
From a project to develop pur-
chasing specifications to help
Medicaid managed care organi-

zations treat HIV/AIDS patients
comes a new effort by the Center for
Health Services Research and Policy
in Washington, DC — to help states
reduce the financial risk of ensuring
appropriate levels of care to those
patients. 

Marcia Wilson, Jeffrey Levi, and
Aimee Owen, researchers for the cen-
ter and the authors of Mitigating
Financial Risks with HIV/AIDS
Patients, say that changes to the
Medicaid health care financing and
delivery systems have a far-reaching

effect on how people living with
HIV/AIDS receive medical care. In
many instances, these changes have
led to higher costs associated with
caring for HIV/AIDS patients.

Pa t i e n t s
are living
l o n g e r ,
requiring

a broader range of support services,
and becoming increasingly more
complex due to drug treatments and
comorbidities, such as chemical
dependency, mental illness, or
chronic diseases. 

One of the most important
insights of the New York
Disaster Relief Medicaid

(DRM) experience is the value of a
simplified enrollment process. That’s
the finding of Michael Perry of Lake,
Snell, Perry & Associates in Wash-
ington, DC, who conducted focus
groups with DRM recipients to learn
about their reaction to the emergency
program. 

Mr. Perry says that while much of
the country’s reflections in September
2002 related to the horrors of Sept. 11,
there also are opportunities to improve
delivery of social services by looking at
how the emergency programs initiated
after the attacks worked out.

His study of the DRM program,
commissioned by the Kaiser
Commission on Medicaid and the
Uninsured and the United Hospital
Fund, provides insights that states can
draw on not just for emergency pro-
grams but for improving the effi-
ciency and effectiveness of ongoing
programs. 

DRM was a temporary program
that used a vastly simplified, expe-
dited application process. (See related
story, p. 4.) Higher income eligibility
guidelines and new immigrant eligi-
bility rules were implemented, mak-
ing many more New Yorkers eligible
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for the coverage. 
Mr. Perry says they found:

1. DRM enrollees were a diverse
group (see box, p. 3) with many
who previously lacked access to
care.

2. The enrollees had very positive
views about DRM and praise for
the simplified enrollment process.

3. Enrollment in DRM led to use of
primary and preventive services.

4. Enrollees were confused about the
transition process that followed the
end of the temporary program.
“It is tempting to look at DRM

and conclude that it was a distinct
program created in response to a
unique situation facing New York,
and therefore not particularly relevant
to other Medicaid programs around
the country,” Mr. Perry writes. “In
many regards this is true. The Sept.
11 attacks may have made New
Yorkers more concerned about their
health, more stressed about the
future, and more vulnerable to losing
their jobs and health insurance cover-
age, all of which made them more
likely to enroll in DRM. The ‘buzz’
and positive word-of-mouth about
DRM may also have been the result
of increased concern New Yorkers
were feeling about each other and the
networking to obtain services that fol-
lowed the attacks. However, there are
also aspects of DRM that may not be
so unique and which may have rele-
vance to Medicaid programs across
the country. These tended to be
process and rule changes that
attracted New Yorkers to the program
in the first place and which allowed so
many to qualify and created such a
positive buzz about the program.”

“In the last year or two, many
states have simplified their forms and
processes,” Mr. Perry tells State Health
Watch, “but it hasn’t been enough.

DRM had a one-page form with no
supporting documentation required
and people were approved on the
spot. The buzz in the community was
that it was simple — you didn’t have
to come back with a lot more infor-
mation and you could get approved
in one day. That all made it seem
worthwhile for many people to stand
in long lines.”

Some of the findings to be consid-
ered, Mr. Perry says, are that higher
income eligibility levels and no asset
test made a difference; an easier enroll-
ment process paved the way; enrollees
benefited from assistance completing
applications and in-language forms
and workers; and creating a positive
word-of-mouth was a key.

Mr. Perry reports that by applying
higher income levels and excluding
assets from consideration, more unin-
sured New Yorkers obtained health
coverage than before, especially child-
less adults. He says that easing the
enrollment process in ways that mir-
ror the DRM process may reap signif-
icant benefits, especially since much of
the positive word-of-mouth was about
the easy enrollment process.
Participants also liked that they could
use their coverage almost immediately. 

Word-of-mouth was important 
Word-of-mouth promotion was a

key element in the broad enrollment
that occurred and apparently occurred
because of the way the program was
described — as free health coverage
that was quick and easy to get. 

“This kind of description could be
applied to Medicaid programs across
the country if changes were made to
enrollment processes that reduced has-
sle and time spent by applicants,” Mr.
Perry says. “Similarly, there was a per-
ception that DRM allowed people
with higher incomes to qualify. While
states will always have income limits for
Medicaid and other programs, focus
group participants overwhelmingly feel
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these limits are currently too low.
However, some states have already
raised their income levels for Medicaid
and the State Children’s Health
Insurance Program and other programs
have higher income levels too. It may
be possible to spread the word about
these different eligibility rules so that
potential enrollees see that the program
is not just for the very poor, but also for
families like their own.”

The New York DRM experience
validated use of forms and workers in
various languages, so much so that
there were no complaints in the focus
groups about language problems.
Providing in-language help and forms
really was a big help, Perry reports. “It
was shocking that we didn’t hear
about complaints about language bar-
riers. It just wasn’t a problem.” 

A final policy implication that Mr.

