services (formerly the Bureau of Medical Services) to
administer the program. Office personnel respond to requests for information, develop rules
and procedures, process claims, monitor compliance, train providers and address
complaints.? Eligibility determinations are handled within the Office of Integrated Access
and Support within the department.

Since 1998, Maine has adopted a number of policies that have expanded the number of
persons eligible for MaineCare in order to reduce the number of people without health
insurance. Between 2000 and 2004 MaineCare rolls increased 2.7%, to over 260,000.%
During that time period the percentage of uninsured nonelderly adults in Maine decreased
1.1%* placing Maine 5" in the nation in reducing the percentage of uninsured residents.® In
contrast, from 2000 too 2004 the number of uninsured nonelderly adults actually rose in all
other New England states - in Connecticut by 2.1%, in New Hampshire by 3.6%, in Vermont
by 3%, in Massachusetts by 3.2% and in Rhode Island by 4.2%.° See Table 3. Table 4
provides information on mandatory and optional MaineCare beneficiary groups.

2 Statewide, overall coordination of health policy and health reform and assistance with prescription drug issues are
provided by the Governor’s Office of Health Policy and Finance.

® “MaineCare, Annual Report to the State Legislature 2004,” pg 2, Department of Health and Human Services.

* Kaiser Commission on Medicaid and the Uninsured, State Medicaid Fact Sheet, Maine and the United States,
December, 2005. The number of uninsured nonelderly adults decreased by 7988 from 2000 to 2004.

> Kaiser Commission on Medicaid and the Uninsured, State Health Facts, 50 State Comparisons, “Percentage Point
Change in Uninsured Among Nonelderly, 2000-2004.”

® “Health Coverage in America, 2004 Data Update,” page 13, Kaiser Commission on Medicaid and the Uninsured.
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Table 3
Percentage Change in the Uninsured Population

Connecticut | Maine Massachusett | New Rhode Vermont
S Hampshire Island
2000- +2.1% -1.1% +3.2% +3.6% +4.2% +3%
2004
Table 4
MaineCare Beneficiary Groups

Mandatory Populations Optional Populations

Children under age 6, below 133%FPL Low-income children above 100% FPL, not
mandatory by age

Children age 6 and older, below 100% FPL

Parents below 200% FPL Low-income parents with income at or below
1996 AFDC level

Pregnant women at or below 133% FPL Pregnant women above 133% FPL

Elderly and disabled SSI beneficiaries at or Elderly and disabled above SSI level but below

below 77% FPL 100% FPL

Certain working disabled adults Certain working disabled

Medicare Buy-in groups (QMB, SLMB, QI) Medically needy
Nursing home residents above SSI levels but
below 300% SSI
Persons at risk of needing nursing home or ICF-
MR care

MaineCare coverage was expanded in 2003 through a waiver from CMS for adults with
incomes below 100% FPL, $9570/year, who do not have minor children. The population in
this waiver is informally referred to as “noncategoricals.” Implementation of this waiver
brought with it unexpectedly heavy enrollment, utilization and expense, which exceeded
projections of costs. Rising to nearly 25,000 by March, 2005, noncategorical waiver
coverage threatened to outspend the federally imposed spending cap and endanger the
waiver’s federal matching funds. After informing the Legislature, the Department of Health
and Human Services responded in March, 2005 by freezing enrollment, so that enrollment in
December, 2005 had dropped to 14,939. Beginning in December, 2005, covered services for
noncategorical adults were decreased from 54 services to just 18 services.

The income and asset limits for financial eligibility for MaineCare are detailed in Table

5. Table 6 contains a listing of MaineCare services divided by preventive care, acute care,
long term care, behavioral health and other services.

Table 5
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MaineCare Eligibility, 2005

Population Income Limit Asset Limit* Note
Pregnant women 200% FPL None 60-day post-partum eligibility
Infants (< 1 year) 200% FPL None 12-month continuous eligibility
Children (1-19 years) 150% FPL None 12-month continuous eligibility
Cub Care (SCHIP) children 200% FPL None 12-month continuous eligibility
Parents 200% FPL $2,000 per unit
Non-Categorical Adults 100% FPL None Enrollment suspended in 2005
Elderly & disabled 100% FPL $2,000/$3,000 per

individual/couple
Working disabled 250% FPL $8,000/$12,000 per

individual/couple
Disabled in need of institutional 300% SSI standard $2,000/$3,000 per
care individual/couple
Specified Low-income Medicare 100-135% FPL $4,000/$6,000 per Only covered for Medicare
Beneficiary/Qualifying Individual individual/couple Part B premiums

* Some assets, such as a home, primary vehicle, and certain types of savings (including IRAs) are not counted.

Table 6

MaineCare Services, 2005

*School-based
rehabilitation

«Chiropractic services
*Ambulance services
«Podiatry services
*Occupational & physical
therapy

*Speech, hearing, and
language disorder services

people with mental
retardation, community
support, substance
abuse treatment
services)

Preventive Acute Care Long Term Care | Behavioral Health Other

Care

«Early sInpatient & outpatient eInstitutional care «Institutional care *Pharmacy
intervention hospital services (nursing facility and (inpatient psychiatric «Transportation
(birth through «Laboratory and x-ray assisted living) servicesl,_iptermediate -Medical supplies
age 5) services «Community-based care facilities for people | .4 g raple
*Smoking «Physician, nurse care (private duty with mental retardation) | 0 jical
cessation practitioner services, and nursing, personal *Community-based care | equipment,
«Asthma and other advanced practice care, hospice, adult | (licensed social worker | eyeglasses, and
diabetes nursing services (also day health) protective services, orthotic and
education those provided in rural psychological services, | prosthetic devices
Family health clinics and day habilitation, day «Medicare Part B
planning federally-qualified health treatment, home and premium
services and centers) community based payments
supplies «Dental services waiver services for

1. MaineCare’s role in the provision of health care
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The MaineCare program provides health care services to certain low-income persons, the
elderly and persons with disabilities. The MaineCare program is at the hub of the state’s
health care system, playing a central role in the provision of services to persons who are
unable to afford care.

¢ Providing health care coverage for 20% of Maine’s population, MaineCare keeps
private health insurance premiums lower than they would be without MaineCare by
covering many persons with disabilities and serious illnesses.

¢ MaineCare provides coverage for health care services, including inpatient hospital
care, that would otherwise be uncompensated care and bad debt.

¢ MaineCare is the largest payor for long-term care services in the state, covering
services in nursing facilities and home and community-based services. These
services are among the highest cost Medicaid services.

