
Without the cost savings 
generated by various 
programs, including a 

successful medical home initia-
tive, Pennsylvania Medicaid “would 
have been in a much worse posi-
tion than what we’re 
in,” says David K. 
Kelley, MD, MPA, 
chief medical officer 
for the Pennsylvania Department 
of Public Welfare Office of Medical 
Assistance Programs.

Over the past five or six years, 
says Dr. Kelley, “a whole host of 
programs” were put into place that 
generated significant cost savings for 
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The state of Arizona has pro-
posed a $50 annual fee on 
childless adults in Medicaid 

who are obese or smokers.
At this point, the fee is being lim-

ited only to smokers who are not 
actively trying to quit, according to 
Jennifer Carusetta, chief legisla-
tive liaison for the Arizona Health 
Care Cost Containment System, 
Arizona’s Medicaid program.

“The intent of this fee is to incen-
tivize our members to make bet-
ter health care decisions, while also 
reducing the health care costs that 
are associated with smoking,” says 
Ms. Carusetta. “CMS is currently 
evaluating this proposal.”

If it’s approved, however, the fee 
isn’t likely to raise much revenue, 
according to Peter Cunningham, 
PhD, a senior fellow and direc-
tor of quantitative research at the 
Center for Studying Health Sys-
tem Change in Washington, DC, 
because there probably won’t be 
many Medicaid enrollees willing 
to pay it.

“States are pretty desperate right 
now to try to find ways of saving 
money, or in this case raising reve-
nues, on their Medicaid programs,” 
says Dr. Cunningham. Since states 
aren’t able to reduce eligibility, he 

Will Medicaid penalties result in 
better health, or more uninsured?

Medicaid, including a more robust 
pharmacy management program, 
a radiology management program, 
and the Access Plus Enhanced 
Primary Care Case Management 
(EPCCM)  program.

“We weren’t forced 
to do a lot of benefit 
cuts, but we are facing 
a pretty big budgetary 

hole,” says Dr. Kelley. “In this gov-
ernor’s current budget, there will be 
some benefit reductions. These are 
very challenging times for us.”

Current projections are for an 

PA Medicaid’s EPCCM med home 
program saves $85M in four years 
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says, they’re looking for other ways 
to reduce Medicaid costs at a time 
when budgets are severely strained.

If the fee is approved, Dr. 
Cunningham expects that some 
states with lack of political sup-
port for the Medicaid program will 
follow suit. “The administration 
is under a lot of pressure to allow 
states some flexibility, but whether 
they will go for this or not, I don’t 
know,” he add.

While the Centers for Medicare 
& Medicaid Services (CMS) has the 
authority to waive certain require-
ments related to eligibility and 
cost-sharing, there is no reason to 
believe CMS can or will waive the 
minimum eligibility or cost-sharing 
thresholds for Medicaid, according 
to Mark Trail, managing principal 
at Health Management Associates 
in Atlanta. “Additionally, they will 
not waive the maintenance of effort 
requirements currently imposed 
by the [American Recovery and 
Reinvestment Act of 2009] and the 
ACA [Affordable Care Act],” adds 
Mr. Trail.

Arizona extended Medicaid cov-
erage for groups who wouldn’t oth-
erwise be eligible under a waiver, 
explains Mr. Trail, and with the 
renewal of that waiver, have the 
opportunity to renegotiate cer-
tain terms. “For most other states, 
adding a ‘premium’ for smokers 
or folks with obesity to obtain 
Medicaid would be considered a 
change in eligibility standards, and 
therefore not permissible,” says 
Mr. Trail.

Could fees reduce enrollment?

There is a lot of current interest in 
promoting wellness in the Medicaid 
program, says Joan Alker, co-exec-
utive director at the Georgetown 
Center for Children and Families 
and a research associate professor 

at Georgetown University’s Health 
Policy Institute.

“That’s a good thing, but the way 
Arizona is going about it is not the 
right choice. It’s a very bad idea,” 
says Ms. Alker.

Even a $50 fee is simply not 
affordable to many Medicaid ben-
eficiaries who are living month to 
month and using their resources 
on bare necessities, says Michael 
Perry, a partner at Lake Research 
Partners, a Washington, DC-based 
national public opinion and politi-
cal strategy research firm. “These 
fees sound little, but they are very 
large for Medicaid families, many 
of whom are still reeling from the 
recession,” he says.

Inability to pay the fee could 
ultimately drive someone out of the 
Medicaid program, says Mr. Perry, 
thus increasing the rolls of the 
state’s uninsured.

“When you consider the fact 
that you are talking about a mostly 
poor population, that could be a 
disincentive to continue,” says Dr. 
Cunningham. “One could question 
whether maybe that could be part 
of the intent.”

Arizona is one of the few states 
that has eligibility for childless 
adults, notes Dr. Cunningham, but 
they are not able to reduce that eli-
gibility. “The problems of escalat-
ing Medicaid costs and really tight 
state budgets are real,” he says. “It’s 
not surprising that a state would try 
to find ways within the law to try to 
decrease the cost.”