Perry sees is that there was a percep-
tion among the focus group partici-
pants that DRM was a different kind
of government program, which may
have appealed to New Yorkers who
never applied for Medicaid before.
The fact is, he says, that DRM was
different — a temporary health pro-
gram that implemented higher
income limits, had no asset test, and
required few documents. 

“However,” he says, “it could be
argued that changes some states have
been making to their Medicaid pro-
gram, not to mention the new pro-
grams introduced in recent years such
as Family Health Plus, constitute a
new breed of health programs. A way
to create a positive buzz about these
programs, consequently, may be to
update the public’s image of govern-
ment health programs and advertise
changes to the programs and who
qualifies for them.”

Still to be determined is what hap-
pens when people leave DRM and
either transition into other programs
or again become uninsured. While
Mr. Perry will be studying the transi-
tion for the Commonwealth Fund
and expects to have preliminary
results in the first quarter of 2003, he
says it already appears that many peo-
ple are not transitioning — perhaps
because the agency has reverted to the
old enrollment process that requires
several trips and a lot of paper and
delays approval for up to a month. 

“Going through the whole process
again can be a turnoff,” he declares.
“And people may be feeling that they
can’t qualify again, unaware that the
higher limits were from the new
Family Health program. They got
enrollment so right, but communica-
tions don’t seem to be as good on the
transition side.”

[To download the report, go to
www.kff.org/content/2002/4062.
Contact Mr. Perry at (202) 776-
9066.]  ■

Total Participants 55

Race/Ethnicity
African-American 16%
Chinese 31%
Hispanic 51%
Filipino1 2%

Annual Household Income
Less than $10,000 54%
$10,000-$14,999 11%
$15,000-$19,999 16%
$20,000-$29,999 21%
No Answer 7%

Age
20-29 16%
30-39 25%
40-49 20%
50-59 29%
60-64 9%

Prior Medical Experience
Enrolled in Medicaid Before 45%
Not Enrolled Before 55%

Borough
Bronx 18%
Brooklyn 49%
Queens 33%

Gender
Female 73%
Male 27%

Marital Status
Single 18%
Married 54%
Separated/Divorced 25%
Domestic Partner 2%

Ways They Heard About DRM2

Family and Friends 87%
Radio/TV 9%
Newspaper 4%
Nurses/Doctor 9%
ED/Hospital/Clinic 9%
Social Worker 4%
Community Organization 5%

Young Children
Have children younger 
than18 in house 58%

Length of Time in U.S.
(Asked only of Chinese and
HIspanic Participants)
Less than 2 years 7%
2-5 Years 5%
6-10 Years 14%
More than 10 Years 47%
Born in U.S. 7%
No Answer 18%

Language
Cantonese 31%
English 18%
Spanish 51%

Participant Profile

1.The one Filipino respondent participated in the African-American focus group in
Brooklyn.

2.Percentages add up to more than 100% because multiple responses were
allowed.

Source: The Kaiser Commission on Medicaid and the Uninsured, Washington, DC.
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Proving again that there are silver
linings to the darkest of clouds,
those involved with establishing

a Disaster Relief Medicaid program in
New York City in the hours and days
following Sept. 11 are preaching the
benefits of the simplified enrollment
system they were forced to set up to
cope with the situation.

Providing information on the New
York experience at this summer’s
National Academy of State Health
Policy conference in Philadelphia
were Deborah Bachrach, an attorney
who is counsel to the New York State
Coalition of Prepaid Health Services
Plans; Kathryn Kuhmerker, State
Office of Medicaid Management
deputy commissioner; and James
Tallon, president of the United
Hospital Fund. 

Ms. Kuhmerker told a rapt audi-
ence that the Disaster Relief Medicaid
program was put together in the
unheard-of time of eight days to
address the immediate health care
needs of those affected by the terrorist
attacks that brought down buildings
in the World Trade Center complex,
including the building that housed
Medicaid computer communications
between New York City and the state
Department of Health in Albany.
Federal and state waivers of program
requirements were needed to permit
the rapid response that took place.

An emergency system was needed,
she said, because many people had
been displaced from their homes and
jobs, telecommunications were
severely disrupted, and access to the
Medicaid eligibility system had been
severely compromised.

No backup documents
The emergency program ended up

with a one-page application form that
called for basic identifying informa-
tion such as name, how the person

could be found again, Social Security
number, household size, income, and
availability of other health insurance,
and did not ask for financial docu-
mentation. There was on-the-spot eli-
gibility determination and immediate
access to services, and automatic
recertification for existing Medicaid
enrollees. Coverage under the disaster
program was provided for four
months. Beneficiaries got the full
array of Medicaid benefits but with
no nursing home coverage and no
managed care.

As the staff now start to look back
at what happened, Ms. Kuhmerker
says, they are finding that most of
the 342,000 people who were
enrolled in the four-month period
were adults, including many who
previously had received Medicaid or
public assistance. Enrollees were
asked for a Social Security number
or to apply for one if they did not
have it, and it appears that most peo-
ple provided accurate numbers.
(Possession of or willingness to apply
for a Social Security number also was
used as a surrogate for legal immigra-
tion status.)

Still to be done, Ms. Kuhmerker

told the group, is an enrollment
process review, demographic analysis,
cost and utilization analysis, examina-
tion of appropriateness of care, and
an analysis of the transition from the
emergency program back to regular
programs.

Dental care used more
Interestingly, they ended up spend-

ing more on dental care than on inpa-
tient hospital care for the four-month
period. It seems likely that the heavy
promotion of the emergency program
brought in people with routine health
needs who for some reason had been
unwilling or unable to apply for cov-
erage before.