¢ MaineCare pays consumers’ cost-sharing under Medicare and pays for prescription
drugs. Prescription drugs are a major cost-driver among MaineCare services, with
outpatient prescription drug spending rising 13.2% in state fiscal year 2002, 17.7% in
2003 and 10.9% in 2004.

¢ Beginning in 2006 MaineCare will work with Medicare Part D to cover prescription
drugs for persons who are elderly or disabled, shifting significant responsibilities to
the Medicare Part D program. MaineCare Commission members noted the need for
attention as the Medicare Part D program begins operation. They expressed concern
about the possibility of gaps in coverage or increased costs for persons previously
receiving drug benefits, the shift of costs out of MaineCare and the state “clawback”
payment, a payment that is payable to the federal government to provide funding for
the Part D benefit, which the Governor’s Office of Health Policy and Finance
estimates will cost the MaineCare program an additional $11,000,000 in state funds
between January and December, 2006.

2. MaineCare law and policy

The benefits to the states of using federal funds to pay for necessary health care services
have lead many states to a policy of maximizing the use of Medicaid. As have other states,
Maine has enacted laws and policies purposefully expanding MaineCare and the services it
covers in order to decrease the number of uninsured persons. In 2006 federal funds will pay
close to $63 of every $100 of health care services under the MaineCare program. MaineCare
is then able spend $37 of state funds and buy nearly $100 of health care services.

Particularly when a state is already paying for services with 100% state funds, federal
funding participation is an attractive aspect of the Medicaid program.

Maine has expanded MaineCare to cover previously state-paid services in the areas of
targeted case management, school-based health care and residential care for children and
adults with disabilities in private non-medical institutions. Expansion of programs in order to
take advantage of the federal Medicaid match, a policy known as Medicaid maximization,
has enabled Maine to expand access to services while providing partial federal funding.
Maine has also instituted health care provider taxes on hospitals, nursing facilities, private
non-medical institutions and residential treatment facilities. These taxes are permissible
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under federal law and result in increased MaineCare funding for the health care providers
and revenue for the State. In addition to contributing funding for the states, provider taxes
and the methodology for the match rate regularly controversy and political debate. For a

discussion of the federal funds rate methodology and issues, see section C, 2 and 3.

Maine has elected to cover more persons and services under MaineCare than required by
CMS, doing so under the state plan and any amendments to it and CMS approved waivers.
MaineCare enrollees, known as “members,” include mandatory and optional populations
covered through expansions that extend coverage to children under the State Children’s
Health Insurance Program (SCHIP), formerly known in Maine as Cub Care, parents and legal
guardians of minor children, and waiver programs for the noncategoricals, persons with
mental retardation receiving home and community-based care, persons with HIV/AIDS,
women with breast and cervical cancer and persons with disabilities receiving care at home
under the consumer-directed home care program. Table 7 shows the MaineCare caseload

by population category for July 2001 to November 2005.

Table 7
MaineCare Monthly Caseload
(Excludes DEL/MaineRx Program Caseloads)
300,000
250,000 -|
200,000 -|
3
2 150,000 |
2
W 100,000
50,000 -
23888985933 838883333333888888
EEEEFERFEEFERFEENEREEEFERY
O Traditional Medicaid B SCHIP Children
B Medicaid Expansion Parents @ Non-Categorical Adults <100% FPL
3. Services

The array of MaineCare covered services, which must be medically necessary, remained
stable through 2003. In recent years some limits have been imposed on certain services for
adults through the adoption of MaineCare Basic, under which the following services for
adults are subject to limits: speech, occupational and physical therapy, rehabilitation
services, psychological services, durable medical equipment, chiropractic services and
services under the private duty nursing and personal care program and waiver programs. In
addition, noncategorical members are subject to the decrease in covered services from 54 to
18 discussed above, are subject to limitations on inpatient and outpatient hospital visits and
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brand name prescription drugs and are entitled to benefits from the date of acceptance into
the program prospectively only.

4. Provider reimbursement

In recent years, MaineCare reimbursement rates for providers have increased slightly for
some providers, including dentists and physicians, while remaining unchanged for most
providers. The implementation of the MECMS claims management system for the payment
of providers has presented very difficult challenges for MaineCare providers and the
Department of Health and Human Services in 2005.

5. Co-payments and premiums

Co-payments for MaineCare services are limited by federal law to nominal amounts and
cannot be charged for services to pregnant women and children. In MaineCare monthly
premiums are allowed for SCHIP children’s coverage and for coverage under the waivers for
Katie Beckett disabled children and working adults with disabilities.

6. Expenditures

Total MaineCare expenditures, in state and federal funds, have increased from $1.1
billion in 1998 to just over $2.0 billion in 2004, an average annual growth rate of 10.3%.
Putting MaineCare’s expenditure growth into some context, during this same period
Medicaid spending nationally grew at an average annual rate of 9.0%, while total personal
health care spending in Maine - both public and privately funded - increased at rate of 7.5%
per year.” MaineCare spending has been driven by many of the same growth factors
affecting other public and privately-funded health care spending (i.e., increases in health care
costs, caseloads, and utilization of services). However, in addition, Maine’s efforts to
maximize the use of Medicaid for programs that previously were 100% state-funded have
shifted certain expenditures from the General Fund to the MaineCare program. While this
has added to MaineCare’s budget growth it has also reduced the cost to the state for
delivering the covered service from 100% General Fund dollars to 37% General Fund
dollars. MaineCare provider tax initiatives have also maximized the use of federal Medicaid
funds. Again, these initiatives have played a significant role in increasing total MaineCare
expenditures, but they have enabled MaineCare to increase reimbursement to providers and
to decrease reliance on General Fund dollars.

Prescription drug costs have also been a major cost driver during this period, with state
and federal spending increasing from $109.9 million in 1998 to $284.1 million by 2004, an
average annual growth rate of 17.2%.% In an effort to control these drug cost increases, a
preferred drug list has been implemented, with access to non-preferred drugs through a prior

" MaineCare expenditure data from “Understanding MaineCare: A Chartbook About Maine’s Medicaid Program,”
By Rachel Garfield, January 2005, p. 24; National Medicaid data from the Centers for Medicare and Medicaid
Services (CMS) data; and Maine total personal health care expenditures data from “Maine’s State Health Plan: A
Road Map to Better Health,” (November 2005 Draft) p. 15 (derived from CMS data).

& “Understanding MaineCare: A Chartbook About Maine’s Medicaid Program,” p. 28.
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authorization process and exceptions for certain classes of drugs, certain populations and
special medical conditions (assumed savings of $65.5 million per year by second year of
implementation). The department also has begun voluntary mail-order for MaineCare
members whose prescriptions do not change frequently (assumed savings of $14.4 million in
first year of implementation).