There is a lot of discussion in the 
private sector on the best ways to 
encourage healthy behaviors, says 
Dr. Cunningham, but efforts gen-
erally focus on rewards instead of 
penalties. “Is the fee going to get 
obese people to lose weight and 
adopt a healthier lifestyle? I’m very 
skeptical that’s going to work,” he 
says.

It’s unclear whether incentives 
are very effective in general, adds 
Dr. Cunningham, and Medicaid 
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recipients in low-income neighbor-
hoods lack healthy food options 
in grocery stores and restaurants. 
“You’re not going to see a Whole 
Foods in the inner city, and even if 
there is, they’re not going to be able 
to afford it,” he says.

Instead of seeking to impose a 
fee for smokers, suggests Ms. Alker, 
the state should take the opposite 
approach. “A better way to cut 
Medicaid costs is to offer a $50 
reward for quitting smoking,” she 
says. “On the employer side, cash 
incentives have been shown to be 
effective in some time-limited situ-
ations.”

The Affordable Care Act (ACA) 
offers incentives for Medicaid pro-
grams to prevent chronic diseases, 
adds Ms. Alker. “We have seen 
some guidance on this from [the 
U.S. Department of Health and 
Human Services]. In the context of 
the ACA, they did stress that grants 

are focused on positive incentives,” 
she says. “This would not be one of 
those, clearly.”

Many employers have imposed 
fees to encourage workers to quit 
smoking and other behaviors that 
could negatively affect their health, 
says Mr. Trail, adding that the state 
of Georgia has imposed additional 
premiums on state employees who 
smoke.

While Georgia’s added premium 
did result in more employees taking 
advantage of cessation programs, 
adds Mr. Trail, it’s not clear whether 
the participants actually stopped 
smoking. “The added premium 
would arguably reduce the cost to 
the state, but yet to be determined 
is whether it actually reduced health 
care costs.”

Imposing fees for unhealthy 
behaviors can potentially cross the 
line of imposing a “pre-existing 
condition” impediment in front of 

someone, says Mr. Trail. “Where 
does it lead — to those who have 
high cholesterol and don’t adjust 
their diet, or those who fail to wear 
sunscreen or get routine checkups?” 
he asks. “It seems we need to think 
about the carrots, and not so much 
the sticks.”

The most promising models of 
care being implemented right now 
emphasize prevention and keeping 
patients out of hospitals, accord-
ing to Mr. Perry. “Penalties on 
Medicaid beneficiaries are not the 
solution,” he says. “Bringing some 
of these new models of care into 
Medicaid is a better approach.”

Contact Ms. Alker at (202) 784-
4075 or jca25@georgetown.edu, Dr. 
Cunningham at (202) 484-4242 
or PCunningham@hschange.org, 
Mr. Perry at (202) 776-9066 or 
mperry@lakeresearch.com, and Mr. 
Trail at (404) 522-0442 or mtrail@
healthmanagement.com.  

Fiscal Fitness
Continued from page 1

increase in enrollment of around 
4.5% throughout Fiscal Year 2011-
12, which is a slightly less steep 
increase than for the previous five 
years, says Dr. Kelley. “Seven years 
ago, we were at 1.6 million. Now, 
we are at 2.2 million recipients,” he 
says.

Revenues were slightly higher 
than projected for the last quarter, 
adds Dr. Kelley, but the state has an 
aging population, growing enroll-
ment and expects rising costs over 
the long term.

“We have a lot of fiscal chal-
lenges,” he says. “But some of the 
programs we put in place helped 
us keep our Medicaid program at 
the level it’s been at for many years, 
without having to do huge cuts in 
benefits.”

In fact, some minor increases in 
provider fees were made in previ-
ous years, including some evalua-
tion and management, dental and 

early periodic screening, diagnosis 
and treatment codes. “Had we not 
had some of these cost savings, that 
would have been extremely difficult 
to do,” says Dr. Kelley.

Access Plus EPCCM

The Access Plus program provides 
care management and coordination, 
either telephonic or community-
based, for people with complex dis-
eases. “In our current program, there 
are 21 disease entities that the Access 
Plus vendor is responsible for better 
managing and coordinating care,” 
says Dr. Kelley. “There are several 
mechanisms by which they do that.”

The program utilizes community 
nurses in 42 rural and suburban 
counties who contact consumers by 
phone or interact with them face 
to face. The nurses also work with 
primary care practices to identify 
care gaps, improve quality, and 
coordinate services. Consumers are 
directed to select a medical home 
that will help them to better coordi-

nate their care, says Dr. Kelley, and 
refer them for appropriate services.

“We have books through our 
actuaries showing an $85 million 
savings over the first four years,” says 
Dr. Kelley. “And that is after all of 
the costs of the program have been 
taken out, after paying our vendor 
and everything else.” There has been 
a very significant improvement in 
quality over the first five years of 
the program, he adds, based on the 
state’s measurements.