The process undoubtedly was
helped by the fact that the state and
city already had been working on
Medicaid simplification as part of the
change from a welfare to a health care
program. A single, simplified applica-
tion already had been developed for a
number of programs and commu-
nity-based enrollers were available to
help individuals apply. But before
9/11 there still could be a long wait
for eligibility determination and then
to access services.

Future efforts to simplify the pro-
grams will involve eliminating the
need for an in-person interview at
renewal, self-attestation on resources,
self-attestation on the Social Security
number, and a simplified renewal
form.

Mr. Tallon said that when people
stand back and evaluate the situation,
the administrative complexity of pub-
lic health care programs is “appalling
because Medicaid has evolved as the
health care component of the welfare
system and we haven’t yet taken the
welfare out of Medicaid.”

He said other state Medicaid pro-
grams can learn from the New York
experience without having to sustain

Order out of chaos: A simplified enrollment process

“We may not be able 
to get eligibility determin-
ation down to two days
routinely, but surely we
can do better than seven
weeks.”

Deborah Bachrach
Attorney
Counsel to
New York State Coalition of
Prepaid Health Service Plans
New York City



a major disaster as an impetus. “Sept.
11 imposed a new set of assump-
tions,” he said. “There was no box to
think outside of because the box had
been blown away.” 

The effort moved forward, he said,
because access to health care was rec-
ognized as a major element in the
city’s recovery.

Basic outreach worked
Faced with the need for “radical

simplification” of the system, he said,
outreach moved to bus shelter ads,
billboards, and some newspaper ads.
With the computer systems in disar-
ray, messengers were hired to move
paperwork from one location to
another.

Mr. Tallon says that while govern-
ment officials rightfully have to be
concerned about people who may
enroll but not be eligible, they also
should be concerned about those who
are eligible but for some reason don’t
enroll. “We designed this program to
meet beneficiaries on their own
terms,” he said, “not for them to meet
us on our terms. Beyond the higher
income limits, beyond the simplified
forms, beyond the limited documen-
tation, a critical feature of this pro-
gram is that people got their eligibility
determination the same day that they
applied. At bottom, what made this
succeed was a basic and outstanding
good customer service. It’s a different
way of looking at public insurance
programs, and we’d all like to get
there.”

Maintaining program integrity
Ms. Bachrach reminded the group

that in terms of information sought
on an application form, very little is
required by federal law; most of the
fields that need to be completed have
come through state or local decisions. 

“We’re not saying that you should
eliminate everything,” she declared.
“We’re not saying to throw program
integrity out the window. But we’re

saying that the Disaster Relief
Medicaid experience suggests that
there are ways to go in and improve
things and streamline the application
process.”

She highlighted some of the things
that can cause problems in the cur-
rent approach, even in a state such as
New York that has a single applica-
tion for many programs, because the
applications are not always processed
in the same way.

“If you have a family where one
child is in [Children’s Health
Insurance Program] CHIP A and
another child is in CHIP B, or you
have an adult who is going into
Family Health Plus and someone else
going into Child Health Plus B, you
have to photocopy the application.
You need original signature pages so
you have to get an extra signature page
to go with the separate application.

“If you have an absent parent or
spouse, you have to answer the ques-
tions in the application. You also have
to fill out information giving the
name, address, and Social Security
number of the absent parent or
spouse. Does this feel like welfare or
does this feel like health insurance at
this point?

“Then, if you are a single adult of a
couple without children, you have to
fill out and answer nine questions on
an alcohol and drug-abuse screening
form. The nine questions include, ‘In
the last 12 months have you ever felt
you ought to cut down on your
drinking or drug use?’ and, ‘In the last
12 months, have people annoyed you
by criticizing your drinking or drug
use?’ Talk to my teenage children. If
you answer two of the nine questions
yes, we have to stop the interview and
send you directly to another agency to
determine if you may have a drug or
alcohol problem. Also, if you are a
single adult or childless couple, you
have to be fingerprinted. 

“This feels like welfare. We need to
take some of these requirements and

take them off the table. “Keep going
through an enrollment packet and
you will see there are about six or
seven documents we give out in terms
of what people’s rights are. It’s more
paper. I’m not saying people shouldn’t
know all their rights and opportuni-
ties. But it’s more paper.”

Ms. Bachrach also talked of the
amount of time involved currently to
get applications completed. 

Plans spend more than an hour
with each individual helping them
complete the application and going
through the documents they need to
bring in. It can take on average four
phone calls, a mailing to the house,
and a follow-up visit before every-
thing is assembled to be submitted,
she says. 

Even with plans using vans
equipped with photocopiers and trav-
eling to people’s homes, she says, it can
take three weeks to complete an appli-
cation, and some people never finish.
And in 12 months, they’re asked to do
it all again. Once the forms are filled
out, it can take weeks or months for
eligibility to be certified. 

“We may not be able to get eligi-
bility determination down to two
days routinely, but surely we can do
better than seven weeks,” she says.
And once a person is found to be eli-
gible, it still can be weeks or months
until he or she is able to access care.

One of those present, Cheryl
Boyce, director of the Ohio
Commission on Minority Health,
congratulated those involved in the
effort and pointed out that what hap-
pened was not a system response but
a people response. 

“I hope the system continues the
people’s response,” she said. “Is this
about insurance or is about people’s
need for health care?”

[Contact Ms. Bachrach at (212)
830-7223, Ms. Kuhmerker at (518)
474-3018, and Mr. Tallon at (212)
494-0700.] ■
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These same factors contribute to a
higher unpredictability of costs. 