State-funded MaineCare spending also represents a significant and growing portion of
the State General Fund budget, with its share of General Fund spending increasing during
this period from 13.7% in 1998 to 20.1% by 2004. See Table 8.

Table 8

MaineCare GF Spending's Share of State Total
($'s in millions, state fiscal years)

1998 1999 2000 2001 2002 2003 2004
MaineCare and Related
GF Spending $259.8 $382.6 $424.7 $449.9 $476.5 $500.7 $518.7
MaineCare GF
Spending's Share of
Total State GF Spending 13.7% 17.8% 18.3% 17.5% 18.4% 19.8% 20.1%

Source: 1999-2004 Data: OFPR MaineCare/Medicaid Funding History 12/8/2005

MaineCare spending, by category of member served, follows national trends. In 2004,
children comprised 42.3% of the MaineCare population but accounted for just 22.2% of the
spending, adults comprised 30% of the population and accounted for 11.7% of spending, and
the elderly and persons with disabilities comprised 27.6% of the population and accounted
for 66% of all expenditures.” While seemingly disproportional, the high cost of serving the
elderly and persons with disabilities reflects the expenses of long-term care and other
residential services, prescription drugs, case management and disability support services.
Table 9 shows a breakdown of MaineCare members by category of eligibility and the
expenditures for each category.*®

Table 9

MaineCare Membership and Expenditures, 2005
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C. MEDICAID - FINANCIAL CHALLENGES
1. Federal level financial projections

The growth in Medicaid spending experienced in recent years is expected to continue.
The Congressional Budget Office estimates an average 10 year growth rate of approximately
7.8% for 2005-2015 and a likely range of growth rates for total Medicaid payments between
7.1% and 9.6%." MaineCare Commission members agreed that with MaineCare growing
faster than inflation the State needs to better manage MaineCare in order to produce
accountability and predictability and to ensure the sustainability of the program.

2. Medicaid match rate

Federal Medical Assistance Percentages (FMAPSs), commonly referred to as the federal
match rate, are used to determine the amount of Federal matching funds for State
expenditures for medical assistance payments under Medicaid and for certain other social
services. The Social Security Act requires the U.S. Secretary of Health and Human Services
to calculate and publish the FMAPs each year.

Section 1905(b) of the Social Security Act specifies the formula for calculating Federal
Medical Assistance Percentages. "Enhanced Federal Medical Assistance Percentages” are
used for the State Children's Health Insurance Program (SCHIP) under Title XXI of the
Social Security Act. Section 2105(b) of the Social Security Act specifies the formula for
calculating Enhanced Federal Medical Assistance Percentages. There is no specific
requirement to publish the Enhanced Federal Medical Assistance Percentages, but they are
included in the FMAP notice for the convenience of the states.

11 «“parameters for Long Term Growth in MaineCare Expenditures,” page 2, Maine Department of Health and
Human Services, November 14, 2005. The Congressional Budget Office provides 10 year estimates for federal
expenditure programs, assuming Medicaid spending per enrollee over the next 10 years will grow .7% faster than
per capita gross domestic product. This rate is combined with a .9% growth in aggregate enrollment and the
Congressional Budget Office baseline economic assumptions to estimate the likely 10 year growth rate.
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The FMAPs are calculated using a formula based on each state’s relative per capita
income, specifically, each state’s per capita income in relation to national per capita income.
The intent of the formula is to narrow differences among states in their ability to fund
Medicaid services by providing states with lower relative per capita incomes higher federal
match rates and states with higher relative incomes lower federal match rates, subject to the
limit that no state’s FMAP can be less than 50%. Relative per capita income is measured
based on the latest three years of per capita income data as measured by the U.S. Department
of Commerce, Bureau of Economic Analysis (BEA). For example, the FMAPs for federal
fiscal year 2006, which began on October 1, 2005, were published in the fall of 2004 based
on per capita income data for calendar years 2001, 2002, and 2003. As indicated in Table 10
below, in recent years, Maine has been experiencing a significant decline in its FMAPs.*

Table 10%

Maine's Medicaid Match Rates

Medicaid 2002 2003 2004 2005 2006
Federal 66.58%  66.22%  66.01% 64.89%  62.90%
State 33.42%  33.78%  33.99%  35.11%  37.10%

State Child Health
Insurance Program
(SCHIP)

Federal 76.61%  76.35%  76.21%  75.42%  74.03%

3. FMAP issues

The MaineCare Commission reviewed a report entitled Project Report: The Impact of the
Federal Medical Assistance Matching Formula in Maine (Chuck Lawton, Planning
Decisions, Inc., 2005) that in addition to providing background information on the FMAP,
identified three problems with the FMAP as a measure of each state’s relative ability to fund
its Medicaid program: (1) the time lag inherent in the FMAP formula (e.g., 2001, 2002, 2003
data used for federal fiscal year 2006); (2) the inadequacy of relative per capita personal
income as a measure of state fiscal capacity; and (3) the failure of relative per capita income
to capture each state’s demographic structure, particularly the relative number of elderly and
disabled persons, which is a significant cost driver for state Medicaid programs.

During the MaineCare Commission’s discussion of this issue, it was noted that Senator
Snowe has introduced a bill regarding the FMAP formula but that reform at the federal level
this year is uncertain because the debate in Congress would pit states against each other
unless additional money were made available so that no state would be negatively affected

2 As a rule of thumb, assuming a $2 billion MaineCare program, a 1% change in the FMAP results in an
approximate shift of $20 million in spending between Maine and the federal government.

3 For the five quarter period from April 2003 through June 2004, the federal Jobs and Growth Tax Relief and
Reconciliation Act of 2003 provided a one-time increase in FMAPSs. For Maine, the increase was approximately 3

percentage points above the FMAP amounts shown above for the period.
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by an FMAP formula change.** In his presentation to the MaineCare Commission, Governor
King expressed a similar concern about the difficulty in making FMAP formula changes,
noting the federal Medicaid Commission specifically decided not to consider
recommendations regarding changes to the FMAP.

4. Financial challenges for the MaineCare program

As discussed in part B of this report, growth in Medicaid expenditures has exerted
significant fiscal pressures on the State General Fund budget, particularly when that growth
has outpaced revenue for the State, and as a result MaineCare’s share of total General Fund
spending continues to increase. This trend is expected to continue. Table 11 includes
preliminary estimates of state General Fund MaineCare spending through the 2008-2009
biennium.