Over the first five years, the pro-
gram has seen the below improve-
ments in access to care, as measured 
by the National Committee for 
Quality Assurance’s Healthcare 
Effectiveness Data and Information 
Set (HEDIS): 

• Well child visits ages 3 to 6 
(67.4% to 74.4%) 

• Adolescent well care visits 
(53.3% to 58.9%)

• Cervical cancer screening 
(63.0% to 67.2%)

• Frequency of ongoing prenatal 
care (62.4% to 76.9%)
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• Emergency room utilization 
visits per 1,000 member months 
(61.1% to 41.7%)

• Annual dental visit for children 
ages 2 to 21 (41.8% to 49.5%)

• Diabetes poor control (43.3% 
to 35.0%)

• Blood pressure control (59.1% 
to 68.4%)

The Access Plus program has 
been able to link consumers to a 
medical home, reduce emergency 
room visits, improve results related 
to chronic conditions, and save 
money, according to Dr. Kelley.

“It’s not that we were in a great 
budgetary position, but we were 
willing and able to try out a new 
model,” he says. “We have gotten a 
good return on that, both in terms 
of dollars saved and quality and 
access improved.”

Broader population reached

In 2007, major insurers, provid-

ers, consumers and other stakehold-
ers in Pennsylvania were brought 
together to develop a program to pay 
for improved care of patients with 
chronic conditions. This led to the 
implementation of Pennsylvania’s 
multipayer medical home project, 
which is now in its fifth year, says 
Dr. Kelley. 

The medical home program 
began as a pilot in southeastern 
Pennsylvania, and eventually was 
rolled out statewide in five differ-
ent regions, each with a slightly dif-
ferent model, says Dr. Kelley, with 
more than 500 physicians currently 
participating. While other states 
have implemented multipayer med-
ical homes, he adds, they haven’t 
been doing so as long or at the same 
level as Pennsylvania.

During the initial rollout, the 
program gave incentives to prac-
tices to become accredited by the 
NCQA, says Dr. Kelley, and they 
were paid according to their level of 

NCQA accreditation.
“One of the common themes 

that goes across all regions in the 
collaborative are learning network 
sessions that the practices attend, 
where they are sharing best prac-
tices and results,” says Dr. Kelley. 
Practices are required to report 
measures to a registry on a monthly 
basis, he explains.

The state’s Medicaid managed 
care plans helped to fund the initia-
tive, says Dr. Kelley, which ties in 
with Pennsylvania Medicaid’s pay-
for-performance programs for man-
aged care organizations that aligns 
incentives with HEDIS numbers.

During the first three years, the 
program focused solely on adult 
diabetics and children with asthma. 
“We have been able to show fairly 
significant and sustained quality 
improvement around diabetes mea-
sures,” reports Dr. Kelley. 

Contact Dr. Kelley at c-dakelley@
pa.state.us.  

When West Virginia experi-
mented with penalty-based 

systems that withdrew some 
Medicaid benefits if beneficiaries 
didn’t comply with certain behav-
iors, focus groups were done to 
gauge the public’s reaction to this.

“We found that it was very 
unpopular,” reports Joan Alker, co-
executive director at the Georgetown 
Center for Children and Families 
and a research associate professor 
at Georgetown University’s Health 
Policy Institute. “Obviously, a focus 
group is not a poll, but people really 
didn’t like it.” This was true even 
for conservatives, who saw it as an 
unwanted government intrusion, 
adds Ms. Alker.

Medicaid clients were required 
to sign a contract stating that they’d 
adhere to certain behaviors, and if 

they failed to, their benefits would 
be limited, Ms. Alker explains. 
Participants in the state’s Basic pro-
gram who failed to adhere to the 
requirements were limited to four 
prescriptions a month, for example.

“It was very troubling to have an 
arbitrary limit on that, especially for 
children’s coverage. What are you 
trying to achieve by cutting chil-
dren off prescription drugs that they 
might need?” asks Ms. Alker, who 
authored a report on West Virginia 
Medicaid’s program.1

In 2008, Ms. Alker evaluated 
Florida’s efforts to incentivize 
healthy behaviors with its Enhanced 
Benefits Rewards Program. Credits 
of up to $125 a year were given to 
Medicaid clients for various activi-
ties, ranging from keeping doctor’s 
appointments to participating in a 

weight management program.2 The 
program has been done as part of a 
waiver for the past five years in sev-
eral Florida counties, explains Alker.

“We found that the vast majority 
of credits were awarded for simple 
things, like keeping an appoint-
ment. Very few credits were awarded 
for more complex activities,” she 
says.

During focus groups with 
Florida’s Medicaid beneficiaries, 
Alker learned that very few of them 
were aware of the program. “There 
wasn’t any evidence that the incen-
tives changed behaviors, but that 
was in part because it wasn’t a very 
targeted program,” she says. “It was 
popular with beneficiaries when 
they learned about it.”

