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The State of Kansas is looking for ways to deal with
the dual Medicaid challenges of out-of-control
spending growth and low quality service. Already,
Kansas policymakers have shown a willingness to
consider bold ideas for vital change, and have taken
important steps toward necessary change in areas
such as estate recovery.

And vyet, the federal-state program intended to
provide health care to the poor remains
unsustainable. Fortunately, other states have already
begun the process of comprehensive reform and
Kansas policymakers now have access to genuine
experience from a variety of approaches. In fact,
these reforms offer Kansas a framework for not only
improving its plan but also in avoiding bad policy
decisions.

Some early lessons from other states include the
following:

DO:
- encourage competition on price
- curb over-utilization
- increase sensitivity to health care costs
- incorporate market-based incentives
DO NOT:

- rush to simply “do something” without fully
considering the consequences

- assume the state can provide less expensive
care than the private sector

- impose “one-size fits all” solutions on diverse
populations

- trim benefits without addressing systematic
faults

The physician dictum of “first do no harm” certainly
applies to reforming the complex Medicaid program.
Below we discuss various Medicaid reform plans that
Kansas may wish to consider and some they
certainly should reject.

WHAT NOT TO DO: TENNCARE

The Tennessee legislature passed TennCare in
1993. There was very little in the form of legislative
hearings and public comment on this dramatic
alteration of Medicaid. It was enacted very quickly
and signed into law by Gov. Ned McWherter.

Tennessee applied for and received a five-year
federal waiver from the Health Care Financing
Administration (HCFA), the federal agency that runs
the Medicare and Medicaid programs. This Section
1115 waiver permitted the state to leave the
Medicaid program but use that money to fund
TennCare. In return for the waiver, the federal
government required the state to cover all
Tennesseans who qualified for Medicaid, plus the
uninsured and the uninsurable--or those who could




not obtain coverage because of a pre-existing
condition. In 1994 TennCare covered 1.1 million
people—the 766,000 residents then enrolled in
Medicaid and an additional 340,000 who were
uninsured or uninsurable. By 1999 it covered 1.3
million people, roughly the same number of
Medicaid-qualified residents and an addition 550,000
others.

TennCare did not go through a normal legislative
process to give proponents and opponents, special
interests, and the public an opportunity to comment
on it and allow the legislature to make needed
changes based on that information. This rush to "do
something" was unfortunate. Legislators hoped that
by enacting TennCare the state could offer one
health insurance safety net to cover all poor or
uninsured residents at a lower cost than the state
would spend on Medicaid.

Governor McWherter and supporters of TennCare in
the legislature—like  President Clinton and
congressional supporters of his plan—had argued
persuasively that the state's current patchwork health
insurance system was expensive and inefficient. The
key to improving the problems was to shift everyone
into managed care and provide close state-
government oversight. The seductively simple theory
was that, once the state controlled the money and
the care provided, existing inefficiencies would
disappear. Both the problems of rising costs and
rising numbers of uninsured would become things of
the past.

TennCare has been a failure. On November 10,
2004, Tennessee Governor Phil Bredesen
announced, “l have set in motion a process to
dissolve TennCare and replace it with a traditional
Medicaid program.” The governor estimated that
430,000 low-income Tennesseans could lose
TennCare coverage if the state eliminates the
eligibility expansions instituted under its TennCare
waiver and reverts to a more traditional Medicaid
program. What happened and how can Kansas
avoid these unfavorable outcomes?

There were several flawed aspects to TennCare.
The first was an overly generous benefits package.
Tennessee made TennCare a very attractive plan,
including, for example, prescription drug coverage.
When the plan was open to anyone who was
uninsured many signed up. This forced the state to
limit enrollments of the high risk beneficiaries. By
offering a single package to a broad range of
individuals, state officials set themselves up to fail.

TennCare mandated that all beneficiaries go into
managed care plans. The positive aspect of this
requirement is that the plans were (at least on paper)
“prepaid” in nature as opposed to networks of
providers who provide discounts to buyers. Prepaid
plans have an incentive to reduce unneeded medical
utilization since the savings flow to their bottom line.
Networks are still essentially fee for service plans.
Some state Medicaid plans have managed care of
the network form which cannot effectively control
usage by beneficiaries.