Table 11

MaineCare General Fund Spending's Share of Total General Fund -- Estimated

($'s in millions, state fiscal years)
OFPR Preliminary

Budgeted Estimate
2004 2005 2006 * 2007 * 2008 2009
MaineCare and Related
GF Spending $518.7 $595.2 $619.7 $624.6 $723.1 $771.5
MaineCare GF
Spending's Share of
Total State GF 20.1% 21.7% 22.0% 21.8% 22.9% 23.3%

! MaineCare 2006 and 2007 appropriations adjusted to "smooth out" the impact of making all hospital

lawsuit settlements in 2006
Source: 2004-2007 Data: OFPR MaineCare/Medicaid Funding History 12/8/2005
2008-2009 Structural Gap Preliminary Estimates: OFPR Budget Overview 7/1/2005

While MaineCare-specific longer term cost projections do not currently exist, recent
trends suggest growth at or above the Congressional Budget Office’s national average annual
10 year growth rate of approximately 7.8%, is likely. The Department of Health and Human
Services has begun to work in earnest on 5 and 10-year projections of MaineCare
expenditures. Commission members expressed interest in economic forecasting for the
MaineCare program and await further word on the results of this initiative.

D. FEDERAL MEDICAID COMMISSION

1. Overview

" As referenced in the Federal Medicaid Commission section of this report, the Senate—passed version of the 2005
federal budget reconciliation bill included an amendment giving fiscal relief to states experiencing reductions in
their 2006 FMAPs. The House-passed bill did not include this language and its fate is uncertain in conference.
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On May 19, 2005, the Secretary of the U.S. Department of Health and Human Services
established the federal Medicaid Commission to advise the Secretary on ways to modernize the
Medicaid program so that it can provide high-quality health care to its beneficiaries in a
financially sustainable way. The federal Medicaid Commission was a product of the debate over
the FY 2006 Congressional Budget Resolution’s provisions requiring Medicaid program savings.

The Secretary selected the former governor of Tennessee, the Honorable Don Sundquist
as the Chair of the Commission and the former governor of Maine, the Honorable Angus S.
King, Jr., as the Vice-Chair. The federal Medicaid Commission was to include up to 15 voting
members (with 13 having been appointed to date) and 15 non-voting members.

The federal Medicaid Commission was tasked with two specific charges:

1. Report to the Secretary by September 1, 2005 on options to achieve $10 billion in
“scorable” Medicaid savings over 5 years while at the same time making progress toward
meaningful longer-term changes to better serve beneficiaries.

2. Report to the Secretary by December 31, 2006 with longer-term recommendations on
the future of the Medicaid program.

2. Short-Term Report

After meeting during the summer of 2005, including two public meetings, and receiving
testimony from a broad array of governmental and non-governmental concerned parties, the
federal Medicaid Commission released its short-term report making recommendations to achieve
$11 billion in “scorable” savings to the Medicaid program over 5 years."® Governor Angus King
noted in his testimony before the MaineCare Commission that $11 billion in savings would
reflect slowing the growth rate from 7.4% to 7.2%."° Table 12 below summarizes the Federal
Medicaid Commission short-term recommendations.’” The full report of the federal Medicaid
Commission is included as Appendix C.

> In his presentation to the Maine Blue Ribbon Commission on the Future of MaineCare, Governor King noted the
federal Medicaid Commission specifically decided not to consider recommendations regarding the Medicaid match
rate (i.e., the Federal Medical Assistance Percentage or FMAP)

16 Governor Angus S. King, Jr., testimony before the Blue Ribbon Commission on the Future of MaineCare,
November 15, 2005.

7 With regard to the savings estimates noted in the table, the proposals may interact with each other, causing a
reduction in savings of up to $200 million.
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Table 12

Summary of Federal Medicaid Commission Short-term Recommendations

Estimated
Subject Recommendation savings /5
years

Prescription Drug Allow states to establish prescription drug prices based on Average $4.3 billion
Reimbursement Manufacturer Price (AMP) rather than Average Wholesale Price
Formula (AWP) and implement reforms to ensure that manufacturers

appropriately report data.
Prescription Drug Allow Medicaid managed care health plans access to the drug $2.0 billion
Rebates in Medicaid manufacturer rebate program, giving states the option of collecting
Managed Care the rebates or the managed care plan collecting the rebates and being

paid a lower capitation rate. (Maine does not have Medicaid

managed care.)
Estate Transfer With respect to eligibility for nursing facility care, move the start date | $1.4 billion
Penalty Period for the penalty period for non-allowed transfers from the date of

transfer to the date of application for Medicaid or the date of nursing

facility admission, whichever is later.
Estate Transfer With respect to eligibility for nursing facility care, increase from 36 $100 million
“Look-back” Period to 60 months the “look-back” period, during which transfers of assets

may disqualify an applicant for care.
Co-payments for Allow states to develop tiered co-payment structures to encourage $2.0 billion
Prescription Drugs cost-effective drug utilization. Allow states to increase co-payments

on non-preferred drugs above the nominal amount when a preferred

drug is available. Retain nominal co-payments for persons below the

poverty level. Require co-payments for preferred drugs to be

enforceable. Allow states to waive co-payments for true hardship or

when failure to take a non-preferred drug might create serious

adverse health effects.
Medicaid Managed Reform health care provider tax law for Medicaid managed care $1.2 billion

Care Organizations
provider taxes

organizations so that they are treated like all other health care
providers - uniformity among providers and no guarantee of return to
the provider of taxes paid. (Maine does not have Medicaid managed
care.)

3. Status of Short-Term Recommendations

Given the federal Medicaid Commission had its origins in the Congressional budget
process, specifically the FY 2006 Congressional Budget Resolution, the initial fate of these
recommendations will be determined in the currently pending legislation to implement the
Budget Resolution — a so-called reconciliation bill — titled the Deficit Reduction (Omnibus
Reconciliation) Act of 2005. *°

The Senate passed its version of the reconciliation bill (S. 1932) on November 3, 2005.
The Senate-passed bill includes $34.6 billion in net “savings” to entitlement/mandatory

8 As part of the congressional budget process established in 1974, the annual Congressional Budget Resolution
establishes the framework for determining the annual federal budget. The details of the federal budget are then
enacted in annual appropriations bills and when required, a so-called reconciliation bill, making statutory changes in
mandatory/entitlement programs.
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programs over five years, including $4.3 billion in Medicaid program net “savings” over five
19
years.

The House passed its version of the reconciliation bill (H.R. 4241) on November 18,
2005. The House-passed bill includes just under $50 billion in net “savings” to
entitlement/mandatory programs over five years, including $8.9 million in Medicaid program net
“savings” over five years.?’

