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Health reform means major over-
haul of Medicaid’s eligibility systems

Providing seamless enrollment 
procedures is still a work in 
progress for state Medicaid 

programs under the current eligibil-
ity system, but doing so under health 
care reform is a health information 
technology (HIT) challenge of epic 
proportions.

Medicaid programs, some facing 
severe fiscal challenges, will have to 
upgrade or replace their outdated 
eligibility systems. Since this will 
require significant expenditures, one 
concern is the lack of enhanced fed-
eral financial participation (FFP). 
While direct costs of automated 
processing of claims, payments, 
and reports used in Medicaid 

Management Information Systems 
(MMIS) systems are eligible for 
enhanced reimbursement at 75% or 
90% FFP, costs of eligibility systems 
receive only about a 50% FFP rate.

“That will be a key issue for states 
as they move forward,” says M. 
Reneé Bostick, MPA, a Columbus, 
OH-based principal of Health 
Management Associates and former 
chief administrative officer of Ohio 
Health Plans. “That is a higher rate 
that states will have come up with in 
order to undertake changes in their 
eligibility systems.”

Though the impact of system 
upgrades and changes necessitated 

Nevada Medicaid faces  
“cognitive fiscal dissonance”

See Health Reform on page 2

With Medicaid enrollment 
increases of 3,000 a 
month showing no signs 

of slowing, having already made 
virtually all possible cuts to the pro-
gram, and facing a projected $3 bil-
lion shortfall in the state, Charles 
Duarte, administrator for Nevada’s 
Division of Health Care Financing 
and Policy, describes the process of 
planning for an estimated 150,000 
more people coming onto the pro-
gram as one of “cognitive fiscal dis-
sonance.”

 The state has estimated that 
the federal requirement to expand 
Medicaid will cost Nevada $574 mil-
lion from 2014 to 2019, when the 

100% federal subsidy in the health 
care reform bill expires. Nevada has 
a $6.5 billion budget. 

“So, when you are talking about 
a $3 billion shortfall, you are talking 
40% of the state general revenue not 

b e i n g 
there in 
2011,” 
s a y s 
M r . 

Duarte. “We are using a lot of fed-
eral money for Medicaid that’s not 
going to be around either, and on 
top of that, having to do health care 
reform. You put all those factors 
together, and it is one big question 

Fiscal Fitness:  
How States Cope

See Fiscal Fitness on page 4
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by health care reform encompass 
more than just Medicaid pro-
grams, Ms. Bostick says “the chal-
lenges will be exceedingly large in 
Medicaid. This is primarily because 
Medicaid eligibility systems have 
historically been tied to all social 
service programs.”

Systems must share data

Today’s systems have a modular 
structure, which allows data to be 
shared across programs. However, 
most eligibility programs used by 
states are decades-old legacy systems. 
This makes it difficult to change one 
aspect of the system without impact-
ing the entire system.

In addition, Medicaid’s systems 
will need to share data with the 
Health Insurance Exchanges (HIEs), 
a new mechanism for purchasing 
coverage included in the Patient 
Protection and Affordable Care Act. 
The HIEs are entities to be set up in 
states, and they will offer individuals 
a choice of health plans.

“What makes these types of proj-
ects so difficult is that they involve a 
very detailed understanding of eligi-
bility policy,” says Ms. Bostick. “In 
many states, this resides in the heads 
of a few people who understand the 
ins and outs of the eligibility pro-
gram and know workarounds in eli-
gibility systems.”

These individuals also must have 
a keen understanding of the capa-
bilities of modern technology, both 
in terms of web services and infor-
mation sharing. In addition, all of 
Medicaid’s various eligibility pro-
grams must be taken into account.

“One of the biggest things, 
I think, that holds promise for 
Medicaid is that you are not aban-
doning the social service structure,” 
says Ms. Bostick. She says that first, 

Medicaid must determine the eli-
gibility policies that need to be 
implemented through technology 
systems. Then, there must be a way 
to share that information across state 
programs, with appropriate con-
trols for privacy and security. “The 
Department of Homeland Security, 
for example, shares information with 
the Department of Motor Vehicles. 
Similarly, these programs will need 
to share critical information but not 
be constrained by one another,” says 
Ms. Bostick.

New mindset is needed

Aside from the purely technologi-
cal aspects of revamping eligibility 
systems, another larger issue is on 
the horizon. This involves what Ms. 
Bostick refers to as “the rebranding 
of the Medicaid program externally.”

“It is going to start with a big 
mindshift that Medicaid is a payer 
for health care and not a welfare 
program,” says Ms. Bostick. “And 
that is not a shift that many states 
have made. They have focused more 
on other parts of the state system 
— and less on understanding the 
interoperability needs across the 
larger health care system.”

 Some organizations have even 
suggested changing the name of the 
program, in order to convey that 
it’s more than just a government 
program. “Medicaid may be man-
dated by the federal government, 
and administered through the state 
governments, but it is a system of 
providers at the local level who are 
providing services to individuals,” 
says Ms. Bostick.

Another complicating factor is 
the “gatekeeper” approach currently 
used for the Medicaid eligibil-
ity process. “Historically, much of 
Medicaid’s role has been, on some 
level, determining who cannot come 
into the program,” says Ms. Bostick. 
“With the larger policy shift, it will 
now need to start to look at how to 
expand coverage. Workers will no 
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longer be in their offices waiting for 
clients to come in. Instead, they will 
be conducting outreach activities to 
go out to where the clients are.”

This is all part of “normaliz-
ing” health care coverage obtained 
through Medicaid, says Ms. Bostick. 
“It is really the final break to 
Medicaid being linked to welfare.”

 In order to revamp the eligibility 
process, “some Medicaid programs 
are thinking creatively,” says Ms. 
Bostick. One example is identifying 
certain health care establishments 
to play a critical role in outreach, 
so that clients don’t have to go to a 
social services office to be deemed 
eligible. 

