FLORIDA'S HEALTH AT RISK

Third in a series of educational briefs on issues impacting Florida’s families

Issues to Consider in Governor
Bush’s “Florida Medicaid
Modernization Proposal”

KEY FINDINGS

*  There are many key questions left unanswered by the Medicaid Modernization

Proposal—including precisely how the changes will impact the state’s Medicaid budget

and how much money the state will spend per person.

* The proposed expansion of managed care in the governor’s proposal is fundamentally

different from the way Medicaid managed care currently operates in Florida and

nationwide. Private insurance carriers and other managed care networks would

have unprecedented flexibility to determine the benefits that Floridians enrolled in

Medicaid receive.

* The concept of relying on competition among private insurers to save money without

compromising beneficiaries’ access to services is untested. Available evidence suggests

that Medicaid delivers care more cost-effectively than private insurance.

Introduction:

Like most states, Florida’s state budget

has faced fiscal pressures due to declining
revenues and rising Medicaid costs.

These fiscal pressures have prompted
most states to enact cost-containment
measures. On January 11, 2005 Governor
Bush released an outline of a plan to
restructure the Florida Medicaid program.
The document suggests a far-reaching
and radical restructuring of the Florida
Medicaid program, although it lacks many
important details. Many of the concepts
proposed have not been tested anywhere
in the country, even on a pilot basis, and
many key questions are left unanswered
by the document.

The Governor’s proposal is premised on
the notion that fostering competition
among private insurance carriers and
provider networks that seek to assume
the risk of providing services, will save

\eo/

the state money without compromising
the quality and scope of services that
Medicaid beneficiaries receive. As the
proposal states: “The vision for the future
of Florida Medicaid relies on competition
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among vendors of coverage and services to
inspire innovation and efﬁciency.”1 The
state seeks to guarantee cost savings by
placing caps on the amount of money that
will be spent per Medicaid beneficiary, as
well as an overall cap on state spending.2

Without further information on the
state’s budget assumptions it is impossible
to develop precise estimates of who will
be impacted and how. Yet even without
precise cost estimates, the concepts in the
proposal raise many important questions
about its impact that should be fully
addressed as the plan moves forward.

Why is Medicaid reform
important?

Large-scale changes to Florida Medicaid
will have enormous implications for
Florida’s most vulnerable citizens. Florida
Medicaid serves approximately 2.2 million
persons.3 Over half of these beneficiaries
are children — more than one out of

four of Florida’s children receive their
health care services through Medicaid.

In addition, 44 percent of pregnant
women receive their prenatal care through
Medicaid. Finally, Medicaid is a critical
source of coverage for the elderly and
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people with disabilities — covering among
other things two-thirds of all nursing
home days.4

In addition, because of its federal
matching structure, the Florida Medicaid
program is a critical source of funding
for Florida’s health care infrastructure

— in particular hospitals, nursing homes,
as well as urban and rural community
clinics. Medicaid is also the largest source
of federal funds coming into the state. In
federal fiscal year 2005, the state expects
to receive over $8.1 billion in federal
matching funds.’ These funds have an
important economic multiplier effect

on the state’s economy.6 One study
estimates that if Florida reduces Medicaid
spending by just one hundred million
dollars, the state would lose $303 million
in business activity and cut 3,123 jobs.’
Thus major changes to Medicaid can be
expected to impact Florida’s economy

as well as providers, counties and other
local government entities which play an
important role in the delivery of health
care to vulnerable populations.

How does the plan
envision that Medicaid
costs will be reduced?

One of the primary goals of the
Governor’s reform effort is to achieve
“predictability” in Medicaid costs.
Increases in health care costs due to

new technologies and treatments, the
growing cost of prescription drugs and
other services, and unexpected epidemics
such as HIV/AIDS all make healthcare
costs unpredictable and it is difficult

to predict how much Medicaid in its
current form will cost in any given year.
Also, in exchange for open-ended federal
financing, Medicaid provides a guarantee
of coverage for those children, parents,
seniors and persons with disabilities

who meet the eligibility requirements
and enroll in the program. Increases

in enrollment which occur in times

of economic downturn or as a result

of changes in a state’s population all
contribute to cost growth in the program.