A conference committee will attempt to resolve differences between the two bills in
December. At this point it is difficult to predict what the outcome of the conference committee
will be. However, some of the federal Medicaid Commission’s short term recommendations,
along with some of a similar set of proposals made by the National Governor’s Association,* are
reflected in some form in either the House or Senate bills. The National Governor’s Association
report is included as Appendix D. An outline of the report is included as Appendix E.

4. Longer-Term Report

The second charge of the federal Medicaid Commission is to submit a report to the
Secretary of the U.S. Department of Health and Human Services by December 31, 2006, making
longer-term recommendations on the future of the Medicaid program that ensure the long-term
sustainability of the program. The federal Medicaid Commission was further directed to develop
proposals that address the following issues:

1. Eligibility, benefits design, and delivery;

Expanding the number of people covered with quality care while recognizing
budget constraints;

Long term care;

Quality of care, choice and beneficiary satisfaction;

Program administration; and

Other topics that the Secretary may submit to the Commission.

no

o U hs~w

The federal Medicaid Commission met on October 27 and 28, 2005, to begin
consideration of phase 2 of its charge. The federal Medicaid Commission received presentations
on the defined issues that comprise the second charge and is expected to continue its
deliberations over the next year to meet the December 31, 2006 reporting deadline.

E. STATE MEDICAID POLICY INNOVATIONS

The MaineCare Commission reviewed key types of policy innovations in state Medicaid
programs across the nation. The foundation for this review was provided by Neva Kaye, Senior
Program Director, The National Academy for State Health Policy, in a presentation to the
MaineCare Commission on November 1, 2005.

% The Senate-passed bill’s $4.3 billion net Medicaid savings assumption over five years reflects $2.1 million in FY
2006 net spending increases offset by $6.4 million in net savings over the FY 2007-2010 period.

2 The House-passed bill’s $8.9 billion net Medicaid savings assumption over five years reflects $2.1 million in FY
2006 net spending increases offset by $11 million in net savings over the FYY 2007-2010 period.

2 “Short-Run Medicaid Reform,” National Governors Association, August 29, 2005.
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1. Medicaid policy innovations in managed care

The MaineCare Commission reviewed information regarding innovation in managed care
provided by Ms. Kaye and information specific to Maine provided by representatives of the
Department of Health and Human Services.

A. National policy innovations in managed care

1)

2)

3)

4)

Traditional Managed Care. Nearly all state Medicaid programs have implemented
managed care programs as a strategy to manage costs and improve care. There are three
key models of managed care used by state Medicaid programs: (1) comprehensive
Medicaid managed care organizations (MCOs) that assume financial risk for the delivery
of services to beneficiaries in exchange for a fixed monthly payment per enrollee; (2)
prepaid plans, including prepaid inpatient health plans and prepaid ambulatory health
plans, that assume financial risk for a portion of services (for example, behavioral
health), in exchange for a fixed fee; and (3) primary care case management (PCCM)
programs that pay participating providers a monthly case management fee to coordinate
and monitor health care services for enrollees. As of June 2004, all but 3 states (AK, NH,
WY) had managed care programs in place for their Medicaid enrollees, and 60% of
Medicaid beneficiaries nationwide were enrolled in some form of managed care.”

Managed Behavioral Health Care. Managed behavioral health care under Medicaid
may be (1) integrated with an MCO (described above) or (2) implemented as a “carve
out” in which behavioral health services are contracted for separately from medical
benefits. One option under the “carve out” approach is to contract with a public or
private managed behavioral health organization (BHO) that specializes in mental health
and substance abuse. In 2004, 41 states delivered mental health services to Medicaid
beneficiaries through managed behavioral health care.

Disease Management. Disease management (DM) programs are designed to lower
health care costs and improve health outcomes for individuals with chronic health
conditions through enhanced coordination of care, treatment monitoring, patient
education, and adherence to best practices. DM programs typically target individuals
with specific diagnoses, such as asthma, diabetes, cardiovascular disease, hypertension
and depression. CMS has endorsed disease management under Medicaid.”? CMS
identifies 3 key DM models for use under Medicaid: (1) DM through contracting with a
disease management organization; (2) DM through an enhanced PCCM program in
which providers deliver DM services, typically for an enhanced PCCM fee; and (3) DM
through individual fee-for-service (FFS) providers in the community.

Pay-for-Performance. Pay-for-performance refers to a health care purchasing strategy
that rewards providers for meeting specific measurable performance standards, with the
goal of advancing the quality of health care services.?* Data collection and measurement

22 «State Health Facts, 50 State Comparisons,” Kaiser Commission on Medicaid and the Uninsured, June 30, 2005.
2 Centers for Medicare and Medicaid Services, State Medicaid Director Letter 04-0002.
2+ «CMS Pays for Performance Programs,” Terris A. King, July 15, 2005.
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of provider performance is critical to this strategy. Performance incentives may include:
financial rewards, financial penalties and non-financial incentives, such as public
presentation of performance data.?® In recent years, a handful of state Medicaid programs
have begun to implement pay-for-performance, most often as part of Medicaid managed
care contracts. In California, the Local Initiative Rewarding Results program applies
pay-for-performance to the Medi-Cal (Medicaid) and Healthy Families (SCHIP)
programs.

B. MaineCare managed care initiatives. MaineCare has undertaken a number of initiatives
in managed care that the MaineCare Commission recommends continuing, with renewed
commitment, dedication of personnel and focus.

1) Primary Care Case Management. Maine has implemented primary care case
management, with the following goals: increasing access to primary care, promoting
preventive care, reducing episodic care, controlling chronic conditions and reducing
health care costs. In 2004, approximately 163,000 MaineCare members were enrolled in
PCCM (62% of all members). Currently, PCCM is required for MaineCare members
who receive TANF benefits, are in families with minor children, are SCHIP members, or
are covered under the noncategorical adult waiver.

Elderly and disabled MaineCare members are not eligible for MaineCare PCCM. This is
in contrast to most states in which some or all elderly and disabled Medicaid
beneficiaries are enrolled in a managed care program.

Under the PCCM program, the MaineCare enrollee has a primary care physician (PCP)
who provides a “medical care home” and manages and coordinates care for the member.
MaineCare pays participating PCPs a nominal fee per member per month for their case
management responsibilities. The PCCM program also includes a pay-for-performance
component, the Primary Care Physician Incentive Program (PCPIP). Under PCPIP,
participating PCPs are tracked for quality indicators and receive regular performance
reports, and MaineCare pays an incentive payment to those PCPs ranked above the 20™
percentile on specified performance measures within their primary care specialty.
Examples of performance criteria include emergency room utilization rates, admission
rates for avoidable hospitalizations, lead screening rates and mammogram rates.