Databases can be used to validate 
a client’s income, so a face-to-face 
contact isn’t needed. Likewise, web 
capabilities can be used to deter-
mine eligibility for Medicaid, just as 
individuals can apply for unemploy-
ment benefits using a web applica-
tion. “Information is validated by 
other sources, and communication 
and payment is all electronic,” says 
Ms. Bostick. “Similar processes, 
I think, will be drivers in terms of 
Medicaid system reform.”

Changing population

New individuals coming onto the 
program will change the popula-
tion mix of Medicaid. This means 
that systems will need to implement 
new outreach approaches. In addi-
tion, these new eligibles will need to 
be tracked separately, as health care 
reform will provide enhanced reim-
bursement for certain populations 
for certain time frames.

“As complicated as eligibility 
is today, it will become even more 
complicated for a while into the 
future,” says Ms. Bostick. “Most 
eligibility systems struggle to keep 
current with the complexity of eli-
gibility today. With future popula-
tions reimbursed at differing rates 
at different points in time, that is 
going to be a huge challenge.”

Currently, the largest population 
within the program consists of moth-
ers and children; the aged, blind and 
disabled population is the next larg-
est group. Medicaid’s newly eligible 
population will consist largely of 
adults without children. 

“This will be a big shift for the 
program,” says Ms. Bostick. “This 
new population will largely be 
adults. One in six of those individu-
als coming onto the program are 
likely to have fair to poor health. At 
least a third will have chronic con-
ditions that are likely to have wors-
ened due to lack of preventive care.”

Therefore, web capabilities are 
needed not only for eligibility, but 
also to get the new enrollees engaged 
in preventive care. Medicaid pro-
grams need to start thinking about 
how to “widen the on-ramps” for 
newly eligible individuals, says Ms. 
Bostick. For instance, text messages 
may be more effective for reaching 
certain populations.

 “If you don’t have real-time eli-
gibility information, it makes it 
exceedingly difficult to do claims 
submission in real time, much 
less real-time clinical information 
exchange,” says Ms. Bostick. “So, all 
of these are built on one another in 
a critically important way.”

Some possible opportunities

Cindi Jones, acting director of 
Virginia’s Department of Medical 
Assistance Services, says there are 
significant concerns regarding sys-
tem capacity, as well as system 
changes that will be required based 
on the various provisions of federal 
health care reform. 

“However, there are some oppor-
tunities for administrative simpli-
fication as well,” says Ms. Jones. 
“We are eagerly anticipating guid-
ance from CMS [the Centers for 
Medicare & Medicaid Services] 
regarding their interpretation of 
how states will deal with the expan-
sion population relative to existing 

coverage groups.”
This will help identify whether 

simplification can be achieved with 
the removal of categorical eligibil-
ity, and how the eligibility deter-
mination functions in Virginia will 
need to be altered under health care 
reform. 

In many respects, the eligibility 
systems used in Virginia are some-
what dated and often difficult to 
modify. “But again, while this is a 
significant concern, we will not fully 
understand its implications until we 
better understand how CMS will 
interpret the reform changes,” says 
Ms. Jones. 

“For categories of eligibility 
which are essentially expanding 
based on higher income thresholds, 
the notion of administrative sim-
plification is highly dependent on 
decisions at CMS regarding imple-
mentation,” explains Ms. Jones.

She gives the example of parents 
and other caretaker adults who are 
categorically eligible today, albeit at 
a lower income level. It is not clear 
if any simplification can be achieved 
if the state must first apply the exist-
ing eligibility criteria to determine 
whether they would already have 
been eligible, before applying the 
new criteria associated with the 
expansion population. 

However, due to the differing 
federal funding rates, some meth-
odology must be developed to track 
this distinction. 

“The same concern is there for 
childless adults, who may claim to 
be disabled, and whether or not a 
disability determination would need 
to be made,” says Ms. Jones. “To the 
extent we must first rule out eligi-
bility under current criteria before 
assessing eligibility under the new 
criteria, very little simplification will 
have been achieved.” 

Too many unknowns

Many decisions have not yet 
been made, any of which could 
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change how new eligibility systems 
get built. “There are a whole set of 
unanswered questions that, depend-
ing on how they are answered by the 
federal government and their guid-
ance to us, may change how we have 
to structure the eligibility systems,” 
says Charles Duarte, administra-
tor for Nevada’s Division of Health 
Care Financing and Policy. “Within 
that array of risk, and not having 
answers, what is the most feasible 
approach?” 

Duarte, in reviewing the require-
ments for eligibility systems with 
the head of Nevada’s Division of 
Welfare and Supportive Services, 
came to the conclusion that the cur-
rent system can’t be replaced and 
can’t be amended.

The current system services not 
only the Medicaid population, but 
also the Temporary Assistance for 
Needy Families, child welfare, and 
food stamp populations. “It’s an 
old system, not easily amended or 
enhanced,” says Mr. Duarte. “The 
time frames are short, from a state 
and IT perspective, between now 
and 2014. Given that, and the fact 

that there is a whole matrix of risk 
with unanswered questions out 
there, what we are looking at right 
now is how can we basically bolt on 
an interim eligibility engine that will 
interface with an exchange and the 
current eligibility system?”

A feasibility study will be needed 
to determine if this approach is 
indeed possible, and if so, what the 
cost would be. “We know we can’t 
replace the system, and we know 
that the system is not capable of 
being readily reprogrammed to 
meet the requirements for the new 
Medicaid world. So what do you do? 
You have to basically design some-
thing that can attach to the current 
system,” says Mr. Duarte.

The “unknowns,” though, are cre-
ating a risk environment for states, 
which need to begin planning before 
they have answers, says Mr. Duarte. 
“There are a host of questions out 
there. Until they are answered, we 
will be operating the best way we 
can. We are making a whole set of 
assumptions that may or may not be 
correct,” he says. “There is a lot of 
guessing going on here.”

On the state level, it’s not yet 
determined whether Nevada will run 
its own HIEs, partner in a regional 
exchange, or just use a national 
exchange. “Another question is, 
‘Will all eligibility be done on the 
exchange? Or will the exchanges just 
be the front end for eligibility?’” asks 
Mr. Duarte.