All studies to date agree that the
cost of caring for HIV/AIDS patients
is very high. Whereas the average cost
for an adult Medicaid beneficiary is
$1,836 per year and for the average
disabled beneficiary is $8,448 per
year, the Centers for Medicare &
Medicaid Services estimates the aver-
age annual cost for a person with
AIDS at $33,372 — almost four
times the cost of the average disabled
beneficiary.

With higher costs and more unpre-
dictable costs, the financial risk of car-
ing for HIV/AIDS patients increases.
Financial risk involves uncertainty
surrounding revenue and expenses. In
a fee-for-service environment, both
revenue and expenses are uncertain,
while in a capitated environment,
only expenses are uncertain.

How to structure risk
For their research into ways to cut

financial risk, Wilson and colleagues
found that financial risk occurs
when the cost of providing the
appropriate care for HIV/AIDS
patients exceeds the amount of rev-
enue, reimbursement, or capitated
payment received. The inability to
accurately predict the revenues and
costs associated with caring for a par-
ticular group of patients increases
financial risk for state Medicaid pro-
grams, managed care organizations,
and providers. 

Mr. Levi says that following on
their purchasing specifications, this
latest paper represents a toolbox of
approaches that states could consider
in trying to mitigate their financial
risk. 

Regardless of who ends up with
the financial risk for a patient, he says,
the concern is the same — how can
the financial risk be structured to

manageable and reasonably pre-
dictable levels? 
• Enhanced fee-for-service pay-

ments. The Medicaid program
could make enhanced payments to
providers for defined services.
Some services provided to
HIV/AIDS patients are more
involved than when the same ser-
vice is provided to an individual
not infected with HIV. The addi-
tional time or complexity means a
greater workload for the practi-
tioner providing the service.
Selected services could be eligible
for reimbursement and enhanced
fee-for-service payments could be
used to support entire programs of
care such as through a center of
excellence.
An advantage of this option is that

it can encourage providers to care for
HIV/AIDS patients and can encour-
age development of programs of care
and standards within quality
improvement efforts that mitigate
concerns regarding quality assurance
issues. 

Potential downsides are the
increased complexity of claims pro-
cessing and higher program costs.
• Risk adjustment. Premium pay-

ments can be adjusted based on
classification of patients into
groups tied to expected use of
medical services. Risk adjustment,
Ms. Wilson says, requires finding
the appropriate variable to predict
anticipated costs, such as age and
gender, clinical markers, diagnosis
codes, or comorbidities. 
The advantages of using risk

adjustment include incorporating it
into overall contract negotiations and

using it to create an incentive for
managed care organizations to accept
high-risk patients if the capitation
rate is adequate. 

There can be problems with data
collection needed to accomplish risk
adjustment and with the ability of
the Medicaid program to accurately
predict expenditures for AIDS
patients. 

Also, the reality is that higher capi-
tation rates don’t guarantee that nec-
essary services will be provided.
• Special HIV capitation rates.

Special rates provide an additional
sum above the capitation amount.
Capitation payments can be
enhanced based on a patient’s assis-
tance category, geographic region,
demographics, or diagnoses. 
While managed care organizations

are more likely to accept high-cost
patients if an enhanced rate is ade-
quate, enhanced rates mean higher
costs for the program without a
guarantee that appropriate services
will be provided. There also can be
problems with the data collection
required.
• Stop-loss. Managed care organiza-

tions and providers can purchase
stop-loss insurance from private
insurers to limit their risk exposure
when costs incurred are signifi-
cantly higher than the prepaid cap-
itation amount for those services.
Availability of stop-loss may mean

that managed care organizations and
providers will be more willing to
accept high-cost patients. 

The downside can be the high cost
of purchasing such insurance and the
fact that once the threshold has been
exceeded, stop-loss mechanisms do

HIV/AIDS
Continued from page 1
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not encourage efficient provision of
services if charges above the threshold
are reimbursed at 100%.
• Risk corridors. Use of risk corri-

dors allows Medicaid and a man-
aged care organization to share in
the financial risk of caring for
high-cost patients. Boundaries on
profits and losses by the managed
care organization are specified in
the contract between the two par-
ties. When the managed care
organization with such an
arrangement experiences costs
below a specified lower limit or
costs above a specified upper
limit, it may share any profit or
loss with Medicaid. A similar risk
corridor arrangement also can
exist between a managed care
organization and providers. 
Although there can be an advan-

tage in that managed care organiza-
tions may be more willing to enroll
high-cost patients, Medicaid may
experience additional expenses if
patients have costs greater than the
risk corridor’s upper limit. It also can
be seen as a disadvantage that man-
aged care organizations and providers
are constrained in the amount of
profit they can make.
• Risk pools. Using risk pools

involves withholding a portion of
Medicaid for redistribution among
managed care organizations. All
participating managed care organi-
zations would have to participate
in a risk pool. Amounts withheld
are distributed among the man-
aged care organizations to offset
the higher costs incurred based on
the number of enrollees in man-
aged care organizations with
HIV/AIDS. 
As with the other options, the pri-

mary advantage is that managed care
organizations may be more willing to
enroll high-cost patients. 