To effectively encourage healthy 
behaviors, says Ms. Alker, states 

Focus groups showed lack of support for penalty-
based systems
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need to be very clear on what behav-
ior they are trying to change and 
in whom. “Remember that most 
Medicaid beneficiaries are children. 
So there is a question of whether 
you are trying to change children’s 
behavior, or their parents’ behav-
ior,” she says. “Unfortunately, a lot 
of times these discussions aren’t con-
crete enough.”

Penalties for obesity and smoking 
in Medicaid are not generally sup-
ported by the public, says Michael 
Perry, a partner at Lake Research 
Partners, a Washington, DC-based 
national public opinion and politi-
cal strategy research firm, in part 
because people fear they could be 
imposed in private health plans 
next.

Rather, he says, the public sup-

ports more access to smoking ces-
sation and nutritionists. “They also 
are more likely to support incentive 
programs and lower costs for those 
who improve their health,” says Mr. 
Perry.

Polling on this topic is unreli-
able, adds Mr. Perry. “It is possible 
to frame this issue in such a way 
that you get a high number of peo-
ple saying, ‘Yes, let’s impose a fee on 
people who receive Medicaid and 
who smoke or are obese,’” he says. 
“The knee-jerk response is to blame 
people who have Medicaid and who 
are obese and who smoke.”

However, more thoughtful ques-
tions on this topic inevitably show 
people are uneasy with penalties on 
people who struggle with obesity 
or smoking, says Mr. Perry. They 

worry that such penalties are unfair 
to people who are trying to improve 
their health but cannot for genetic 
or other reasons, he explains, and 
that penalties could be imposed on 
them next. 

“They do not like government 
interference in the lives of individu-
als, telling them what to do,” says 
Mr. Perry. 
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The idea of using a fee and 
incentive structure to moti-

vate consumer behavior change, as 
Arizona is attempting to do with a 
proposed $50 fee on smokers and 
obese Medicaid clients, is certainly 
appealing, says Donna Friedsam, 
MPH, health policy programs direc-
tor at the University of Wisconsin 
Population Health Institute in 
Madison.

“On the face of it, $50 does not 
seem a lot, as a marginal added fee 
for enrollment in a health cover-
age program,” says Ms. Friedsam. 
However, it’s unlikely that the $50 
fee would achieve the health-related 
goals of the program, she says.

“Arizona may be attracting atten-
tion for its specific approach, but it 
is not the first state to try inserting 
incentives into Medicaid to address 
smoking, obesity, or other health 
behaviors of its members,” she says.

West Virginia was perhaps the 
first state to experiment with pen-
alty-based incentives systems that 
withdrew Medicaid benefits when 

patients did not comply with state 
behavioral requirements, notes Ms. 
Friedsam.

The state’s Medicaid program 
made two levels of health care ben-
efits available, contingent upon 
specified behaviors and compli-
ance with a member contract, says 
Ms. Friedsam. Wisconsin, Florida, 
Idaho, and other states have pur-
sued incentive-based programs, she 
adds, rewarding Medicaid members 
for achieving specific goals or meet-
ing certain behaviors, particularly 
around preventive care.

“These programs have not yet 
demonstrated the utility of such 
incentives in promoting behavior 
change among the Medicaid mem-
bers,” says Ms. Friedsam.

A missed opportunity

While existing research suggests 
that small economic incentives may 
motivate short-term efforts, says 
Ms. Friedsam, these are particularly 
weak in achieving sustained weight 

loss or smoking cessation.
Penalties could actually deter 

current smokers from enrolling in 
health coverage and attaining the 
health care intervention that they 
need to quit smoking, according 
to Ms. Friedsam. “Research clearly 
demonstrates that people are most 
likely to break their tobacco depen-
dence when provided with effective 
medications, as well as counseling 
and behavioral treatment,” she says.

Obesity poses even greater chal-
lenges, says Ms. Friedsam, and 
existing health care interventions 
have demonstrated only modest 
success.

“The question here is whether it 
is reasonable to expect adults who 
are potential Medicaid beneficiaries 
to achieve individual weight loss, 
when these low-income persons 
face the greatest barriers to healthy 
food choices and active lifestyles,” 
she says.

Medicaid clients often lack access 
to safe outdoor activity spaces, rec-
reational facilities, affordable fresh 

Do incentives, penalties work? Not much evidence to 
date
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produce, and the time or knowl-
edge to achieve lifestyle change, she 
explains.

Arizona’s approach is most likely 
to simply deter enrollment by those 
with the lowest income who do not 
have a current health condition 
other than smoking or obesity, says 
Ms. Friedsam. However, she adds, 

these individuals will continue to 
incur expenses on the health care 
system on an episodic and uncom-
pensated basis through hospital 
emergency departments and other 
safety net venues.

“The Medicaid program will 
have missed an opportunity to 
enroll them, and provide the pre-

ventive services that might have 
broken their tobacco dependence or 
helped avert or manage pre-diabe-
tes, and thus avert later health care 
costs that will inevitably be borne 
systemwide,” says Ms. Friedsam.