On the national level, Mr. Duarte 
says that he wants to know how the 
federal government ultimately is 
going to require states to determine 
eligibility, both for the newly eligi-
bles and the current eligibles. “And 
how are the tax credits and subsidies 
going to be paid? These questions 
could ultimately drive the design of 
these systems,” says Mr. Duarte. “To 
do a good job, we really should have 
started planning two years ago. But, 
we have to do the best we can right 
now, in an environment where there 
are a lot of unknowns.”

Contact Ms. Bostick at (614) 
589-8424 or rbostick@healthman-
agement.com, Mr. Duarte at (775) 
684-3677 or cduarte@dhcfp.nv.gov, 
and Ms. Jones at (804) 786-8099 or 
cindi.jones@dmas.virginia.gov.  ■

Fiscal Fitness
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mark as to how we will do all of this 
or maintain the current program.” 

Currently, Nevada Medicaid is 
projecting an $82 million state gen-
eral fund shortfall between now and 
the end of the state fiscal biennium 
in June 2011. In addition to the 
largest projected shortfall in revenue 
that Nevada has ever seen, there has 
been rapid growth in programs like 
Medicaid throughout the recession. 

“Because of our dependence 
on tourism in general and our tax 
structure, we will probably see a 
recovery later than some other 
states,” says Mr. Duarte. “What I 
have seen in national reports is that 
we are the fastest-growing program 
in terms of caseload. That has been 

fairly consistent.” 
The Medicaid program currently 

has a caseload of 256,000 individu-
als, up from around 180,000 two 
years ago. “Right now, we are at the 
highest level we have ever been at. 
We are continuing to grow at about 
3,000 people a month, which for us 
is a very large number. As a result of 
caseload growth, we are continuing 
to project serious shortfalls in gen-
eral funding for the program,” says 
Mr. Duarte.

The program has gone through 
four cycles of budget reductions 
since 2008. “We’ve done practically 
everything that we could under the 
constraints of federal law,” says Mr. 
Duarte. “We have touched on prob-
ably every aspect of the program, 
with the exception of eligibility. We 
have cut benefits, rates, and scope of 

services.”
Cuts were made to hospital rates, 

physician rates, home, and commu-
nity-based service rates. Coverage 
of certain optional items was elimi-
nated, and restrictions were put on 
certain benefits, including personal 
care services.

Nevada reduced hospital inpa-
tient rates by 5%, children’s men-
tal health rehabilitation service 
rates, and recently reduced reim-
bursements for anesthesiologists 
to levels consistent with other 
state Medicaid programs and the 
Medicare program.

“We are closely tracking access to 
care issues and may need to recon-
sider some of these cuts,” said Mr. 
Duarte. During last February’s 
special legislative session, Nevada 
Medicaid went through its fourth 
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round of budget cuts, trimming 
more than an additional $16 million 
in state general funds.

Planning is under way

In recognition of the urgency and 
depth of the planning process, two 
additional staff positions and some 
consulting services were approved 
by the state legislature. “The whole 
process is creating a tremendous 
workload issue for current staff,” 
explains Mr. Duarte. “We are going 
to continue to be very dependent on 
existing personnel. We are dealing 
with furloughs and don’t have any 
overtime available.”  

The additional staff will assist 
with multiple planning groups 
already established by the state. One 
large planning group was broken up 
into nine subcommittees, all look-
ing at different aspects of health care 
reform. Some areas of focus are men-
tal health, Medicaid, food stamps, 
the Temporary Assistance for Needy 
Families program, interface with 
the Medicaid program, and eligibil-
ity changes including system issues. 
Projections done through 2019 pre-
dict that Nevada Medicaid’s caseload 
will actually decrease in 2015, due 
to expected improvements in the 
economy by that time. “That being 
said, we’re still looking at adding on 
a significant number of additional 
people to the program. We are tak-
ing it to levels we’ve never experi-
enced before,” says Mr. Duarte. 

Nevada is one of 20 states that 
are suing to block implementation 
of the health care legislation. “The 
direction that we’ve been given by 
our governor, despite that fact, is 
that the law is the law, until it’s not 
the law,” says Mr. Duarte. “And you 
have to start planning now, because 
if it’s not overturned, you can’t start 
planning then.”

High cost of “woodwork” 

“Frankly, most of the cost is not 
going to be with the new eligibles. 

It’s with the people coming on who 
may be currently eligible but have 
never applied,” says Mr. Duarte. 
“We call that the ‘woodwork.’ Some 
states have been criticized for having 
woodwork in their cost projections, 
but that’s a fact of life.”

If an individual is eligible for 
Medicaid, but has never applied 
for whatever reason, he or she may 
do so when the individual insur-
ance mandate in health care reform 
requires him or her to obtain cover-
age. “So, I think that people will be 
driven into our programs as a result 
of that,” says Mr. Duarte. “However, 
we think these folks may actually be 
healthier than others. This is primar-
ily because if they weren’t, then they 
would already be in our programs.”

Another source of woodwork is 
an expected influx of employees at 
small companies coming onto the 
program, because their employer 
decides to stop offering coverage. 
Instead, these employees will be 
going through the Health Insurance 
Exchanges (HIEs) set up by the state 
to obtain coverage. 

“We think we’ll see a lot of 
folks come on that way, because 
there aren’t any penalties for small 
employers to drop coverage,” says 
Mr. Duarte. “And if you look at 
the average monthly wage of an 
employee of a company with less 
than 50 employees, they probably 
will qualify in a number of cases.”

The woodwork of individu-
als already eligible for the program 
don’t qualify for the enhanced fed-
eral match. However, there is an 
expectation that the newly eligible 
population will prove to be less 
costly than the current Medicaid 
population. “That is our current 
hope, anyway,” says Mr. Duarte.

Projections are that the total of 
both the “woodwork” and the newly 
eligible will add 150,000 individu-
als to the program. This would take 
the number of enrolled individuals 
from 258,000 to 412,000 by 2019. 
“We don’t put a lot of stock in those 

projections, but right now it’s the 
best guess we can make,” says Mr. 
Duarte.