The principal disadvantage is that
risk pool arrangements require 
an information system capable of

accurately tracking HIV/AIDS
patients by managed care organiza-
tion, risk pool funds, and risk pool
distributions. Also, the amount with-
held for the risk pool may not be suf-
ficient to cover all the necessary costs,
increasing the financial risk of the
managed care organization. 
• Carve-outs. Carve-outs represent

services covered by a payer that are
excluded from the covered benefits
package of the payer’s managed
care product. Services are carved
out of the capitation rate and can
be contracted separately, to a more
cost-effective provider, or reim-
bursed to the original provider
under a different reimbursement
method such as fee-for-service.
The authors say carve-outs can be
used for services that are unpre-
dictable in cost.
Advantages of using carve-outs are

that they can allow the Medicaid pro-
gram to gain experience with services
lacking a stable history of costs before
negotiating a capitated rate and the
reduced risk for managed care organi-
zations and providers. 

The potential downside is that care

for patients may be fragmented if
they have to receive care from multi-
ple providers, and managed care orga-
nizations may not always have access
to the necessary data.

The authors note that the options
can be implemented separately or in
different combinations, and the
choice of which option(s) to use will
vary with the nature of the epidemic
in the state, the amount of managed
care penetration, the maturity of
managed care organization and
provider administrative infrastructure,
the accessibility of data, the capability
of information systems, and the avail-
ability of funds.

“In implementing any of the
options presented, the implications
throughout the delivery system —
from Medicaid agency to MCO to
provider to patient — must be con-
sidered, in terms of both financial
impact and the quality of care that
will ultimately be provided the
Medicaid beneficiary living with
HIV,” they conclude.

[Contact Ms. Wilson and Mr. Levi
at (202) 296-6922.]  ■
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While criticizing Maine for
trying to enact a program
to save on drug costs for

more patients than there are on
Medicaid, the U.S. Department of
Health and Human Services (HHS)
reiterated its support for state experi-
mentation with drug programs and
asked state Medicaid directors for
ways to extend drug benefits to resi-
dents who are not poor enough to
qualify for Medicaid.

The administration’s objection to
the Maine plan (which called for the
state to sell cards for patients to pre-
sent at pharmacies for an estimated
discount of 20%, funded through
drug company rebates) came in a
legal brief filed with the U.S.
Supreme Court in a case against the
plan brought by Pharmaceutical
Research and Manufacturers of
America (PhRMA), a trade associa-
tion. The Maine plan was adopted in
2000 but is not yet in effect.

The U.S. Justice Department brief
said Maine’s program was illegal
because it was not specifically targeted
to people who are poor or elderly, or
who have a different need for help in
paying for medicine. The drug compa-
nies involved have said the program
violates Medicaid law and the
Constitution’s interstate commerce
provisions. In its 39-page brief, the
trade association said the program
would make it more difficult for
patients to get certain medicines
because of strategies intended to
encourage drug companies to grant
the rebates the state seeks. The state
planned to publicize the names of
manufacturers that refused to approve
the rebates and also would seek to
deter use of those companies’ drugs by
requiring doctors and Medicaid
patients to obtain prior approval to use
a drug from a company that refuses to
participate in the rebate program.

Trying to put a positive spin on the
administration’s legal action against
Maine, an HHS official told
reporters, “Nobody should say we are
supporting PhRMA over Maine.” 

In a Sept. 18 letter to state Medi-
caid directors, Dennis Smith, the
director of the Center for Medicaid
and State Operations Centers for
Medicare and Medicaid Services
(CMS) in Baltimore, said he wanted
to clarify issues related to supplemen-
tal drug-rebate agreements and prior
authorization of Medicaid covered
outpatient drugs. 

Mr. Smith said that states may enter
separate or supplemental drug-rebate
agreements as long as such agreements
achieve rebates equal to or greater than
those set forth in the HHS secretary’s
rebate agreement with drug manufac-
turers. State supplemental drug rebates
also must be considered a reduction in
the amount expended under the state
plan in the quarter for Medical
Assistance, he said.

Mr. Smith says that states may sub-
ject covered outpatient prescription
drugs to prior authorization as a
means of encouraging drug manufac-
turers to enter into separate or supple-
mental rebates for covered drugs
purchased by Medicaid recipients.
Prior authorization programs don’t
have to comply with requirements for
restrictive formularies, he said. Thus,
states have broad authority and flexi-
bility to implement a prior authoriza-
tion program to secure cost savings
for Medicaid.

Because operation of a prior autho-
rization program used to negotiate
drug discounts for Medicaid patients is
a significant component of a state plan,
Mr. Smith says CMS expects that
states that don’t have an approved prior
authorization state plan amendment
and want to start such a program will
submit a state plan amendment for the

prior authorization requirement, while
simultaneously seeking the agency’s
authorization for its proposed separate
or supplemental rebate agreement. 

States that have an approved state
plan amendment governing prior
authorization requirements and now
want to use that authority to negoti-
ate Medicaid drug discounts must
amend the state plan to refer to the
separate or supplemental rebate agree-
ment and submit the proposed rebate
agreement to CMS for authorization. 

Mr. Smith also addressed the
notion of non-Medicaid supplemental
rebates, noting that some states secure
prescription drug benefits, rebates, or
discounts for non-Medicaid popula-
tions by linking such benefits to a
Medicaid prior authorization pro-
gram. He said that while states are not
legally precluded from negotiating
prices, including manufacturer dis-
counts and rebates for non-Medicaid
drug purchases, establishment of a
prior authorization program for
Medicaid covered drugs to secure drug
benefits, rebates, or discounts for non-
Medicaid populations is a significant
component of a state plan and should
be submitted to CMS for review
under the state plan process.