Contact Ms. Friedsam at (608) 
263.4881 or dafriedsam@wisc.
edu.  

A formal scientific assessment of 
Pennsylvania’s multipayer medi-

cal home program is under way, 
reports David K. Kelley, MD, 
MPA, chief medical officer for the 
Pennsylvania Department of Public 
Welfare Office of Medical Assistance 
Programs.

“We have done a less formal, 
less robust assessment,” he says. 
“Anecdotally, we can say we think 
things look good, that we saved some 
money, but we can’t objectively do 
that at this point. We just don’t have 
the data.”

During the first year or so, adds 
Dr. Kelley, the program’s focus was 
mostly on practice transformation, 
with less emphasis on direct care 
management and transition of care 
activity. If significant cost savings 
aren’t found, he adds, this may be the 
reason.

“Those are two things that we 
didn’t make key pillars right out of 
the gate,” he says. “We didn’t require 
all of the higher-volume practice to 
embed care management nurses, and 
we didn’t add a transition of care 
component.”

Focus on transition of care

A first-year analysis by Keystone 
Mercy, one of the participating 
Medicaid health plans, did find some 
reductions in hospitalizations and 
ED visits, however, adds Dr. Kelley. 
“The same payer did another pilot 
with embedded nurses with a tran-
sition of care program, and found 
significant per member/per month 

savings,” he says.
Last year, a transition of care 

program was added to the Access 
Plus Enhanced Primary Care Case 
Management program, says Dr. 
Kelley, involving nurses seeing 
patients while they are still in the 
hospital and following up with them 
after discharge.

“The whole goal is to get our 
consumers home safely, on the right 
medicines, and to see their specialists 
and primary care physicians,” says 
Dr. Kelley. “Obviously, we are hop-
ing to see some cost savings on avoid-
ing readmissions.”

A Pittsburgh-based Medicaid 
health plan, UPMC for You, has 
implemented a very similar pro-
gram, adds Dr. Kelley, with embed-
ded nurses and a transition of care 
program.

Dr. Kelley adds that it’s worth not-
ing that Keystone Mercy’s assessment 
did show cost savings within a year. 
“It can be done within a year,” he 
says. “But I don’t want to put all eggs 
in one basket with the multipayer 
approach, and say that if we don’t see 
cost savings then it was worthless.”

In addition, Dr. Kelley notes that 
Geisinger Health System has pub-
lished some encouraging results on 
their medical home initiatives in the 
Medicare population in the same 42 
counties that Access Plus programs 
are in. 

“There is a growing body of pub-
lished literature, some of it maybe 
not as rigorous as we’d like it to be, 
that points to the fact that medi-
cal homes do add value, and save 

money and improve quality,” says 
Dr. Kelley. The Access Plus program 
has clearly demonstrated that quality 
has improved, he says, and staff are 
now trying to translate that into cost 
savings.

Future directions

Enhanced funding available from 
the Affordable Care Act could moti-
vate states to proceed with medi-
cal home initiatives, “but these are 
very challenging budgetary times. 
Coming up with that up-front cash 
is not easy to do,” says Dr. Kelley.

While enhanced funding is a great 
“carrot” for states, says Dr. Kelley, 
there are also a lot of requirements 
attached to it. Pennsylvania’s current 
approach, he says, is to continue to 
improve its medical home programs 
already in place. 

One question, says Dr. Kelley, is 
whether this can be done with the 
participating managed care organiza-
tion’s existing capitation payments. 
“We think that it can be done,” 
he says. “If we ask for the 90/10 
[enhanced funding], then we are 
addicted to the 90/10 for two years. 
Our approach is to work within our 
current construct, but to really take it 
to the next level.”

This will be accomplished, says 
Dr. Kelley by increasing the focus 
on transition of care and embedded 
nurses. “In the meantime, we are 
going to leverage our existing pro-
grams,” he says. “We think we can do 
that without the 90/10, and without 
all of the strings attached to that.”  

Evaluation of multipayer medical home is under way
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While South Carolina’s gover-
nor has given a directive to 

find ways to spend money more 
productively in Medicaid, says 
Tony Keck, the state’s Medicaid 
director, she has also given the 
directive to present credible alter-
natives to allow the state to opt out 
of federal health care reform. 

“So while we are reforming 
Medicaid and looking for ways to 
drive costs out of the system, we are 
also presenting alternatives to opt 
out of health care reform because 
we think we have a better way of 
doing it,” says Mr. Keck. “It’s got 
us three times as busy.”

Since there is no way to know at 
this juncture if those alternatives 
will be accepted, or whether health 
care reform will ultimately be ruled 
unconstitutional or be repealed in 
Congress, says Mr. Keck, the direc-
tive is to prepare just in case all or 
part of it gets implemented.

“It is prudent, because nobody 
knows what is happening,” he says. 
“There is so much uncertainty. 
Every state is in the position of 
having to do all these things at 
once, and we don’t know what’s 
going to happen.”