The experience of primary care case management is promising. In 2004 98% of
MaineCare children ages 12-24 visited their primary care providers, 79% of women ages
21—64 had their annual PAP tests and 71% of MaineCare members with diabetes had
their HbA1c tests.?®

2 «Are Incentives Effective in Improving The Performance of Health Care Plans,” pg 6, by Mary Beth Dyer, March
2002.

% “MaineCare Landscape,” Department of Health and Human Services presentation to the Blue Ribbon
Commission on the Future of MaineCare, November 1, 2005.
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2) Managed Behavioral Health Care. Maine is currently in the process of planning a
managed behavioral health care program pursuant to Public Law 2005, chapter 457, Part
PP. The program will provide comprehensive mental health and substance abuse services
and will be implemented as a “carve out” for all MaineCare beneficiaries. The law
requires that the program be implemented through a contract with an organization with
demonstrated success in managed care for behavioral health services. Responsibilities of
the managed care organization will include: contracting with providers, credentialing and
quality assurance, utilization review, coordination of care, data collection and reporting.
The law deappropriates $10.4 million from the state General Fund in state fiscal year
2006-2007 for savings to be achieved by implementing the managed behavioral health
care program and, in the event that savings are not realized, requires DHHS to inform the
Legislature of alternative proposals to achieve the savings.

Next steps in development and implementation of the managed behavioral health care
program include: development of a statewide behavioral health plan; an actuarial study of
mental health and substance abuse expenditures; preparation of a state plan amendment
or waiver application to CMS; and contracting with a managed care organization.

3) High Cost Member Pilot Program. Maine is planning a pilot program for high cost
members that will incorporate aspects of primary care case management and pay for
performance and serve the approximately 300 members with annual expenditures from
$30,000 to $100,000. Participants will be assigned a “nurse care manager” whose
responsibilities will include patient education, assisting the member and the member’s
health care providers in the development of an individual care plan, promoting
compliance with the care plan, linking the member to community resources and
coordinating the member’s care. In addition, each participant will be linked with a PCP
who will provide a “medical care home” as described above. The state plans to provide
an enhanced PCCM fee to PCPs for high cost member pilot participants to reflect the
expectation of enhanced case management responsibilities, including working with the
nurse care manager, reviewing all prescriptions and durable medical equipment
purchases and coordination of relatively complex care needs. In addition, participating
PCPs will receive additional financial incentives based on performance outcomes (pay-
for-performance). The state has issued an RFP for nurse care management services and
received five bids and plans to begin program implementation in early 2006.

C. MaineCare Commission support for managed care innovations. MaineCare
Commission members support the following innovations with regard to managed care in
MaineCare and offer these recommendations:

1) Expand PCCM and PCPIP to cover more persons, specifically to include persons with
chronic health conditions who could be served through disease management and the
elderly, persons with disabilities and other persons with high cost care.

2) Integrate physical health services and behavioral health services, including substance
abuse services, for adults and children, while managing the funding of those services.
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3)

4)

5)

6)

Anchor MaineCare’s managed care initiatives in a commitment to provide high quality
service to members, substituting lower-cost community-based care for higher cost
institutional based care.

Administer and implement all managed care initiatives to achieve their policy goals,
budgeting to achieve the budget developed for the initiatives and dedicating personnel
and resources to ensure adequate administrative capacity and success.

Utilize the Maine Health Data Organization all claims database in the management of
MaineCare programs, including use for managed care, quality assurance and
administrative purposes.

Proceed slowly to consider pay-for-performance, recognizing the need for reliable data
and quality measures and integrating any initiative with changes in provider
reimbursement, PCCP and PCPIP.

2. Medicaid policy innovations in program management

The MaineCare Commission reviewed information regarding innovations in program
management provided by Ms. Kaye and information specific to Maine provided by
representatives of the Department of Health and Human Services.

A. National innovations in program management

1)

2)

Selective contracting. Selective contracting refers to a strategy in which a state
Medicaid program contracts with a restricted set of providers chosen through a
competitive bidding process to provide certain Medicaid services.?” Selective contracting
requires several federal waivers, including a waiver to limit a beneficiary’s choice of
health care providers, and a waiver to award contracts based on methodologies other than
Medicaid’s cost-based principles. State Medicaid programs have used selective
contracting for a range of services including inpatient care, nursing home care, medical
transportation services and eyeglasses, but this approach is not widespread.

Consumer empowerment initiatives. In recent months, two states-lowa and Florida-
have received CMS approval for Section 1115 waivers to implement Medicaid reform
programs that incorporate the principles of consumer empowerment and personal
responsibility for health. By incorporating these principles into Medicaid, the states aim
to improve the health of Medicaid enrollees and, as a result, reduce costs. Under lowa’s
expansion program, enrollees will be required to pay a monthly premium. To provide
incentives for healthy behavior, the state can reduce the premium if the enrollee engages
wellness activities, such as smoking cessation or compliance with a personal health
improvement plan. Under Florida’s Medicaid reform program, enrollees who engage in
specified wellness activities will accumulate “healthy behavior credits”, with cash value,
in an “enhanced benefit account” that the enrollee can use for out-of-pocket medical
expenses.?

B. Maine innovations in program management

27 «Strategy 10, Selective Contracting,” page 1, National Conference of State Legislatures, 2005.
%8 Florida Medicaid Reform, 1115 Waiver Application, pg 3; “State Medicaid Actions,” Health Policy Tracking
Service, September 20, 2005.
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The MaineCare program does not include any program management innovations in selective
contracting or consumer empowerment.

C. MaineCare Commission comments regarding program management innovations.
MaineCare Commission members did not endorse these program management options but offer
the following comments:

1) Selective contracting could perhaps provide options for a new model of managed care to
benefit the program and members. Selective contracting should be carefully scrutinized
to ensure that it does not limit access, create a 2-tiered system, or interfere with choice,
quality of service, existence of a provider network and provider capacity.

2) Consumer empowerment innovations, which impose responsibilities on Medicaid
enrollees for their health related behaviors have not been operating long enough to
produce data on their effects. Data is needed on the effect of these initiatives on
consumer behavior, access to services and health. Commission members expressed
concern that MaineCare members could take more responsibility for their health and their
care, that consumers with so little income and assets should not take on risk and that
safety net providers could ultimately bear the burden of providing free care as an
unforeseen consequence.