“In submitting such a state plan
amendment,” Mr. Smith wrote, “the
state should be prepared to demon-
strate through appropriate evidence
that the prior authorization will fur-
ther the goals and objectives of the
Medicaid program. A state could
make such a demonstration by sub-
mitting appropriate evidence that its
prior authorization requirement is
designed to increase the efficiency and
economy of the Medicaid program. A
state could demonstrate that its prior
authorization requirement furthers
Medicaid goals and objectives by sub-
mitting appropriate evidence that the
requirement sufficiently benefits the
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Medicaid population as a whole by
making available to financially needy
individuals medically necessary pre-
scription drugs, thereby improving
their health status and making it less
likely that they will become Medicaid
eligible.”

Meanwhile, states continue to try
other means to rein in prescription
drug costs. For instance, Illinois has
asked Medicaid patients who take 50
mg tablets of the antidepressant
Zoloft to buy 100 mg pills and split
them since the more potent tablets
cost just a little more than the 50 mg
version. 

Although a first for the Illinois
Medicaid program, observers say the
pill-splitting request is part of a grow-
ing trend by government and private
health insurers. Illinois officials say
they can save $3 million of their
annual Medicaid drug budget of $1.2
billion by promoting Zoloft pill split-
ting. And state officials say they won’t
rule out further pill-splitting requests
for other drugs. 

Opposition has come from some
consumer and medical groups who
say patients may jeopardize their
health if they don’t cut the pills prop-
erly. There also is a fear that patients
will believe they can split any pills,
which is not the case. Pharmacists say
pill splitting only should be done
under supervision of pharmacists or
medical providers who have direct
access to patients.

The Illinois officials said they had
studied the issue and tested the ease
of splitting a Zoloft tablet. “We sat
around a conference table breaking
them in half and decided it would
work with this drug to require that
they be prescribed in this manner,”
says James Parker, Illinois Depart-
ment of Public Aid deputy adminis-
trator of medical programs. “It cuts
the state’s cost of their prescriptions in
half.” He said that the state would
still pay for the 50 mg doses if doctors
think that their patients are physically

unable to properly split the pills or are
considered mentally unable to
remember to do so. 

Pfizer, which manufactures Zoloft,
said the 100 mg tablet is scored down
the middle so it can be broken easily.
State officials said the company sug-
gested splitting pills as a way to keep
Zoloft covered. 

Pill splitting also is under way in
Massachusetts, where Harvard
Pilgrim health plan is asking doctors
to switch patients who take two 20
mg tablets of the antidepressant
Celexa daily to one 40 mg tablet that
can be broken in half. 

Also in Massachusetts, Blue Cross
is calling physicians who prescribe
more than the recommended daily
dose of the heartburn drug Prilosec
and asking them to lower the dose
except in unusual cases. 

Are rebates good policy?
Despite these and other cost-con-

trol methods, drug costs are expected
to continue their double-digit annual
cost increases for the foreseeable
future. And not everyone supports
the use of rebates as a major cost-con-
trol measure.

A briefing paper from the Institute
for Policy Innovation in Lewisville,
TX, written by Merrill Matthews,
MD, a visiting scholar with the insti-
tute, says that doctors may not be
willing to do the paperwork necessary
to get around rebate restrictions when
medically necessary. He also says that
when dealing with drugs prescribed
for mental illness, they often are only
effective for 50% of patients. That
means doctors have to experiment
with various drugs until they find one
that works. “Limiting drug choice
simply means that some mentally ill
patients won’t have the drug they
need,” Mr. Matthews writes. 

In addition, drugs affect different
people differently because of differences
in genetic makeup. “For example,” he
says, “blacks with high blood pressure

tend to respond to diuretics much bet-
ter than whites, and Asians respond to
some antipsychotic drugs at one-tenth
the dosage required for whites. For
patients with access to virtually all
drugs, doctors can switch from an inef-
fective one to something that works.
But formularies limit the number of
drugs available and requiring an addi-
tional rebate will exclude even more of
them. Mr. Matthews also questions
whether rebates achieve their goal of
making drugs less expensive for states.
When government forces prices down
for one set of consumers, he says, prices
often go up for another group, a phe-
nomenon known as cost-shifting. He
says it is likely that while states may
save money through new rebates, at
least in the short term, the costs will be
shifted to those with private health
insurance.

Forcing additional cost-shifting
exacerbates the problem of rising
health insurance premiums, Mr.
Matthews contends, and thus
increases the number of uninsured.
“Ironically,” he says, “those priced out
of the market for health insurance
because cost-shifting made their
health insurance premiums unafford-
able may find themselves turning to
the state for coverage.”

Charging that the state-mandated
rebates are anti-competitive and cor-
rupting, Mr. Matthews asks, “Would-
n’t it make more sense to let
competition, rather than rebates and
price controls, drive costs down? A pre-
scription drug program for low-
income people that worked like the
food stamps program — where partic-
ipants get a set amount of money and
are allowed to make their own choices
and benefit from being prudent shop-
pers — would provide the vast major-
ity of low-income patients with an
incentive to get value for their money.”

[To access the CMS letter to state
Medicaid directors, go to www.cms.
gov/states/letters/smd91802.pdf. Contact
Mr. Matthews at (972) 874-5139.] ■

November 2002 State Health Watch 9



While there has been a 
significant increase in
substance abuse and

addiction among adolescents, pro-
viders are experiencing difficulties in
offering treatment because of barriers
built into the Medicaid and State
Children’s Health Insurance Program
(SCHIP) funding streams. 

That’s the conclusion of research
conducted by Robert Wood Johnson
Foundation senior program officer
Katherine Kraft with independent
researcher Cassandra O’Neill and
Legal Action Center director of policy
research Gwen Rubinstein.