TennCare’s philosophy flowed from the failed Clinton
Health Plan. This proposal supposedly would have
set up a “managed competition” system. The idea is
that consumers would purchase prepaid coverage
from competing managed care firms for a basic
package of benefits. The ability of consumers to
switch to alternative coverage would create a real
market where providers would innovate to provide
better quality care (or risk losing customers) and
lower cost delivery systems. Initially the lower costs
would show up as higher profits/incomes, but
competition would ultimately force these efficiency
gains into lowered medical cost inflation.

In reality, the proposal (like the Clinton plan) was
broken from the start. First, the plan did not make
adequate provisions for promoting managed
competition in rural areas. The effective impact of
this was essentially no competition in some parts of
the state. Second, the plans were “one size fits all”
with all beneficiaries being given the same package
of benefits despite the enormous variability of needs
of the Medicaid population. This redundancy and
lack of specialization and division of labor among
providers limits the ability of the marketplace to




innovate and deliver quality care more efficiently
over time.

Finally, the payments to providers were not adjusted
for the marginal risk of each beneficiary in the acute
care and, separately, behavioral health groups.
While those with behavioral health issues receive a
higher payment to providers, there is no
differentiation within the groups. This is a
prescription for adverse selection, with providers
desiring to enroll healthier beneficiaries.

While technically providers may not “cherry pick”
among beneficiaries there clearly are attempts to do
so. These include directly contacting potential
beneficiaries and offering services above the basic
benefits package that appeal to healthy individuals.
While this may have been an issue at the onset of
TennCare, rapid developments in risk-adjustment
software now make this practice readily available to
state Medicaid plans. 2

NOT LEARNING FROM TENNCARE: VERMONT

While the lessons of TennCare should be obvious,
apparently some states have very short memories.
Vermont implemented very generous eligibility
provisions with coverage for children up to 300
percent of the poverty level, 185 percent for their
parents and 150 percent for childless adults. The
state has agreed to a Federal funding cap based on
its belief that it can control spending. The
mechanism for this is the establishment of a state
run managed care organization (MCO). This is an
expansion of an existing demonstration project to the
entire state.

In effect, Medicaid acute care delivery arrives
through payments to a state monopoly MCO. It
seems highly unlikely that this scheme can produce
delivery innovations needed to bend down the long
run growth rate of Medicaid. Given the cap, Vermont
may at risk for additional Medicaid spending with
matching Federal dollars. The likely outcome of this
plan, as with existing single-payer schemes like
Canada’s, is artificially low capitated payments that

will produce low quality care and outright rationing.
The plan does provide for subsidies to low income
workers having access to employer-based insurance
to buy into those plans. 3

WHAT NOT TO DO PART Il:
MAINE’S DIRIGO PLAN

Passed into law in June 2003, some hail Maine's
Dirigo Plan as a major step forward in health
coverage. In reality, it is another siren song that
Kansas and other states should avoid. It vastly
expands Medicaid, sets up a government-run health
insurance plan for the small group market and
imposes significant new regulations over care in
Maine. Medicaid was already a major budget issue
for the state in 2003. It covered over 200,000
residents amounting to approximately 20 percent of
the population. In the previous 10 years the plan’s
expenditures had grown at almost 10 percent per
year.

Dirigo involved expanding coverage to childless
adults with incomes up to 125 percent of poverty
level and parents with incomes up to 200 percent of
poverty level. Officials estimated that 78,000 new
enrollees would occur because of this expansion, an
increase of over one-third. By leveraging Federal
matching dollars Maine officials asserted the plan
was budget neutral. The enrollment changes would
give Maine the highest Medicaid enroliment
percentage in the country. Policymakers enacted the
plan, amazingly, with a backdrop of over a one billion
dollar budget shortfall in 2003.