3. Medicaid policy innovations regarding private health coverage

The MaineCare Commission reviewed information regarding innovations regarding private
health coverage provided by Ms. Kaye and information specific to Maine provided by
representatives of the Department of Health and Human Services.

A. National innovations

1) Leveraging Employer Health Insurance / Premium Assistance Programs. Premium
assistance programs subsidize the purchase of private, employer-sponsored health
insurance by low-income individuals and families using federal and state Medicaid or
SCHIP funds. The 2001 Health Insurance Flexibility and Accountability (HIFA) section
1115 waiver initiative has promoted the adoption of premium assistance programs by
states.”® The design of premium assistance programs varies state-to-state with respect to
employer contribution requirements, enrollee contribution requirements, wraparound
coverage for Medicaid benefits and excess cost sharing and measurement of cost-
effectiveness.®*® Depending on how the program is structured it may be done with a state
plan amendment or may require a waiver from CMS.

B. MaineCare initiative regarding private health coverage.

1) Private Health Insurance Premium Program. Maine enacted a premium assistance
program known as the Private Health Insurance Premium Program (PHIPP) in 1998.%

2% «“premium Assistance Programs: How Are They Financed and Do They Save States Money,” pg 1, Kaiser
Commission on Medicaid and the Uninsured, October, 2005

%0 “premium Assistance Programs: How Are They Financed and Do They Save States Money,” pg 14, Kaiser
Commission on Medicaid and the Uninsured, October, 2005.

%1 22 MRSA section 18.
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Under PHIPP, MaineCare will subsidize enrollment in a private group health plan for an
individual who is otherwise eligible for MaineCare if the state determines it is cost-
effective. The law defines “cost effective” as the expected reduction in MaineCare
expenditures as a result of enrollment in the group health plan being greater than the
expected additional expenditures required by the state to provide wrap-around coverage,
meaning any premiums, deductibles, coinsurance and cost-sharing requirements of the
group health plan for services otherwise covered under MaineCare.

Current enrollment in PHIPP has been very low, 120 cases, involving a total of 200
individuals. DHHS has started to explore the reasons for low participation and potential
strategies to increase participation. Resolves 2005, chapter 9, passed earlier this year
requires DHHS to report by January 15, 2006, to the Health and Human Services
Committee and the Insurance and Financial Services Committee on the status of the
PHIPP, including information about payments made under the program, premiums and
the carriers to which they are paid and savings achieved by the department. The resolve
authorizes the 2 committees to report out legislation related to the report.

C. MaineCare Commission comments on innovations regarding current private health
coverage. MaineCare Commission members endorse the current private health insurance
premium program and believe that increased enrollment may be possible, bringing increased
partnership with private health coverage and savings for the MaineCare program. They await
the report in January, 2006, from the Department of Health and Human Services to the Joint
Standing Committee on Health and Human Services and the Joint Standing Committee on
Insurance and Financial Services.

MaineCare Commission members expressed interest in the Long-term Care Partnership Program,
which enables persons who purchase and make use of long-term care insurance to shelter certain
assets and qualify for the Medicaid program. The National Governors Association report “Short-
Run Medicaid Reform” suggests that federal laws be changed to allow more states to participate
in the Long-term Care Partnership Program, that states have flexibility in qualifying policies for
approval and that nationwide standards on asset protection be adopted.*

I11. FINDINGS AND RECOMMENDATIONS

The MaineCare Commission makes the following findings and recommendations and
notes ongoing issues confronting the MaineCare program for future consideration. In addition
the MaineCare Commission voted to request legislative approval for reauthorization of the
MaineCare Commission to work after the 2006 legislative session. MaineCare Commission
members are interested in working together to review Medicaid developments on the federal
level and their implications for Maine and to discuss implementation of the MaineCare portions

%2 “Short-Run Medicaid Reform,” pg 5.
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of the supplemental budget and the list of policy issues for further consideration regarding the
MaineCare program.

A. Findings

1. MaineCare plays a critical role in the overall health care delivery system in Maine by
providing coverage to many persons with disabilities or other serious health conditions,
the majority of long-term care services, and other medically necessary services to low-
income families and individuals who would otherwise be uninsured. Any program
changes must be made carefully with consideration of the impact that those changes
would have on the overall health care system.

2. The Commission finds that state and federal law provide only limited policy direction for
the Medicaid program. Further, the Commission finds that due to the lack of policy
direction and in the absence of program goals and management focused on those goals,
MaineCare has fallen into a pattern of policy-making that is driven by fluctuations in the
state budget.

3. The Commission finds that MaineCare health care spending, like all health care
spending, has been increasing faster than inflation, that it comprises 20% of the state
budget, and that the State needs to better manage MaineCare in order to contain costs and
produce accountability and predictability and to ensure the sustainability of the program.

4. The Commission recognizes and commends the Department of Health and Human
Services for designing and implementing new initiatives that will provide better services
to MaineCare members and slow the rate of growth of expenditures and for beginning the
planning for other initiatives, such as managed behavioral health care. The Commission
notes the challenges that change brings to such a large program that serves a critical role
in Maine’s health care system. The Commission finds that attention to Medicaid issues is
needed on state and national levels. In particular, the Commission notes that federal
Medicaid program changes are under consideration as this report is being prepared and
that the second phase recommendations of the federal Medicaid Commission are
expected late in 2006.

B. Recommendations

1. The Commission recommends that the federal Medicaid Commission review and make
recommendations to alter the methodology for calculating the federal medical assistance
percentages (FMAP) so that the methodology does not contain a time lag, represents a
better measure of state fiscal capacity and captures each state’s demographic structure.

2. In the further implementation of managed care in MaineCare the Commission
recommends that the Department of Health and Human Services apply primary care case
management to a broader population, particularly to the elderly and persons with chronic
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conditions and disabilities as well as focusing on individuals with high cost care. The
Commission recommends that the initiative be anchored in a commitment to high quality
services to members, substituting lower cost community-based care for higher cost
institutional based care.

3. In planning and implementing managed behavioral health care benefits as authorized by
Public Law 2005, Chapter 457, the Commission recognizes that the initiative will
capitate behavioral health financing only, and urges the department to adopt best practice
for integrating capitated behavioral health services with physical health services, and that
it apply to adults and children.

4. The Commission recommends utilizing the Maine Health Data Organization all claims
database in the management of the MaineCare program, including use for managed care,
quality assurance and administrative purposes.