Ms. Kraft tells State Health Watch
that as the researchers talked with
providers and provider associations
about the challenges they faced in
treating adolescents, they found barri-
ers in making use of existing funding
streams and that providers had trou-
ble implementing benefits that are
available. States use a number of
strategies, she says, to block the flow
of funds for substance-abuse treat-
ment for adolescents, and providers
don’t have the administrative capacity
to keep up with the paperwork so
they can pursue payment.

Ms. Kraft says that the number of
Americans needing treatment for
alcohol and drug problems far sur-
passes the number of treatment ser-
vices and slots available. Several
studies that have attempted to quan-
tify the problem don’t agree on num-
bers, but all have concluded that the
treatment system does not have the
capacity to meet the demand. 

Other studies, according to Ms.
Kraft’s report, indicate that alcohol
and drug treatment is effective and
cost-effective despite limitations in
the availability of services. Treatment
has been shown to reduce alcohol and

drug use and also to lower health care
costs. Ms. Kraft tells State Health
Watch the researchers believe that
treatment saves money in the long
run because adolescents with sub-
stance abuse problems often end up
in the corrections system and also
often have higher health care costs
later in life. “Providing treatment to
adolescents saves money for society,
and for the kids, it saves lives.”

Funding problems likely have
arisen, Ms. Kraft says, because states
need to keep their costs under con-
trol. There is an incentive to keep
information about available services
away from people if the services are
expensive to provide. Barriers can be
administrative and also can be clinical
in terms of requiring that those who
receive treatment for substance abuse
have a co-occurring medical problem.

And Ms. O’Neill tells State Health
Watch that the problem of adolescent
substance abuse cuts across so many
state and federal agencies and funding
streams that no one takes responsibil-
ity for pulling it together. 

“We couldn’t find any states to cite
as an example of doing something
great,” she says. “They may be out
there, but we couldn’t find them.”

The major policy and implementa-
tion barriers to using Medicaid and
EPSDT (Early and Periodic
Screening, Diagnosis, and Treatment)
identified in the research include (1)
lack of clarity in state policies and
practices about EPSDT funding for
alcohol and treatment services; (2)
low EPSDT screening rates and lack
of behavior health screening; (3) lack
of utilization of screening and referral
protocols for adolescents with alcohol
and drug problems; (4) false distinc-
tions between EPSDT children and
Medicaid-eligible children; and (5)

widespread confusion about eligibility
and coverage levels. 

Barriers identified for CHIP fund-
ing include: limited enrollment;
retention; and lack of eligibility and
coverage for certain children residing
in institutions for mental diseases. 

Common implementation barriers
for both funding streams are: (1) low
provider reimbursement; (2) reim-
bursement levels not covering the cost
of care; (3) increasing costs due to
higher requirements for staff training,
certification, education levels, and
accreditation; (4) alcohol- and drug-
treatment providers being denied
access to managed care provider pan-
els; and (5) a reduction in the treat-
ment supply and reduced capacity of
the treatment system.

Potential solutions listed
While the report is stark in its

depiction of the problem, potential
solutions are cited by the researchers as
well. Things could improve, they say,
if there were: (1) increased enrollment
and retention of adolescents in CHIP;
(2) increased utilization of publicly
funded insurance programs to fund
substance abuse treatment; (3)
improved screenings for physical and
behavioral health problems and
screening rates; (4) development of
contracts for alcohol- and drug-treat-
ment services for youth who are iden-
tified through EPSDT screenings with
adequate reimbursement levels; and
(5) training of Medicaid providers on
the EPSDT mandate and effective
substance abuse screening, identifica-
tion, and referral protocols.

Of particular interest is the
EPSDT mandate provision of
Medicaid that is intended to identify
emerging problems at earlier stages
and provide corrective interventions.

10 State Health Watch November 2002

Problems prevent Medicaid and SCHIP from 
funding adolescent substance-abuse treatment
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Medicaid, the authors say, is required
to provide all medically necessary
treatments regardless of state
approved benefits covered. EPSDT is
designed to cover prevention and
treatment services for children and
adolescents under age 22. Under
EPSDT, states must screen and then
furnish appropriate medically neces-
sary treatment to “correct or amelio-
rate defects and physical and mental
illness and conditions discovered by
the screening services.”

Promising practices were identified
by the researchers in three state

Medicaid programs:
• Oregon — Through implementa-

tion of the Oregon Health Plan
with capitation and integration of
physical health and most alcohol-
and drug-treatment services,
Oregon more than tripled
Medicaid reimbursement for alco-
hol and drug treatment between
1991 and 1996. It also increased
consumer access to a range of
physical health and alcohol- and
drug-treatment services.

• Washington — Strategic decision
making and advocacy by leaders of

the state alcohol and drug agency
led to a maximization of Medicaid
dollars for treatment. Medicaid
funding for alcohol- and drug-
treatment services increased five-
fold between 1991 and 1996, a
growth five times faster than the
overall rate of public treatment
funding in the state.

• Iowa — Implementation of man-
aged care, where Medicaid and
non-Medicaid dollars are man-
aged, has resulted in more commu-
nity-based providers receiving
Medicaid reimbursement and

The advocacy group Families USA in Washington,
DC, says the Bush administration’s projection that
State Children’s Health Insurance Program

(SCHIP) enrollment will drop by 900,000 between fiscal
years 2003 and 2006 may underestimate the losses
because of the worsening financial condition in states. 