As a result, says Mr. Keck, 
agency staff are being diverted 
from other tasks. “We are cer-
tainly having to divert resources 
from things that we used to do,” 
he says. “In some cases, we are tak-
ing advantage of outside dollars.” 
South Carolina Medicaid recently 
received a Work Strategies grant 
from the Ford Foundation of sev-
eral hundred thousand dollars, he 
notes, to improve its eligibility and 
enrollment process. 

States’ needs differ

“While states are in their big-

gest budget crunch ever, to have to 
do all of this on top of it is pretty 
tough,” says Mr. Keck. “It’s defi-
nitely putting a strain on us, and 
every other Medicaid program I’ve 
talked to is feeling the same pres-
sure.”

The agency’s management staff 
are being reorganized to improve 
productivity, adds Mr. Keck. “We 
found out our manager-to-staff 
ratio is about one to four, and 
we’re working on making it closer 
to one to eight,” he says. “By free-
ing up some of those folks, we can 
redirect them to more productive 
purposes.”

Mr. Keck says that one of his 
biggest concerns is that “everything 
we do over the next several years 
will simply become a reaction to 
what the federal government is tell-
ing us to do. There is a danger of us 
constantly responding to what the 
feds are throwing at us, instead of 
working on things that we should 
be spending time on.”

South Carolina’s needs differ 
from other states, he adds, with dif-
ferent issues that affect the health 
and well-being of its citizens.

The state’s needs are much more 
related to endemic poverty and lack 
of jobs and education, according 
to Mr. Keck, compared to a state 
such as Massachusetts, which has a 
high level of education and a small 
percentage of poverty. “It’s not all 
related to how can we simply get 
more health services, but how do 
we make investments in K-12 and 
higher education and bring more 
businesses to the state, so people 
can get better jobs,” he says.

A good example, says Mr. Keck, 
is the Health Insurance Exchange 
planning grants, which he says 
were set up to answer the ques-
tion, “Should we implement a 

state or federal health exchange? 
But sometimes the biggest danger 
is asking the wrong question,” he 
says. “As we started to talk about 
this, we realized that what we really 
were trying to achieve is better out-
comes in the private health insur-
ance market.”

The state launched its planning 
effort to ask that broader ques-
tion that goes to the root of the 
problem, says Mr. Keck, instead of 
presupposing that the state should 
implement exchanges.

 
Employers dropping coverage

While revenue is now ticking 
up, Mr. Keck says South Carolina’s 
Medicaid program, which currently 
covers 800,000 individuals, is still 
seeing increases in enrollment that 
are lagging behind the improving 
economy, with low-income fami-
lies as the fastest-growing category. 
The budget for Fiscal Year 2012 
projects about 39,000 people will 
be added to the Medicaid rolls, 
says Mr. Keck, an increase of 4.7%.

Mr. Keck adds that he is very 
concerned about reports from the 
state’s actuaries indicating that 
about 145,000 individuals will 
drop their private health insurance 
and go onto Medicaid as of 2014. 
“That makes absolutely no sense,” 
he says. “One of the fallacies out 
there is that poor people don’t care 
about their own health care, but 
employers are dropping coverage.”

Mr. Keck says that he expects to 
see more than 500,000 new enroll-
ees coming onto the program in 
2014. “In poor states like South 
Carolina, that is a huge burden,” 
he says. “While the first two years 
are paid completely by the federal 
government, we’ve got to think 
more than two years out.”  

Multiple Medicaid directives have agencies “three 
times as busy”
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Elders and adults with severe dis-
abilities have mostly remained 

under traditional fee-for-service 
Medicaid plans, but this is now 
changing, according to Thomas L. 
Johnson, BA, JD, president and 
CEO of Medicaid Health Plans of 
America, a Washington, DC-based 
trade association representing 
Medicaid health plans.

A number of states are now mov-
ing their most expensive Medicaid 
populations, including dual eligibles, 
into some type of coordinated care 
arrangement, says Mr. Johnson.

A new Alignment Initiative was 
announced in May 2011, to be led by 
the U.S. Department of Health and 
Human Services’ (HHS) Medicare-
Medicaid Coordination Office. 
With new access to data on how 
Medicaid populations use Medicare 
services, states can identify high-risk 
and high-cost individuals, determine 
their primary health risks, and pro-
vide comprehensive individual cli-
ent profiles to tailor interventions, 
according to HHS.

“The alignment initiative by HHS 
will give those programs a lot of assis-
tance in coordinating care for this 
population,” says Mr. Johnson.

Many dual eligibles still receive 
fragmented care, explains Mr. 
Johnson, but integrated care coor-
dination is a better approach for 
treating the low-income, elderly and 
disabled patients that make up the 
dually eligible.

The cost of dual eligibles is almost 
half of the cost of Medicaid, notes 
Mr. Johnson, even though the popu-
lation tends to be under 20% of total 
enrollment. “Coordination for the 
dual eligible population is part of 
the solution to the ongoing struggle 
Medicaid programs are having with 
their costs,” he says. “It is an alterna-
tive to reductions in eligibility or cuts 
in provider payments.”