5. With regard to all MaineCare initiatives and waivers, the Commission recommends that
the program be guided by clear policy, that goals be established to achieve that policy,
that realistic budgets be developed to meet those goals, and that fiscal management be
applied so that the program delivers high quality services in partnership with service
providers and remains within budget. In managed care initiatives, the Commission
recommends that the goals be integration of health care and management of the funding
of those services. This recommendation requires the allocation of personnel and
resources to ensure adequate administrative capacity and success. In addition, it
envisions a new level of accountability within the program.

6. The Commission endorses the current private health insurance premium program and
believes that increased enrollment may be possible, bringing increased partnership with
private health coverage and savings for the MaineCare program.

7. The Commission recommends that the Legislature review incentives for the purchase of
long-term care insurance, which must be viewed within the context of any federal
restrictions and requirements.

8. The Commission supports the incorporation of new technologies that create efficiencies
or decrease costs, particularly electronic medical records.

9. The Commission recommends that action be taken to provide immediate professional
leadership for the Department of Health and Human Services and major offices within
the department. The new leaders must have vision, skills and experience to provide the
MaineCare program with staffing, an internal evaluation component and long-term
planning so that stability, predictability and accountability may be achieved.

C. Policy issues for further consideration regarding the MaineCare program
1. Simplification of federal program eligibility rules, focusing on income level and

replacing the categories of eligibility now used.
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2. Consideration of the role of private market forces, including private health insurance and
health savings accounts.

3. Review of options for financing long-term care, including incentives for the purchase of
long-term care insurance.

4. Resolution of the implementation problems with MECMS provider payment system.
5. Resolution of the issue of timely payments to hospitals for MaineCare services.

6. Consideration of the role of member co-payments, including the effect of mandatory and
voluntary co-payments on the member, the provider and the program.

7. Management of the noncategorical adult waiver to ensure access to and maximization of
coverage.

8. Consideration of the Medicare Part D drug program and its impact on MaineCare and
related recipients, and the state budget.

9. Review of the results of implementation of the State Health Plan.
10. Review of federal application of prescription drug pricing based on Average
Manufacturer Price, with state flexibility on dispensing fees, and the effect on access to

prescription drugs.

11. Review implementation of the development by the Department of Health and Human
Services of models to better analyze and forecast program trends and growth rates.

12. Clarification of the roles of the Department of Health and Human Services, Office of
MaineCare Services and the Governor’s Office of Health Policy and Finance in the
development and implementation of MaineCare policy.

13. Monitoring of the number of uninsured persons in the State, considering the costs of
health care and health insurance and the role of MaineCare.
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SHORT-RUN MEDICAID REFORM
Report of The National Governors Association, August 29, 2005

Overview & Recommendations

On August 29, 2005 the National Governors Association released a report entitled Short-run Medicaid Reform. The report notes that the
recommendations are proposed “as good public policy not to satisfy any spending reduction target.” The report also notes that the
Governors Association looks forward to working with the federal Medicaid Commission as they focus on the long-run restructuring of

Medicaid.

Subject

Recommendation

Prescription Drugs

Switch the federal ceiling for drug pricing from Average Wholesale Price (AWP) to Average
Manufacturer Price (AMP), allowing states to negotiate lower prices. Institute reforms to better inform
states and ensure accuracy of manufacturer data.

Allow states to adopt closed formularies.

Allow states flexibility in determining dispensing fees.

Increase state’s minimum rebates on brand name drugs to 20%, retaining the “best-price” requirement.
Ensure that all drugs are included in “best-price” and “authorized generics” calculations, and that
“authorized generic” qualifies a drug for the federal upper limit.

Allow Medicaid managed care companies direct access to drug rebates, allowing the state to collect the
rebate directly or to allow the plan access to the rebates and to lower capitation payments.

Allow states greater flexibility in establishing purchasing pools — allowing combining of populations and
Medicaid level prices for state funded drug programs.

Establish a new federal reimbursement ceiling for drugs, retaining the federal upper limit, based on AMP.
Allow states to require use of mail order pharmacies for maintenance drugs.

Long-term Care

With regard to asset transfer, increase the look-back period from 3 to 5 years, begin penalty period on date
of application and prevent sheltering of excess resources in annuities, trusts and promissory notes.

Tighten asset transfer rules. Include as assets entrance deposits for continuing care retirement
community and life care facilities.

Include home equity as a countable asset, allowing reverse mortgage upfront costs to be assumed into the
mortgage annual payout. Give states an option to allow partial sheltering of home value in exchange for
reverse mortgaging that pays for medical and long-term care expenses.

Allow states to participate in the Long-term Care Partnership Program, providing flexibility while
providing national standards.
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Subject

Recommendations

Cost Sharing e Give states the option to implement enforceable cost sharing. Maintain existing cost sharing at or below
federal poverty level. Allow states to implement enforceable cost-sharing and premiums for beneficiaries
above federal poverty level. Allow states to develop tiered, enforceable prescription drug co-pays for all
beneficiaries.

Benefits o Allow states flexibility to tailor benefit programs to different populations. For relatively healthy persons,

the benefit package could be (1) the federal package or another benchmark, (2) coverage at an actuarial
benchmark equivalent, (3) existing state-based comprehensive coverage, or (4) coverage approved by the
Secretary of CMS.

Waiver Reform

Streamline the waiver process, allowing more limited population or geographic area pilots and changes by
state plan amendment instead of waiver.

Allow renewed waivers to become part of the state plan and current waivers to continue, with state
opportunity to revisit the waiver later.

Allow more flexibility within waivers for provider contracting.

Extend time period for waiver cost neutrality and allow consideration of savings to Medicare and other
federal programs.

Judicial Reform

Remove federal legal barriers to state management of optional Medicaid categories.
Require federal DHHS to stand by states when their waivers or state plans are challenged in court.

Medicare Rx Clawback

Make changes on federal level to ensure that congressional intent of Medicare Modernization Act is
realized and all states gain from its passage.

Reinvestment Options

Consideration of certain reinvestment on the federal level, without increasing Medicaid gross cut.
Review and rebalance partnership of federal government with the territories.

Fund quality and technology improvements in the states, through grants or increased matching rates.
Provide significant tax credits as incentives to purchasing long-term care insurance.

Provide tax credits for individuals and small employers and fund purchasing pools.

Allow states the tools for fraud and abuse prevention — through suspending eligibility of beneficiaries and
providers, increase federal match for Surveillance and Utilization Review Services, and allow state
repayment of federal match for overpayment due to fraud or abuse in the quarter that the overpayment is
discovered.

OPLA, 1/12/2006, G:\STUDIES-2005\Maine Care\NGA Medicaid Reform Outline.doc