The results of Dirigo on Medicaid were easily
predictable. The enrollment expansion was much
larger than anticipated and, given a limit on Federal
matching funds under the waiver for the plan, Maine
placed a cap on enrollments of childless adults. In
addition, the state placed limits on coverage to this
population. State Medicaid spending has increased
from $540 million to $725 million in the last two years
even without full expansion of enrollment eligibility.
This growth rate of 16 percent is astonishing.
Combined with the effective state monopoly in




providing health coverage in the small group market,
Dirigo will easily blow a huge hole in Maine’s budget
in the near future. *

TRADING OFF EXPANSION AND PROGRAM
CHANGES: IOWA, OKLAHOMA, NEW MEXICO,
AND UTAH

The states of lowa, Oklahoma, New Mexico and
Utah have used Section 1115 waivers to expand
coverage in their states. Under the original
interpretation of these waivers the cost to the
Federal Government could not increase. Financing
expansions in coverage must come from reductions
in the benefits package and/or innovations in
lowering delivery costs.

These changes rely on a host of financing
mechanisms to expand enrollments to the near poor.
lowa, for example, has negotiated a change in its
intergovernmental transfer system that qualifies it for
more Federal matching dollars. The state will use the
revenues to expand coverage for adults age 19 to 64
at or below 200 percent of the poverty level. A useful
reform from the waiver is the allowance of higher
criteria for admission to nursing homes in an effort to
encourage enrollment in lower-cost home-care
programs.

New Mexico established a program where the state
contracts with managed care plans to provide
coverage to lower-income workers. The five-year
demonstration program, begun in July 2005, is
expected to provide health care coverage to an
estimated 40,000 uninsured adults age 19 to 65 with
incomes below 200 percent of the FPL.> Uninsured
parents of children covered by Medicaid or the State
Children’'s Health Insurance Program (SCHIP), as
well as childless adults ineligible for Medicaid, are
eligible for the new program.

Employers will pay $75 per person per month. No
premiums will be required from participants with
incomes up to 100 percent of the FPL ($9,570 in
2005; $19,350 for a family of four). Individuals with
incomes above the FPL will pay monthly premiums

of up to $35 based on income. Participants will be
subject to co-payments on a sliding-fee scale based
on family income, with out-of-pocket charges limited
to 5 percent of family income. The co-payments will
range between $5 and $30 for specific primary care
services. For example, an individual with annual
income of $14,355 (150 percent of FPL) would pay
$5 for a doctor visit or $25 per admission for hospital
inpatient care.

The benefit package includes primary and specialty
care; inpatient and outpatient hospitalization;
physical, occupational and speech therapy;
behavioral health and substance abuse services;
and pharmacy, lab, and X-ray. Medicaid benefits
such as optometrists, podiatrists, dental, dentures,
and eyeglasses are not covered. Also not included
in the benefit package are long-term care, personal
care services, transportation, case management,
hospice, or ICF/MR services. The plan will be funded
by unused finds from the SCHIP Program and the
regular Federal match, which in New Mexico is 75
percent for its Medicaid plan.

Oklahoma adopted a similar plan. The state expects
to enroll between 50,000 to 70,000 Oklahomans in
O-EPIC. O-EPIC is open to employers with 25 or
fewer workers, including companies that currently
offer health insurance. Workers and spouses are
eligible if their income is at or below 185 percent of
the FPL. Employer/employee contributions cover the
costs, along with state general fund revenues
generated by the tobacco tax and federal funds.

Employers must contribute 25 percent of the monthly
premium; employees pay up to 15 percent of the
premium, not to exceed 3 percent of household
income. Employees also pay applicable deductibles
and co-payments, but out-of-pocket annual
maximum requirements cannot exceed $3,000. The
maximum annual deductible for pharmacy cannot
exceed $500; an office visit co-payment cannot
exceed $50. An employer's plan must cover a
minimum of hospitalization and physician and
pharmacy services.