The clinical needs of the dual eli-
gible population are a lot more chal-
lenging than the traditional Medicaid 
population, who are likely to have 
chronic conditions and mental 
health disorders, says Mr. Johnson.

“You’re starting to see states actu-
ally including this population in 
the RFPs they are producing over 
the next few years, or issuing sepa-
rate RFPs for their long-term care 
dual eligible population,” says Mr. 
Johnson.

RFPs need to be tailored to the 
particular needs of the state, says Mr. 
Johnson, since the size and needs of 
the dual eligible population and the 
availability of certain types of provid-
ers may differ. There is an empha-
sis on making sure that families are 
involved with care planning, he says, 
and giving individuals freedom of 
choice on staying in an institution or 
at home.

“We are seeing that with the RFPs 
being issued,” says Mr. Johnson. 
“States want to be sure that health 
plans have the capacity to deal with 
the special issues that this population 
brings.”

Fee-for-service “exceedingly 
inefficient”

Many of the states extending capi-
tated Medicaid managed care to the 
Aged/Blind/Disabled (ABD) and 
Supplemental Security Income (SSI) 
populations are also looking at man-
aged care options for dual eligibles, 
reports James Verdier, a senior fel-
low in the Washington, DC office of 
Mathematica Policy Research, a non-
partisan research firm.

The main reason for this, says 
Mr. Verdier, is that this population 
accounts for the majority of costs 
in Medicaid programs. “The costs 
are not with your basically healthy 
moms and kids population. Most 

of that population has already been 
enrolled in managed care,” he says.

Most of the ABD/SSI popula-
tion gets care from the Medicaid fee-
for-service system, says Mr. Verdier, 
“which is exceedingly inefficient and 
costly.”

However, when Medicaid pro-
grams do switch this population to 
managed care organizations (MCOs), 
says Mr. Verdier, they won’t see sav-
ings over the short term. In part, this 
is because many people have serious 
health care needs that weren’t being 
met in the fee-for-service system, he 
explains.

“Either there was not appropriate 
access, or care was so poorly coor-
dinated that they were in really bad 
shape,” says Mr. Verdier. “When they 
come into the MCO, their unmet 
needs are costly in the short term.”

Savings tend to occur after a year 
or two, says Mr. Verdier, due to 
reductions in inappropriate hospital 
and emergency room services, and 
more appropriate use of prescrip-
tion drugs. “The question for health 
plans and states and everybody else, 
is when do the savings down the road 
start to become larger than the up-
front costs? That probably doesn’t 
happen any sooner than the end of 
year two,” he says. 

It could happen before that, says 
Mr. Verdier, or, if the plans are not 
very effective in improving care, it 
may not happen for a very long time 
or at all. “My view is generally that 
the fee-for-service system is so bad 
for most beneficiaries in these eligi-
bility categories that almost any kind 
of reasonably good managed care 
has got to be better,” he says. “The 
fee-for-service system sets a very low 
bar.”

Contact Mr. Johnson at (202) 857-
5720 or tjohnson@mhpa.org and 
Mr. Verdier at (202) 484-4520 or 
JVerdier@Mathematica-Mpr.com.   

High-cost Medicaid clients move out of fee-for- 
service into managed care
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Plans’ lack of experience is one 
concern as states move their 

Aged/Blind/Disabled (ABD) and 
Supplemental Security Income 
(SSI) populations into Medicaid 
managed care, according to 
James Verdier, a senior fellow in 
the Washington, DC, office of 
Mathematica Policy Research, a 
nonpartisan research firm.

Although a number of multi-
state plans that specialize in the 
Medicaid managed care market 
have experience dealing with the 
ABD/SSI population, says Mr. 
Verdier, most have covered primar-
ily mothers and children. 

“That is one concern that has 
inhibited the expansion of this 
kind of managed care,” he says. 
“You want people with a track 
record with this more complex 
population.”

Here are Mr. Verdier’s recom-
mendations for steps that states 
should take when moving this pop-
ulation into managed care:

• The RFP should be very 
explicit about the qualifications 
a plan needs to be a qualified 
bidder.

For instance, says Mr. Verdier, 
states should specify the type of 
staffing that a managed care organi-
zation (MCO) needs to coordinate 
care for people with especially com-

plex care needs.
• The system of payment for 

the plans should be appropriately 
adjusted for the high needs and 
high risk of this population.

Some people may have several co-
existing conditions with extremely 
costly care, Mr. Verdier explains, 
while others may have a physical 
disability but are otherwise healthy 
and high-functioning. “There is 
enormous variation in the cost, and 
you have to take that into account,” 
he says. 

• The state should be able to 
measure the quality of the care 
provided by the MCO.

“You’ve got to have safeguards 
and monitoring provisions in place 
before you go down the road of 
including this population in man-
aged care,” Mr. Verdier says. 