Unfortunately, the new drug 
rebates included in health reform 
are not expected to help, and could 
actually hinder Nevada Medicaid’s 
fiscal situation. “Right now, we are 
thinking we are going to lose money 
on this,” says Mr. Duarte.

There are still some unanswered 
questions on the federal level. 
However, early estimates completed 
by the state point to a net loss of 
about $1 million as a result of the 
new rebate program.

“I have heard from a number of 
other states that they are also look-
ing at this as a money loser, even 
with the managed care rebates,” says 
Mr. Duarte. “However, how much 
they get in managed care rebates will 
be highly dependent on how their 
care delivery system is organized.”

Nevada’s managed care doesn’t 
have anywhere near the pharma-
ceutical expenditure level of fee-for-
service, explains Mr. Duarte. This is 
because typically, mothers and chil-
dren are enrolled in managed care, 
as opposed to higher-cost clients. 
“So, the rebate levels will be pretty 
nominal for managed care,” says 
Mr. Duarte. “Most of our rebates 
come in through our fee-for-service 
program, where our high-cost folks 
reside.”

The best approach for track-
ing new vs. current eligibles also 
depends on some unanswered ques-
tions. “It could be easier, or more 
challenging, depending on the fed-
eral guidance we get. Theoretically, 
the law could be read in a way 
that allows CMS [the Centers for 
Medicare & Medicaid Services] to 
make it easier to do eligibility or any 
other aspect of the requirements,” says 
Mr. Duarte. “There is a lot of oppor-
tunity there for CMS to help us. To 
be frank, I have not seen that play out 
yet, when we are dealing with issues 
already upon us, such as drug rebates. 
It seems that the direction we’re get-
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ting is we’re going to be responsible 
for more administrative burden.”

If a Medicaid program is going to 
lose money from the new drug rebate 
program, for example, and also has to 
spend money to administer it, “then 
it becomes basically a sharp stick in 
the eye,” says Mr. Duarte. “It is not a 
benefit to the state.”

Currently, Nevada Medicaid 

has a care coordination program in 
place for a targeted population of 
high-cost clients, primarily fee-for-
service. A work group is looking at 
expanding similar quality initiatives 
included in the health care reform 
bill. Two of particular interest are 
non-payment of hospital-acquired 
infections and establishing different 
payment methodology to incentiv-

ize hospitals and physicians to do a 
better job of post-discharge care.

“We are very, very interested in 
some of the options for establishing 
a medical home,” adds Mr. Duarte. 
“We have been working on that for 
about a year now, looking at pro-
gram design. Now, this will give us 
additional federal matching funds to 
implement that.”  ■

California’s Medi-Cal Eligibility 
System (MEDS) will need to be 

completely replaced to accommo-
date the changes necessary to imple-
ment health care reform, according 
to Vivian Auble, a senior consultant 
at Health Management Associates 
in Sacramento and former chief 
of California’s Medi-Cal eligibil-
ity division. This could cost up to 
$250 million, not including costs to 
establish and operate the state insur-
ance exchange, or to develop a new 
application and enrollment portal.

“It will not be possible to build upon 
the aging infrastructure that exists 
today, which is an aging legacy system 
more than 30 years old,” says Auble.

The state will need to develop an 
online enrollment and application 
process, simplify eligibility rules and 
documentation requirements, and 
integrate systems to allow sharing of 
information among the state, coun-
ties, and the insurance exchanges.

“California will need to modernize 
its enrollment process to make it less 
cumbersome for applicants,” says Ms. 
Auble. “Outdated technology makes 
it difficult to make policy changes 
quickly, accurately, or share infor-
mation among programs. Manual 
processes that currently exist are time-
consuming and prone to error.”

Currently, MEDS is the only 
statewide system that stores all 
information on the almost 7 million 
Medi-Cal beneficiaries. MEDS also 
is used by the Medicaid Management 

Information System (MMIS) to 
track eligibles, claims payment and 
services, and draw down federal dol-
lars. However, California’s 58 coun-
ties operate four different county 
automated systems. These deter-
mine eligibility based primarily on 
mailed-in applications.  

“The county systems have no abil-
ity to quickly make policy changes, 
and do not share information among 
themselves,” says Ms. Auble. “The 
state will need to decide what role 
the counties will continue to play in 
eligibility determination.”

California’s Children’s Health 
Insurance Program (CHIP) operates a 
separate online or mail-in system for 
its Healthy Families program. “Any 
new statewide system will need to 
have the capability of allowing online 
application, enrollment, and screen-
ing for Medi-Cal/CHIP or health 
insurance subsidies,” says Ms. Auble.

The system must be able to trans-
fer cases that are not eligible for 
Medi-Cal to the insurance exchange, 
for enrollment in one of the health 
plans offered.

“The state will also need to develop 
a uniform application that can be used 
to screen for Medi-Cal, subsidized 
care, or insurance exchange coverage,” 
says Ms. Auble. “System development 
costs will be enormous.”

In addition, California’s MMIS 
system will require modification 
to enable accurate federal claiming 
of new eligibles. “However, costs 

will be minimal compared to the 
funding necessary to establish the 
exchange or develop the new online 
enrollment system,” says Ms. Auble. 
“Developing a streamlined approach 
will be challenging in an environ-
ment with so many interested stake-
holders, complex labor issues, and 
competing vendors.”

The legislature’s approval is 
required to develop the feasibility 
study report and to procure a ven-
dor to develop the statewide online 
application and enrollment system. 

“The state Health and Human 
Services Agency has recently been 
involved in a project to develop an 
online screening/application portal 
that could be used for many pub-
lic assistance programs,” notes Ms. 
Auble. “Much of the work related 
to that effort may be salvaged or 
adapted for the new online applica-
tion process.”