The projected drop in enrollment is the result of three
major problems, according to Families USA: 
1. The amount of federal SCHIP funds made available to

states in fiscal years 2002, 2003, and 2004 is consider-
ably lower than amounts that were made available in
the previous four years.

2. Almost $3 billion of previously allotted SCHIP funds
are scheduled to be taken away from states and will
revert to the U.S. Treasury.

3. States are experiencing significant budget problems
that are causing them to reduce their commitments to
low-income health coverage.
“The State Children’s Health Insurance Program has

been successful at improving health coverage for millions
of children, but there are still millions more in need,”
according to Families USA executive director Ron
Pollack. “Now is not the time for the federal government
to turn its back on children’s health coverage. Congress
should act now so that the program’s funding problems
can be fixed and do not result in 1 million children losing
their health coverage.”

The report says that the 2002-2004 SCHIP funding
dip was included in the Balanced Budget Act of 1997
because it was presumed that the federal budget would be
in worse shape in fiscal years 2002-2004 than in the years
immediately before and after that period. It is occurring
at the same time when federal funding is needed most

because program enrollment, unemployment, state bud-
get problems, and health care costs are growing.

The funds that will revert to the Treasury are primarily
a result of the fact that Congress front-loaded SCHIP
allocations to the states, Families USA says. Specifically,
Congress allocated more funding to the states in each of
the first four years of program implementation than it did
for any of the succeeding five years. 

“This makes little sense because SCHIP, like all new
public programs, needed time to get under way,” the
report says. “States first had to pass legislation to start the
program and then to develop the program’s administra-
tive infrastructure. Only then could they begin the
process of informing the public and reaching out to
potentially eligible families.” 

An Office of Management and Budget estimate of a
900,000 drop in SCHIP enrollment was based primarily
on expenditure estimates submitted by states. The state
estimates took into account the SCHIP funding dip and
the loss of expiring federal funds. But because the esti-
mate was prepared early in the year, it could not account
for the full impact of the economic slowdown on state
budgets. 

The Families USA report looked at five states —
North Carolina, Rhode Island, Utah, Kentucky, and
Montana — to determine the kinds of budgetary deci-
sions being made, including freezing enrollment of new
children or limiting time periods when new children can
enroll; increasing family premium requirements; and
eliminating simplified enrollment procedures that make it
easier for a family to enroll their children in SCHIP.

(To download the report, go to www.familiesusa.org.)  ■

Families USA sees reduction in those covered by SCHIP
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more low-income individuals being served in the treat-
ment system in a broader range of settings.
Ms. Rubinstein tells State Health Watch that for many

adolescents the only way to achieve access to needed sub-
stance-abuse treatment services is to be arrested. “Sadly,
for some people there is more access to treatment in the

justice system than in the community, although even in
the justice system, the level of treatment services is not
sufficient. The basic problem is a lack of treatment capac-
ity in the community and a lack of a dedicated funding
stream for adolescents.” 

She is reluctant to forecast improvement in the situa-
tion in the near term because of state fiscal problems.
“The more that treatment programs close and capacity
shrinks, the more that people will become involved with
the justice system and the greater the strain on families, As
more youth are involved in the criminal justice system for
untreated addiction, the harder it is for them to become
the kind of productive citizens we want them to be. If you
have a drug felony conviction, you can have a problem
with student financial aid, jobs, and even the right to vote
in some states. It’s very damaging. We’re setting people up
for a lifetime of not being able to participate in civil soci-
ety. I can’t overstate the concern we feel about this issue.”

Ms. O’Neill says the question of what individuals can
do to change the situation will vary by locale. But the first
steps always are to find out what’s going on and what steps
can be taken to improve the situation. 

“There aren’t any high-profile advocates for this cause,”
she says. “This is just a little piece of two huge programs.
And this isn’t a good time to suggest starting a new pro-
gram. We need to focus on the consequences of ignoring
the problem.” 

[Contact Ms. Kraft at (609) 627-5960, Ms. Rubinstein at
(202) 544-5478, and Ms. O’Neill at (520) 888-2545.]  ■
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KidCare plan to add parents
CHICAGO—Nearly 30,000 working-poor parents

will be eligible for health insurance as part of an expansion
of the state’s KidCare program, the governor and U.S.
Health and Human Services director have announced.
KidCare is a state and federally funded program that
offers health care benefits either directly or by defraying
private insurance bills. It currently offers coverage only to
low-income children and pregnant women. Now, the pro-
gram will be expanded to include parents or caregivers
and will be called FamilyCare. In the first phase, 29,000
adults are expected to benefit, and the $24 million cost of
the added coverage will be borne by the federal govern-
ment. But under a five-year plan, Illinois gained authority
to expand the program much further to cover an esti-
mated 300,000 parents. However, the state would be
required to fund 35% of the costs for that to happen.

Such an expansion would cost the state $80 million to
$100 million a year, health care advocates said.

—Chicago Tribune, Sept. 13

Medicaid clients can mail in prescriptions
OLYMPIA, WA—Washington state is starting a mail-

order prescription drug service for Medicaid clients in an
attempt to help patients who don’t have access to a phar-
macy because of state budget cuts. The service will let doc-
tors of Medicaid patients fax or mail prescriptions directly
to Medco Health Solutions Inc., a New Jersey-based com-
pany with pharmacies around the United States, including
one in Spokane. Medco Health will fill the prescription
and send it to the client’s home, either by regular mail, a
parcel service, or registered mail, depending on the drug. 

—Spokane Spokesman-Review, Sept. 26
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