As in other states, Florida’s Medicaid
budget has been rising — an average of

12.5 percent over a recent five-year period.

Why have these costs been going up?
Over the past five years our analysis shows

What is the difference between the Governor’s
proposal and a federal “Section 1115” Medicaid

waiver?

The Governor’s proposal is not a formal Section 1115 federal Medicaid waiver

application. However, such a waiver will be needed to implement much of the proposal.

Section 1115 waivers are the broadest type of waiver from requirements of federal

Medicaid law that states can request.8 A Section 1115 waiver application by the state

will include more specifics such as a proposed budget and a list of the exact provisions of

federal law that the state wishes to put aside — for example, the state may seck a waiver

of certain federal benefits requirements. The Florida State legislature must approve

changes to Florida law that are required to implement the Section 1115 waiver; the state

is seeking the legislature’s approval prior to submission of a waiver application.

All Section 1115 waivers must be “budget neutral” to the federal government — that

is the federal government will not agree to spend more federal dollars under such a

waiver agreement than it would have in the absence of such an agreement. To enforce

this “budget neutrality” requirement all waivers include some kind of cap on federal

dollars.” This cap is negotiated privately between the state and federal executive

branches as the waiver approval process moves forward.'® Thus when the state submits

a waiver application it will be impossible to evaluate what the fiscal impact of such an

agreement will be until a final waiver agreement is reached between the federal and state

gover nment.

that enrollment increases account for, on
average, 62 percent of Floridas Medicaid
cost increases. N In addition, Florida’s low-
income elderly population is growing at
eight times the national average, 2and
enrollment among this population has
increased sharply as well. This group is the
most expensive to serve because of their
complex health care needs. However, the
rate of increase in Medicaid spending,
both nationally and in Florida, is slowing
down both because enrollment growth

is slowing and because health care cost
growth has decreased somewhat.

Because Medicaid is an entitlement
program that guarantees coverage, it is
impossible to predict precisely how much
will be spent without fundamentally
changing the nature of the program.

This unpredictability is undertaken in
one of the most important features of the
Governor’s proposal — a cap. The proposal
appears to establish two kinds of caps —a
per person or “per capita’ cap that would
operate within an overall or “global” cap
on state spending.13 According to the
proposal:

“In the transformed Medicaid program,
setting the spending level is the primary
governmental function. From this aggregate
budger funding is earmarked for the three
components of the benefits structure ...
Each Medicaid participant is entitled to a
specific share of the budgeted amount.” 14
(Emphases added)

Caps on spending have many implications
—some of which are discussed in the next

. 15
section.

How would the new
system work?

Beneficiaries would receive a set
premium amount that would be risk-
adjusted. According to the proposal,
there would be a three-tiered benefit
system: Comprehensive Care, “Enhanced
Benefits” and Catastrophic Care. These
tiers would not be defined by the types of
benefits but rather by the amount of money
that is allotred to each person in each
category. As the proposal says:

“These components are not defined by the
type of services covered — any service may
be covered in any category. Rather, they are



defined by explicit expenditure thresholds
that are based on historic utilization

. 16
experience.”

Because the amount of money is the
determinative factor rather than any set
of benefits, it appears that the proposal
would eliminate a guaranteed benefits
package as it is currently constructed.!’

Managed care plans and other vendors
would compete for beneficiaries by
offering them different choices for

the “Comprehensive Care” services.
Beneficiaries could then use their fixed
sum to decide which plan to purchase.
Once beneficiaries reach a minimum
dollar threshold and require more
healthcare services they would move into
the catastrophic coverage category. It is
not clear how this source of funding will
function, but it is clear that there will be
a maximum benefit limit for catastrophic

coverage.

Finally, Medicaid beneficiaries who
“exercise personal responsibility” and
participate in “established healthy
practices” will be eligible for “enhanced
benefits.” This would be money in a
flexible spending account that can be used
to purchase additional services.

Florida already has
managed care in its
Medicaid program. Is
the Governor’s proposal
designed just to expand
the current system?