California already uses more than 
150 codes to track eligibility for 
Medi-Cal, since the program cov-
ers so many optional and state-only 
groups. The changes that will be 
implemented for health care reform 
will provide an opportunity possibly 
to consolidate some of those existing 
aid categories and/or replace them 
with new ones. “This will enable 
accurate tracking of the new eligibles 
for federal claiming,” says Ms. Auble.
Contact Ms. Auble at (916) 446-
4601, ext. 423 or vauble@health-
management.com.  ■

California’s Medi-Cal modernizing enrollment
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One of every 10 adult Medicaid 
patients hospitalized in 2007 

for a medical condition other than 
childbirth had to be readmitted at 
least once within 30 days, accord-
ing to an April 2010 report from the 
Rockville, MD-based Agency for 
Healthcare Research and Quality 
(AHRQ), All-Cause Hospital 
Readmission Rates among Non-
Elderly Medicaid Patients, 2007. 
The report uses statistics gener-
ated from the Healthcare Cost and 
Utilization Project (HCUP) State 
Inpatient Databases for 10 states.

Medicaid patients were 70% 
more likely to be readmitted than 
the privately insured, mainly due to 
underlying health problems. “Some 
of the findings were not particularly 
surprising. They echo what we knew 
already from the literature,” says 
study author H. Joanna Jiang, PhD, 
a senior social scientist at AHRQ’s 
Center for Delivery, Organization 
and Markets.

For example, an AHRQ study 
done several years ago compared 
readmissions for diabetes-related 
conditions among payer groups. 
The 30-day readmission rate was 
11% for Medicaid compared to 8% 
for the privately insured, similar to 
the April 2010 report’s findings. 
Another previous AHRQ study 
found that the risk for readmis-
sion increases substantially with the 
number of co-existing conditions, 
particularly if they are chronic. That 
finding also was confirmed in the 
new report.

However, Dr. Jiang says that “a few 
other findings were quite revealing, 
and not found in previous studies.” 
For instance, Medicaid patients who 
were hospitalized for conditions that 
fall under five particular categories of 
disease accounted for more than half 
of the 30-day readmissions. 

“This tells us which conditions 
or patient groups we would want 

to target, if we want to reduce read-
missions,” says Dr. Jiang. “Given a 
10% readmission rate for the non-
OB population, there is significant 
room for improvement, particularly 
in view of the gap in comparison to 
the privately insured.”

Readmission is mentioned 
“almost everywhere” in the health 
care reform bill,” says Dr. Jiang. 

“This is definitely an area of focus 
in the coming years,” she adds. 
“Facing the prospect of expansion in 
the Medicaid program with shrink-
ing state budgets, tackling hospital 
readmissions may be an effective 
way to improve quality while reduc-
ing cost.”

Challenging population

David Brody, MD, medi-
cal director of the Department of 
Managed Care at Denver (CO) 
Health Medical Center, says he 
wasn’t surprised by the AHRQ sta-
tistics on Medicaid readmissions. “I 
think there are a number of factors 
that contribute to that,” he says. “In 
the Medicaid population, you see 
more homelessness, you see more 
serious mental illness, and you see 
more substance abuse.”

Dr. Brody adds that in his expe-
rience, a small number of patients 
who are very frequent readmitters 
contribute substantially to the read-
mission rate. “You provide whatever 
services are available, but at the end 
of the day, it’s very difficult to have 
an impact on that population,” he 
says. 

Health care reform may have a 
positive impact on this. “To the 
extent that Medicaid eligibility is 
determined more by economic fac-
tors than chronic disease, I think 
we may see a trend toward the 
readmission rates looking more 
like the general population,” says 
Dr. Brody. “But even under the 

best of circumstances, there is a 
core group of patients that are very 
difficult to keep out of the hospi-
tal.” This is because in addition to 
whatever problem brought an adult 
Medicaid patient into the hospital, 
that patient is likely to have mul-
tiple comorbidities.

In Colorado, mental health ser-
vices are “carved out” to managed 
care behavioral health organizations. 
“The disconnect between the men-
tal health problems and the physi-
cal health problems makes it more 
challenging to treat,” says Dr. Brody. 
“We don’t pay for the treatment of 
the mental health problems, yet 
those mental health problems are 
contributing to our readmissions on 
the physical health side.”

Access can be a more difficult 
challenge for Medicaid patients to 
begin with, either due to the avail-
ability of appointments or difficulty 
in navigating the system. This could 
be a contributing factor with avoid-
able readmissions. As for how the 
expansion of Medicaid will impact 
the ability to access care, Dr. Brody 
calls this “a big unknown.”

“If the number of patients 
increase without a corresponding 
increase in providers, it could be 
even more challenging,” says Dr. 
Brody. “On the other hand, if more 
patients are enrolled and more pro-
viders are available to see them, it 
could be easier.”

Denver Health’s nurse care man-
agers routinely contact patients 
within 48 to 72 hours after discharge 
to find out if there are any obstacles 
in following treatment plans. “We 
identify lots of problems we can 
help patients with, although I’m not 
entirely convinced we have actually 
had much impact on the readmis-
sion rate,” says Dr. Brody. “So our 
next step is to more aggressively do 
home assessments, both before dis-
charge to be sure the home is a safe 

Medicaid patients far more likely to be readmitted
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place to discharge them to, as well as 
after discharge.”

Contact Dr. Brody at David.
Brody@dhha.org and Dr. Jiang at 

(301) 427-1436 or joanna.jiang@
ahrq.hhs.gov.  ■

Every year, Colorado Medicaid 
spends $20 million on hospital 

readmissions that occur within 30 
days. This fact was brought to light 
as a result of a comprehensive data 
analysis done a year ago. It is one 
of the reasons that readmissions 
have become a key priority for the 
program.

“Not all of those readmissions 
are avoidable, but we think a pretty 
big percentage of them are,” says 
Sandeep Wadhwa, MD, chief 
medical officer with the Colorado 
Department of Health Care Policy 
and Financing. “This is one of our 
top priority areas, in terms of initia-
tives that can reduce expenditures 
and also promote the health of our 
clients.” The department’s goal is to 
reduce readmissions by 5%, which 
would save $1.25 million annually. 
“That is the first step, and we think 
it is well within our reach,” says Jed 
Ziegenhagen, manager of the rates 
section for the department.