The initiative also includes a Public Product Health
Care Plan (state-sponsored insurance) for self-
employed persons, unemployed persons currently
seeking work, and workers not eligible to participate
in their employer’s health plan or whose employer
does not offer a group health plan. Another part of
the plan offers coverage to low-income workers who
are disabled individuals with incomes above
Medicaid eligibility but no more than 200 percent of
the FPL. Persons in both categories will be able to
buy coverage directly from the state when the
program becomes available in 2006.°

The Utah waiver was, until recently, the most
innovative of the 1115 state plans in terms of
reforming Medicaid. Governor Michael Leavitt, now
Secretary of HHS, led the effort. The state set up a
Primary Care Network (PCN) for persons whose
incomes are less than 150 percent of the FPL and a
related Covered at Work program for low-income
workers eligible for but not participating in a
company health plan. The PCN inducement to
uninsured adults is an annual fee of $50 or less
based on income and low co-payments for services,
while Covered at Work provides up to $50 annually
as a stipend for low-income workers to participate in
an employer-sponsored health plan. PCN is open to
adults age 19 to 64 who have no health insurance
and do not quality for Medicaid, and whose incomes
do not exceed 150 percent of the FPL.

The PCN emphasizes primary and preventive care
by offering limited coverage, with a goal of reducing
acute care hospitalizations and emergency room
visits. Coverage includes primary care provider
visits; up to four prescriptions a month; dental
exams, x-rays, and cleaning and filling; one eye
examination a year; laboratory services and x-rays,
and some emergency room visits and emergency
medical  transportation. Immunizations  and
screenings such as mammograms are other features
of the plan Examples of co-payment amounts
include up to $5 for a visit to a primary care provider,
for immunizations, and for eye examinations.

“Covered at Work” combines employer, employee,
state, and federal funds to provide private health

insurance to those who are not eligible for PCN and
cannot afford to enroll in insurance plans offered
through their employers. Also, workers already
participating in a company plan who pay more than 5
percent of their income for coverage can switch to
Covered at Work.

A key feature of the demonstration is the increased
flexibility given to the state to fund the Medicaid
expansion with new service limits on some current
state plan participants. For example, for certain
adults enrolled in Medicaid, hearing and speech
therapy services were no longer part of the state
plan benefit package, podiatry was limited to
essential procedures, and dental services were
limited to relief of pain and infection.

All of these proposals suffer, admittedly at much
lower level, of expanding the role of government in
providing health insurance. The Utah plan was very
important in that it showed the Federal government
was willing to provide flexibility in altering the
benefits package availability to those currently
eligible for Medicaid. ’

CASH AND COUNSELING WAIVERS:
FLORIDA, ARKANSAS, NEW JERSEY

Several small market-based programs have shown
great success. One of these is the “Cash and
Counseling” approach tried in a few states. Florida,
for example, operates a program where beneficiaries
who are eligible for home- and community-based
services receive a monthly budget instead. They
may use this to hire caregivers or purchase services.
Surveys of participants indicate that 96 percent were
“very satisfied” with the service they received, and 97
percent would recommend the program. These are
astonishing satisfaction levels!

A similar program in Arkansas called Independent
Choices showed a similarly high degree of customer
satisfaction, with 93 percent of the participants
recommending the program to others. New Jersey
has a related program called Personal Preferences.
An amazing 99 percent of beneficiaries reported




“satisfying” relationships with their caregivers, and 97
percent would recommend the program to others.

Medicaid's more traditional programs do not produce
these types of outcomes. While such programs are
relatively new and limited in scope, the success of
“Cash and Counseling” shows that the idea of
allowing beneficiaries to buy their care in the market
can work. ®

REAL MEDICAID REFORM I:
THE SOUTH CAROLINA PROPOSAL

The State of South Carolina has submitted a major
reform proposal to Washington for consideration by
The Centers for Medicare & Medicaid Services
(CMS). The proposal allows for the establishment of
Personal Health Accounts (PHAs) to sensitize
beneficiaries to the financial consequences of their
decisions. It also will deliver significant choices in
their health care under the belief that competition will
improve health outcomes and slow the cost growth
of Medicaid. It involves opening up nursing homes to
competition with the same anticipated outcomes.