The vast majority of states, including
Florida, already use managed care as

a way to deliver services, especially to
children and families. Florida has 41
percent of its Medicaid population in fully
capitated managed care — lower than the
national average of 52 percent but still

a significant proportion.18 Florida, like
other states, has primarily capitated care
for its healthier beneficiaries — children
and their parents. Moving to capitated
care for other populations with often
complex health care needs such as seniors
and persons with disabilities — poses more
challenges and greater risks. "

For those beneficiaries already in
managed care, as well as any additional
populations that would be moved into
managed care, the Governor’s proposal

is fundamentally different from the way
that Medicaid managed care operates in
Florida and nationwide for the following
reason: It appears that private insurers
and other provider networks would have
extraordinarily broad flexibility under
the proposal to determine what benefits
Medicaid beneficiaries would receive.
According to the proposal:

“The amount, duration and scope of services
will be determined by each plan or provider-
based system, with government oversight to
assure that the amount of coverage offered is
sufficient to meet patients’ medical needs.”™°

Allowing plans to determine the scope of
services is a radical restructuring of the
way Medicaid works.
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costs of a previously healthy child who
develops leukemia?

e Will plans structure their benefits in a
way as to maximize profit by attracting
the healthier segments of the Medicaid
population?

e What will happen to Medicaid
beneficiaries when the amount,
duration and scope of service are
inadequate to meet their medical
needs? Will providers end up providing
more uncompensated care? Will
families be expected to pick up the
additional costs? This is of particular
concern for those groups with complex
medical needs such as seniors and
people with disabilities. Medicaid
beneficiaries have very low incomes
and have few resources available to

cover services not covered by the plan.

“We know states are struggling with Medicaid spending and the
pressure it puts on other state priorities, but..... Medicaid costs
actually grew at a slower rate than private insurance costs. The real
problem is rising health care costs and the states’ ability to pay the
bill, and not that Medicaid spending is out of control.”

Diane Rowland, executive director of Kaiser Commission on Medicaid and the Uninsured

What do these changes
mean for beneficiaries
and providers?

The two key concepts that underpin

the Governor’s proposal described above
should be considered together. First,
spending will be limited by capping

the amount spent for each Medicaid
beneficiary. Second, private insurance
carriers and provider networks will have
unprecedented flexibility to determine
what services are provided for this capped
amount of funding. Taken rogether the
new proposed structure raises many questions

including:
*  What will happen when individual

beneficiaries reach their cap? If
individual caps are based on past
claims, who will pay the additional

e What happens to a child whose parent
chooses an inadequate plan either
because the child has previously been
healthy and becomes sick or because
the parent wants to save as much
money as possible in the enhanced
benefits account?

Is reliance on competition
among private insurers
to save money and
improve service a realistic
premise?

The Governor’s proposal relies on the
notion that fostering competition among
private vendors will result in reduced
costs without reduced access to needed
services. Can private insurance truly

save money? Or will plans use their

new found flexibility to reduce benefits
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Figure 2: Administrative Expenditures in Medicaid Are
Lower than in Private Health Insurance, U.S. 2003
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Growth Slows in 2003.” Health Affairs 24 (Jan./Feb. 2005), 1: 185-194.

in ways that will severely compromise

the available health care services for the
children, parents, seniors and persons with
disabilities who rely on Florida Medicaid.

One of the first questions to examine

is whether or not Medicaid is a more
expensive way to deliver health care
services than private insurance. If this were
so, then “privatizing” the system could

be a good way to save money without
compromising services. Available evidence
suggests, however, that the opposite is true
— Medicaid tends to provide comparable
services more cheaply than private
insurance. A study done by researchers at
the Urban Institute found that children
covered by the Medicaid program cost about
69 percent of what it would cost to cover
similar children in private insurance.*' This
included the costs of covering all children
— even those with disabilities — through
Medicaid. Non-disabled adults served by
Medicaid, cost approximately 78 percent
of what it costs to serve adults through
private insurance.”” The same study found
that transferring people from Medicaid to
private insurance would increase the costs
of their care significantly.?®