Actionable information

 “Right now, we are nearing the 
end of the analysis phase,” says Dr. 
Wadhwa. The department’s analysis 
looked at how readmission rates in 
Medicaid compared with Medicare, 
and also examined how different 
eligibility groups compared, such as 
pregnant women vs. elderly clients.

In the Medicaid program, 13.5% 
of hospitalizations are readmitted 
within 30 days, which is lower than 
the Medicare percentage. However, 
“apples to apples” comparisons are 
not always possible.

“It’s hard to compare rates, as dif-
ferent entities use different metrics,” 
says Mr. Ziegenhagen. Colorado is 
one of a number of state Medicaid 

agencies working with the Medicaid 
Medical Directors Learning 
Network to try to come up with a 
common metric for benchmarking 
readmission rates.

Though there is a lot of research 
on readmission rates in the litera-
ture, there is no standardized meth-
odology to measure these rates. 
“We are working with other state 
Medicaid medical directors to come 
up with a consistent methodology 
by which we measure readmissions, 
so Medicaid programs aren’t com-
paring apples to oranges,” says Dr. 
Wadhwa.

While Medicaid’s raw read-
missions rates are lower than the 
Medicare rates, that may not be 
meaningful given the important dif-
ferences in the two populations.

“We have a large number of preg-
nant moms, and our data shows that 
new moms tend to be readmitted 
less often than other patients dis-
charged from hospitals,” says Mr. 
Ziegenhagen. “If you adjust our data 
for the acuity of our populations, we 
think that we could do much bet-
ter, especially compared to commer-
cially insured people.”

In addition, it is the underlying 
reasons for readmissions that make 
the information actionable. “It’s 
important for Medicaid agencies 
to look at the reasons for readmis-
sions, because they are going to be 
very different from what Medicare 
sees,” says Dr. Wadhwa. “Heart fail-
ure is to Medicare what asthma is to 
Medicaid. We’ve got our own set of 
clinical opportunities.”

Quality incentives

A year ago, a bill was passed to 
raise payments to hospitals through 

a provider fee with a quality incen-
tive component. “We have been 
working with our hospital associa-
tion to make readmissions one of 
four categories to make them eli-
gible for the incentives,” says Dr. 
Wadhwa. While increased revenue is 
one factor driving this, better clini-
cal outcomes are another. “You’ve 
got to [be] a careful and prudent 
steward of the taxpayer’s money. I 
think that’s something all states care 
about in the current fiscal environ-
ment,” says Mr. Ziegenhagen. “So, 
if there are needless readmissions we 
can avoid, that’s compelling.”

From the hospitals’ point of view, 
readmission constitutes a bad clini-
cal outcome. “This is not good for 
patients. There is a lot of research 
out there that shows a readmission 
is ultimately linked to increased 
rate of death and disease,” says Mr. 
Ziegenhagen.

While the Medicare methodol-
ogy looked more at the type of read-
missions, Medicaid’s data analysis 
focused more on the events behind 
those readmissions. “We felt that 
better reflected the costs of the 
Medicaid system,” says Dr. Wadhwa. 
“It gave us a better sense of what we 
thought was impactable.”

The analysis showed that almost 
27% of admissions within 30 days 
happen within the first 24 hours. 
“This was a profound finding, that 
fully one quarter were same-day 
readmissions,” says Dr. Wadhwa.

That finding spurred a key 
change in payment policy. Colorado 
Medicaid no longer pays for a same-
day readmission that is clinically 
related, such as a patient admitted 
for surgery who has an infection 
related to that surgery, which brings 
the patient back into the hospital.

Colorado Medicaid set to save millions on readmissions
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Even though new mothers have 
a low readmission rate overall, 
Medicaid pays for more than one-
third of all deliveries in Colorado. 
Because of Medicaid’s high share of 
payment for deliveries, despite that 
low rate of readmission, postnatal 
readmissions are the most frequent 
reason for readmission for Colorado 
Medicaid. “We’d really like to fur-
ther dive into the data and see why 
new moms are coming back to the 
hospital and figure out a way to 
impact that,” says Mr. Ziegenhagen.

“What is exciting is that we are 
seeing states take some of the find-
ings on readmissions in the aca-
demic literature and say, ‘How do 
we translate this research into poli-
cies for program improvement ini-
tiatives?’” says Dr. Wadhwa. “We 
are going through the heavy lifting 
of saying, ‘Do our payment policies 
support readmissions? Can our pay-
ment policies incent reductions in 
readmissions?’”

Looking forward

Dr. Wadhwa says he believes that 
being proactive with prevention of 
avoidable readmissions will benefit 
Colorado Medicaid both in the long 
and the short term. “We are getting 
a head start out of fiscal necessity,” 

he explains. “One of the sad features 
of this past recession was that when 
we would get budget forecasts that 
were worse than the previous fore-
casts, oftentimes we had to turn 
to rate reductions as our means of 
managing the budget.”

Instead of continuing with this 
approach, attention is directed 
toward reducing inappropriate vol-
ume in the Medicaid program. “If 
we can ease the pressure on volume, 
that would mean we wouldn’t always 
need to go to rate reduction,” says 
Dr. Wadhwa. “We felt that there was 
a quality imperative as well. That 
brought readmissions high on our 
list.”

Over a quarter of readmissions 
occurred at a different facility than 
the one from which the patient was 
discharged. “That percentage really 
spoke to us,” says Dr. Wadhwa. “We 
wanted to look not just at same-
facility readmissions, but also other 
facilities, but hospitals don’t neces-
sarily know about those events. So, 
that added to the complexity of 
solving the problem.”

The statistic underscores the 
importance of looking at the big-
ger picture. “When we are speaking 
about readmissions that occur at 
other hospitals, there needs to be a 

discussion about the responsibility 
of the broader health community,” 
says Mr. Ziegenhagen. “It’s a mis-
take to say the hospital is totally to 
blame for any given readmission. It 
takes a community to avoid a read-
mission. Multiple folks are account-
able for some part of the solution.”