Healthier beneficiaries will receive a PHA linked to
major medical coverage under fee-for-service
Medicaid. They can then make co-pays and
purchase low-dollar health care with the PHA.
Unused balances carry forward and upon departure
from Medicaid, beneficiaries may have access to a
portion of the balances. Beneficiaries can even
purchase other types of coverage from a state-run
Medicaid Mart. This includes eye care, dental,
podiatry and so forth. Beneficiaries exhausting these
accounts in a single year will move into alternative
coverage discussed below and life threatening
problems will not require co-pays.

Beneficiaries may take the actuarial value of the
PHA and the major medical FFS and enroll in plans
competing for Medicaid dollars. These include
Medical Health Networks (MHN) with a gatekeeper
physician. These plans may be reinsured by the
state and may assess co-pays for certain services. In
addition, enrollees may subscribe to Medicaid HMOs

that are prepaid. Both the networks and HMOs will
have flexibility in their benefits packages to assist the
diverse needs of those enrolled in Medicaid. The
actuarial value of the plan will be risk-adjusted and
“sicker” enrollees may not use subscribe to the PHA-
FFS plan.

South Carolina has also suggested, but net yet
submitted a proposal to CMS, for reforming Medicaid
provision of nursing homes. Currently, the state pays
for beds by reimbursing homes for the cost of
services. While the formula accounts for various
factors it essentially is another administered pricing
scheme. South Carolina has suggested determining
the number of beds needed and then allocating
those to nursing homes through a competitive
bidding process. Homes would offer a certain
number of beds at a specific rate under sealed bids.
The state would then select from lowest to highest
cost to meet Medicaid’s needs.

This competitive rate would be phased in so current
beneficiaries would not have to move to another
home. In addition, the rate would be adjusted over
specific periods, say three years, based on how the
homes meet a specific quality index (bed sores, etc).
Higher quality homes would receive a larger
adjustment in their bed day rate. The beds would
then be re-bid at the end of this period. °

As stated above, South Carolina has not submitted a
waiver proposal yet on nursing homes. The acute
care proposal above is still under negotiation with
Washington so changes in the final plan are
possible.

REAL MEDICAID REFORM II:
FLORIDA'S DEMONSTRATION

The State of Florida received CMS approval for the
broadest-based reform in the history of Medicaid on
October 19, 2005. The plan involves real managed
competition as well as an innovative health savings
account devised for beneficiaries. It will allow for
much more predictability in Medicaid spending and is
unprecedented in allowing providers flexibility in




designing benefits packages for the diverse needs of
enrollees. The plan is initially a demonstration in
Broward and Duval Counties.

Under this waiver beneficiaries will receive a risk-
adjusted credit to purchase health care from
competing prepaid plans. The waiver will effectively
eliminate the fee-for-service approach. This is
important because fee-for-service plans cannot
effectively control utilization without significant cost
sharing, which is obviously impractical in plans for
low income groups. This is a major improvement
over existing Medicaid managed care programs
(recall the problems with TennCare above).
Beneficiaries use the credit to purchase two types of
coverage, comprehensive care and catastrophic
care. The beneficiary only sees a particular plan and
its benefits.

Comprehensive care is basically routine care needed
by most individuals. Catastrophic coverage pays for
very high medical bills. The purpose of the split is to
encourage a host of providers to enter the
marketplace and compete for beneficiary credits.
Large HMOs in urban areas enrolling tens of
thousands of beneficiaries will receive little or no
catastrophic payment since they are well capitalized
and, due to the law of large numbers, able to
reasonably predict the costs of providing services.
Smaller groups will receive a much higher credit for
catastrophic coverage since a few very sick
individuals would quickly bankrupt them since they
must operate as prepaid plans.

This will help produce real managed competition as
providers will have an incentive to enroll any part of
the healthy or sick Medicaid population (due to risk
adjusted payments). Further, the catastrophic portion
of the plan will allow smaller groups of health care
innovators to enter the marketplace. Competition will
spur efficiency gains that will slow the cost inflation in
Medicaid. Just as important, the ability of
beneficiaries to switch providers if they are unhappy
with their care will give providers a strong incentive
to “treat their customers well” or lose actuarially fare
payments from them. This, in effect, creates a real
marketplace for health care.