Medicaid has low administrative costs. One
of the reasons that Medicaid costs are
lower than costs in the private insurance
market is that Medicaid typically has low
administrative costs and does not incur

many of the costs associated with private
insurance — including profits, advertising,
and more generous salaries. Florida
reported to the federal government that its
administrative costs for federal fiscal year
2005 in Medicaid would be just under 5
percent.24 While this likely understates
the amount Florida Medicaid spends on
administrative costs,25 it is still likely to
be significantly less than administrative
costs for private health insurance plans.
According to a recent national study,
administrative costs for Medicaid are just

under seven percent while private insurance
administrative costs were almost double that
—13. 6perrent‘26

The bulk of health care spending in any
insurance model is of course for payments
to providers. The primary reason for
Medicaid’s relatively low cost is the

lower level of provider reimbursement it
pays as compared to both Medicare and
private insurance. This is particularly
true in Florida. A recent study found

that Medicaid on average pays physicians
69 percent of what Medicare pays — in
Florida this ratio is 65 percent.27 Perhaps
more disturbing is that, when compared
to other states, Florida ranked 39" in

its overall Medicaid physician payment

Jee index.”® This suggests that provider
reimbursement levels in Florida Medicaid
are already relatively low.

While research is clear that Medicaid
improves access to care,29 it is also the
case that low reimbursement levels
discourage provider participation. To

the extent that the Governor’s proposal
encourages private insurers to cut costs by
reducing provider reimbursement levels
this could discourage more providers from
participating in the program. Providers
may lose growing amounts of money on
Medicaid patients, and beneficiaries could
face reduced access to care — especially
cost-effective primary and preventive care.

Figure 3: Medicaid Spending Growth is Slower than
Growth in Private Health Spending, 2000-2003
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Figure 4: Private Insurance Premium Increases vs.
Florida’s Medicaid Expenditures

Florida’s Per-Capita Medicaid Expenditures are Projected to

Grow 1.9% in 2005-06
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Costs in the private sector are increasing
more rapidly than in Medicaid. As
described above costs tend to be higher
in the private sector, but they are also
increasing more rapidly than costs in the
Medicaid program. As Figure 3 shows,
Medicaid spending on health care services
in the U.S. has been growing at a much
slower rate than both private insurance
premiums and actual spending on health
care services in the private sector.>?

As mentioned above, much of the recent
growth in Florida’s Medicaid costs -- 62
percent — can be explained by enrollment
increases.>! When Florida’s Medicaid
costs are compared on a per capita basis
to account for this enrollment growth,

for the most part, Florida Medicaid

has actually done a much better job of
containing costs than private insurance.
This can be considered in two ways. As
detailed in a previous policy brief, Florida’s
Medicaid per person expenditures have
grown much more slowly than national
private insurance premium costs.>? Figure
4 updates this analysis with the most
recent data available. In addition, Florida’s

per-capita Medicaid expenditures are
projected to grow 1.9 percent in 2005-
2006.

State-specific data on private insurance
premium costs is hard to come by because
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of the diversity of insurance markets
within Florida and the confidentiality

of much of the information. However,
one good proxy to examine is how much
the state of Florida has been paying

to purchase its own employees’ health
insurance. Figure 5 looks at recent
increases in premiums for state employees
and compares them to increases in per
capita Medicaid costs over the same
period.33 Our analysis finds that the state
of Florida has done a much better job of
containing costs on a per person basis in its
Medicaid program than in its bargaining
with private insurers to purchase insurance
for its own employees.

Conclusion

Available evidence on the cost-
effectiveness of Medicaid as compared
to private insurance is clear. Medicaid

is a more cost-effective way to provide
health care services than comparable
private insurance. These findings raise
many questions about the ability of the
Governor’s plan to succeed in saving
money without serious reductions in
services — reductions that HMOs and
other insurers would be permitted to
make under the terms of the proposal by
reducing the amount, duration and scope

of the benefits provided.

Figure 5: Florida State Employee Premium Increases vs.
Florida’s Per-Person Medicaid Expenditure Increases
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