After a patient is discharged, the 
goal is for that patient to obtain a 
prompt referral to a primary care 
provider, preferably one who oper-
ates as a fully functional medical 
home. For this reason, there is a 
recognized need to give support to 
providers in the community. This 
includes nursing agencies, which see 
patients post-discharge.

Hospitals will begin receiving 
incentive payments based on their 
performance in FY 2011, with FY 
2010 serving as the benchmark 
year. “We will measure results the 
following year, so we won’t know if 
we succeeded in our 5% goal until 
then,” says Mr. Ziegenhagen. “But 
we think that some of the activity 
around preventing readmission is 
generating savings right now.”

Contact Mr. Ziegenhagen at (303) 
866-3200 or jed.ziegenhagen@state.
co.us and Dr. Wadhwa at sandeep.
wadhwa@state.co.us.  ■

The Medicaid and Medicare pop-
ulations call for two very differ-

ent strategies for preventing hospital 
readmissions, according to Michael 
Birnbaum, director of policy at 
United Hospital Fund’s Medicaid 
Institute in New York City.

“It’s important to remember 
how different Medicaid’s high-
cost patients are, especially those 
with the highest costs,” says Mr. 
Birnbaum. “Certain service deliv-
ery approaches developed to reduce 
Medicare spending may work very 
well for Medicare populations, but 

when they are applied to high-cost 
Medicaid patients, they just may not 
fit.”

For example, people who are 
employed and privately insured 
are likely to have less severe men-
tal health conditions, such as gen-
eralized anxiety disorder or mild to 
moderate depression, than people 
covered by Medicaid, who can’t 
work due to severe mental illness.

“Medicaid cares for lots of adults 
who don’t participate in the work-
force for a broad number of rea-
sons,” says Mr. Birnbaum. 

Sean Cavanaugh, United 
Hospital Fund’s director of health 
care finance, says that when stud-
ies showed that 18% of Medicare 
patients were readmitted, the gen-
eral reaction was, “That’s much 
too high, and we can do better. 
What do we need to do?” He says 
that the same reaction is likely from 
Medicaid directors who learn of 
high readmission rates, but that the 
answer to the question “What can 
we do?” is likely to be different.

“The answer is they need to do 
the things that Medicare’s new pay-

Different populations require different approaches
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ment policies are encouraging, plus 
a lot more,” he says. This is par-
ticularly true for high-cost clients, 
who are likely to have multiple co-
morbidities and a range of poverty-
related problems, including housing 
issues.

When United Hospital Fund 
provided grants to several hospitals 
to learn more about their high-cost 
Medicaid patients, they saw “dra-
matic problems that extend beyond 
the health care system,” says Mr. 
Cavanaugh. “Improving discharge 
planning and better transitions of 
care, and better handoffs from hos-
pital to home care are important, 
but they are not nearly enough for 
this population.”

While some high-cost clients are 
difficult or impossible to engage, 
members of another subset of this 
group are genuinely interested in 
improving their health. “From lis-
tening to our grantees, it seems that 
some high-cost Medicaid patients 
are almost impossible to engage,” 
says Mr. Cavanaugh. “However, 
others, even with all of their prob-
lems, respond to new programs and 
forms of assistance.” 

Still, getting Medicaid beneficia-
ries to respond to some of the more 
traditional approaches for Medicare 
populations, such as better discharge 
planning, can be challenging. 

“When you talk about discharge 
planning, for Medicare beneficia-
ries the assumption is that you have 
family caregivers, a relatively stable 
home environment, and at least the 
home health benefits covered by 
Medicare,” says Mr. Birnbaum. In 
contrast, with Medicaid’s high-cost 
cohort, you may face a patient with 
unstable housing arrangements and 
weak family and social supports. In 
addition, the beneficiary may reside 
in a state without robust home care 
benefits. 

“So, there are core assumptions 
about how you approach discharge 
planning in Medicare that just don’t 
translate to Medicaid. And then 

there’s the matter of implementing 
a plan of care for a schizophrenic 
with a chemical dependency, a chal-
lenge that’s essentially faced only by 
Medicaid,” says Mr. Birnbaum.

Mr. Cavanaugh gives the exam-
ple of diabetics. “This is a group of 
people you don’t want to see hos-
pitalized ever, and certainly not re-
hospitalized. That is considered a 
preventable admission,” he says. The 
usual approach is to give the patient 
glucose monitors to check blood 
sugar at home, with a home health 
nurse sent occasionally if there is a 
need to enhance the intervention.

“That all makes a lot of sense for 
many Medicare patients. But when 
you go to the Medicaid context, 
let’s say the patient has an unstable 
home situation. The glucose meter 
might get lost or damaged, and you 
don’t know how to follow them if 
you want to call them,” says Mr. 
Cavanaugh.

Novel approaches

Some enhanced intervention pro-
grams are now giving cell phones to 
high-cost users, paid for outside of 
Medicaid, so they can be contacted 
for follow-up. “Under the old math, 
it didn’t make sense for anybody to 
do this,” says Cavanaugh. “Who is 
going to give a patient a cell phone 
and not get paid by Medicaid, to try 
to reduce utilization that is getting 

reimbursed by Medicaid?”
However, if payment policies 

don’t pay for avoidable readmis-
sions, “then the math starts chang-
ing. Some of these changes on the 
margins start to make more sense,” 
says Mr. Cavanaugh. “I think we are 
a long way from solving this, but I 
think health care reform is starting 
the conversation about changing the 
reimbursement structures.”

On the Medicare side, in contrast, 
there is a lot of robust information 
about what works. This means that 
the federal government can institute 
clear incentives and even penalties 
on the fee-for-service side. 

“With Medicare, you can do read-
mission penalties and value-based 
purchasing and hospital-acquired 
condition penalties,” says Mr. 
Birnbaum. “But this is still in the 
development stage on the Medicaid 
side.”