Since everyone will have a gatekeeper physician
whose group has an incentive to control costs, the
providers will likely focus resources on preventative
care that could reduce or eliminate Medicaid’s major
cost drivers. Unlike the Medicare population, which
by definition is older, much of Medicaid’s large costs
are behavioral in nature. For example, the inability to
obtain good prenatal care sometimes results in low
birth weight babies with huge expenses. Another
factor in Medicaid’s growing costs is obesity and the
health problems it can cause. Current Medicaid
managed care gives providers an incentive to “cherry
pick” rather than manage diseases and prevent them
when possible. The risk adjusted, competitive model
that Florida has developed will reduce those
perverse incentives.

A further incentive for healthy behavior among
beneficiaries involves the establishment of an
enhanced benefits program. This is essentially a
“reverse health savings account” where enrollees
receive credits into their account if they follow
healthy practices. These may include obtaining
immunizations, blood pressure checks, diabetes
spots and other preventative treatments that have
documented payoffs in terms of reducing major
problems down the road. Beneficiaries can use these
funds to purchase additional medical services or to
buy employer or individual health insurance upon
leaving Medicaid.

Another innovative aspect of the Florida plan is the
ability of prepaid providers to design different
benefits packages. In all previous Medicaid plans the
state must provide a minimum benefits package as
established by the Federal Government and to
expand that based on state choices. But once
established, all providers must offer the entire
package. This “one size fits all” approach is a great
impediment to the efficient, low-cost delivery of
medical care.

Under the new approach, providers will have great
flexibility in designing packages for specific parts of
the Medicaid population. One group may wish to
enroll the mentally ill, another, those afflicted with
AIDS and a third focusing on providing OB/GYN




services. Since their payments from Medicaid relate
to the risk of enrolling beneficiaries there will be little
incentive to discretely “cherry pick.” The catastrophic
portion of the plan (essentially reinsurance above
certain cost amounts) will allow very small, niche
providers to specialize in offering care to some of
Medicaid’s most challenging beneficiaries such as
the mentally disabled. Florida also mandates a
prepaid plan for long-term care for the elderly
although this waiver has not yet been submitted.

While other states have used aspects of their
Medicaid plan to subsidize employer based health
care for non-Medicaid individuals, Florida’s proposal
goes a step further and allows those enrolled to
purchase health care from their employers using the
value of their risk adjusted credit. This plan will move
some individuals back into the labor market, and, in
some instances, into better jobs in the future that do
offer health coverage to employees. The prepaid
nature of the program may reduce fraud and abuse
that is rampant in Medicaid. Finally, like all private
sector coverage, there is an overall benefits limit to
beneficiaries. This, along with defined contribution
nature of the plan, will increase the predictability of
Florida’s Medicaid spending in the future. *°

WHAT SHOULD KANSAS DO?

The above summary of attempts at Medicaid reform
offer some guidance to Kansas as it deals with the
challenge of fixing this broken system. A few key
principles are obvious. Dramatic expansion in
eligibility is almost certainly a budget buster.
Attempts to regulate the problem through onerous
rules and decrees will almost certainly make the
situation worse. One-size-fits-all health plans are
unworkable for the enormously diverse Medicaid
population. And government payment schemes end

NOTES

up being price controls which harm beneficiaries and
promote inefficiency.

A real reform plan would allow market forces to
deliver care to those eligible for Medicaid. This would
require four key reforms:

1) Buying power needs to go to the beneficiaries.
2) The credits they receive must be risk-adjusted.

3) All plans selling to them must be prepaid to
control unnecessary utilization and provide
incentives for innovation.

4) Providers must have the freedom to design
specific products for the host of medical issues
facing Medicaid’s enrollees.

Given the quality and cost difficulties facing Medicaid
in Kansas, significant reform is absolutely vital if the
program is to survive. And, with these core principles
emerging out of the experience of other states, the
threat of venturing into completely unknown waters
no longer remains. There is no reason for Kansas
policymakers to continue pursuing a course of minor
tinkering and passive observation. It is time to learn
from the failures and successes of others and begin
crafting a truly sustainable Medicaid program that
adequately addresses the needs of Kansans.
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