Another factor is that in a fee-
for-service environment, high-cost 
patients for Medicaid are high-
revenue patients for hospitals. “So, 
when you’re talking about changing 
the math, you really need providers 
at the table,” he says. “Right now, 
providers can have strong incen-
tives to admit and readmit Medicaid 
patients.”

The potential impact of health 
care reform on rethinking service 
delivery for Medicaid patients is 
substantial. “You have $10 billion 
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in new federal pilot funding. These 
are not, by necessity, budget-neutral 
demonstrations. There is money on 
the table and a lot of focus on mak-
ing new investments to see what 
works,” Mr. Birnbaum says. 

Once again, though, the outlooks 
are quite different for Medicare and 

Medicaid. “On the Medicare side, 
there is an opportunity to save sub-
stantial money because of policies 
that have already been developed 
and have just been enacted,” says Mr. 
Birnbaum. “On the Medicaid side, 
you are hoping for some bright ideas, 
not even necessarily to take hold, but 

to bubble up, so they can be tested 
and refined. For Medicaid, this is 
definitely at an embryonic stage.”

Contact Mr. Birnbaum at (212) 
494-0700 or mbirnbaum@uhfnyc.
org and Mr. Cavanaugh at (212) 
494-0700 or scavanaugh@uhfnyc.
org.  ■

Over half of nursing facility resi-
dents are dual-eligibles. This 

means they must contend with a 
system of care that often is not well-
coordinated or efficient.

However, there are potential 
opportunities to improve care for 
dual-eligibles by shifting their care 
in long-term nursing facility ser-
vices from Medicaid to Medicare, 
according to a March 2010 brief 
from Mathematica Policy Research, 
a Princeton, NJ-based nonparti-
san research firm, Coordinating and 
Improving Care for Dual Eligibles in 
Nursing Facilities: Current Obstacles 
and Pathways to Improvement.

 This would be a major change, 
acknowledges Mathematica senior 
fellow James Verdier, author of the 
brief. “I wouldn’t expect it to hap-
pen right away or without a lot of 
discussion about the pros and cons,” 
says Mr. Verdier.

There are currently significant 
problems with coordinating and 
monitoring prescription drug use in 
nursing facilities. While Medicare is 
responsible for the drug benefit for 
dual-eligibles, Medicaid doesn’t get 
any data on the types of prescription 
drugs being used in nursing facilities 
by these residents, even when their 
nursing facility care is being paid for 
by Medicaid.

“Most of the Medicare Part D 
drug plans don’t really have the 
resources or the incentives to closely 
monitor the prescription drugs used 
in nursing facilities for either clini-
cal or cost-effectiveness,” says Mr. 
Verdier. “There are a lot of problems 

on the prescription drug side that 
could be dealt with more effectively 
if Medicare was responsible not just 
for short-term post-acute nursing 
facility care, but also the long-term 
care for which Medicaid is now 
responsible.”

The change might also prevent 
avoidable hospitalizations. “Right 
now, there are significant financial 
benefits for nursing facilities if a res-
ident goes into a hospital for three 
days and then comes back,” says 
Mr. Verdier. “They typically get a 
higher Medicare reimbursement for 
a period of time for that resident.”

In theory, a lot of things could be 
done in nursing facilities that would 
reduce the risk of that kind of hospi-
talization. For example, prevention 
of pressure sores and various exacer-
bations of chronic diseases and ill-
nesses could prevent someone from 
being admitted to a hospital. “The 
nursing facility itself, with support 
from Medicaid, could do that,” says 
Mr. Verdier.

However, Medicaid lacks any 
financial incentive to fund these 
kinds of activities within nursing 
facilities, because the savings would 
all accrue to Medicare and not to 
Medicaid. “If there was a single 
payer, Medicare, that was responsi-
ble for both the nursing facility care 
and the hospital care, they would 
have every incentive to reduce hos-
pital care and also the ability to pay 
extra amounts from hospital savings 
to provide the kind of care in the 
nursing facility that would prevent 
someone from having to go into the 

hospital,” says Mr. Verdier.
Currently, Medicare is responsible 

for only about 20% of the market 
for nursing facility care. Medicaid 
pays for over 40% and private pay 
for most of the remainder, including 
a very small amount from private 
insurance.

“So, Medicare doesn’t have as 
much leverage over what goes on 
in nursing facilities or for how their 
performance is monitored and 
rewarded, as they would if they had 
financial responsibility not only for 
the portion of that they now pay, 
but the portion that Medicaid now 
pays, as well,” says Mr. Verdier.

Looking forward

Pilot programs are currently under 
way looking at avoiding unnecessary 
hospitalizations and re-hospital-
izations, including within nursing 
facilities. While many people in 
nursing facilities are there because 
they have serious illnesses and dis-
abilities — and it’s not surprising 
to see some of them get admitted 
to the hospital — many admissions 
could be prevented. 

“There really is an opportunity 
to reduce a lot of those hospitaliza-
tions, if only because the financial 
incentives to hospitalize people are 
now so great,” says Mr. Verdier. “Just 
changing those financial incentives, 
all by itself, could have a significant 
impact.”

A Federal Coordinated Health 
Care Office was established by the 
new health care reform legislation, 

Nursing facility care: duals shifted away from Medicaid?
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responsible for supporting state 
efforts to coordinate and align acute 
care and long-term care services for 
duals. “By setting up this new office, 
and having the head of this office 
report directly to the administrator 
of CMS [the Centers for Medicare & 
Medicaid Services], that really empha-
sizes the importance of dual-eligible 

issues as part of the health care reform 
legislation,” says Mr. Verdier. 

Mr. Verdier is also working on a 
project with the Medicare Payment 
Advisory Commission (MedPAC) 
that will examine programs aimed at 
improving the coordination of care 
for dual-eligibles, including long-
term care and nursing facilities. “We 

will be doing some site visits with 
MedPAC staff to especially promis-
ing models,” says Mr. Verdier. “So 
there is a growing interest in the 
whole dual-eligibles issue, and nurs-
ing facilities are a part of that.”

Contact Mr. Verdier at (202) 484-
4520 or JVerdier@Mathematica-
Mpr.com.  ■
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