• Beneficiaries and their advo-
cates should be consulted.

“You can’t simply rush the thing 
through without consulting the 
people whose lives are going to be 
affected by it,” says Mr. Verdier. 

One approach, says Mr. Verdier, 
is to guarantee that beneficiaries 
can see the same providers they 
have seen in the past even if they’re 
not in the MCO’s network, at least 
for a transition period. “This makes 
sure that people with pretty com-
plex needs do not have their lives 

disrupted, and gives everyone time 
to develop alternative arrangements 
if necessary,” he says. 

• Concerns of providers should 
be addressed, especially provid-
ers of mental health services, 
long-term care, and personal care 
assistance. 

These providers are typically 
concerned about the additional 
layer of management and oversight 
that a managed care plan is likely 
to bring, says Mr. Verdier, and that 
they won’t be paid as much for par-
ticular services or that there will be 
constraints on the volume of ser-
vices they provide. 

“A number of states require that 
the managed care plans pay the same 
rates that providers have been get-
ting in the fee-for-service Medicaid 
program,” says Mr. Verdier. “It 
wouldn’t necessarily continue in 
perpetuity, but it is a way of dealing 
with the transition.”

To assuage the concerns of pro-
viders of home and community-
based services, says Mr. Verdier, 
some states require managed care 
plans to contract with them.

“You can require the plan to at 
least offer these providers a contract 
under reasonable terms, and they 
can take it or not as they see fit,” 
he says. “It is an assurance that they 
will not be shoved to the side.”  

States need “track record” for move to managed care

Medicaid patients facing serious 
or life-threatening illnesses 

incurred $6,900 less in hospital 
costs if they received palliative care, 
compared with a similar group of 
patients who received usual care, 
according to a new study1. Palliative 
care recipients also spent less time 
in intensive care units (ICUs), and 
were more likely to receive hospice 
referrals. 

Based on these findings, the 
researchers estimate that the 
Medicaid hospital spending in New 
York state could be reduced by $84 
million annually, if every hospital 
with 150 or more beds had a fully 
operational palliative care consulta-
tion team.

“Over the past ten years, we have 
seen the rapid growth and devel-
opment of palliative care teams 

in hospitals. They are focused on 
improving the quality of life for per-
sons with serious illness and their 
families,” says R. Sean Morrison, 
MD, one of the study’s authors and 
a professor of geriatrics and pallia-
tive medicine at Mount Sinai School 
of Medicine in New York City. 

Given the fact that palliative care 
teams are focused on the most com-
plex, seriously ill patients, which 

Data show palliative care saves Medicaid money,  
improves care
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are the 10% of the population that 
accounts for 50% to 60% of total 
Medicaid costs, the researchers won-
dered if this would result in cost sav-
ings to hospitals, says Dr. Morrison. 
They decided to focus on Medicaid 
beneficiaries because of the rapid 
growth in Medicaid spending, he 
explains, and because Medicaid cov-
ers a vulnerable patient population. 

“If you can improve quality and 
lower costs for Medicaid patients, 
this would have significant benefits 
for other populations served by 
those hospitals,” says Dr. Morrison. 

The researchers selected four 
New York hospitals with mature 
palliative care programs, and found 
significant reductions in overall hos-
pital costs, ICU expenditures, and 
ICU deaths, and increases in refer-
rals to hospices. 

These findings, combined with 
other studies that have looked at 

cost savings of palliative care, show 
that care of this population can be 
improved in a cost-effective man-
ner, says Dr. Morrison. 

Better quality, less cost

“Palliative care programs essen-
tially shift care of complex, seriously 
ill patients back into the commu-
nity, which is where most patients 
want to be and where they tend 
to be much safer,” says Diane E. 
Meier, MD, FACP, director of the 
Center to Advance Palliative Care at 
the Mount Sinai School of Medicine 
in New York City. “They make sure 
they get the services and support 
they need to remain at home.”

The quality of care improves and 
costs are reduced, says Dr. Meier, 
because the hospital is by far the 
most expensive and high-risk set-
ting for patients with serious illness. 

“Most of the reason they end up in 
hospitals is because there is simply 
no alternative safety net in the com-
munity,” she explains. 

Most admissions to the hospital 
occur through the ED, she says, 
and patients often turn to the ED 
because there is nowhere else for 
them to get care. “Our health care 
system is overbalanced on the hos-
pital side, and underbalanced on the 
community side,” says Dr. Meier.

Palliative care teams mobilize 
existing resources in the community 
to meet the needs of these typically 
very complex patients, she says, 
and the needs of family caregivers 
who are often exhausted and over-
whelmed themselves. 

“The result of that, not surpris-
ingly, is that many crises are averted. 
Patients do not end up having to 
go back to the hospital,” says Dr. 
Meier.   

All of the accountable care princi-
ples that are integrated into the 

Affordable Care Act (ACA) require 
a clinical approach to the sickest, 
most complex and costliest patients, 
says Diane E. Meier, MD, FACP, 
director of the Center to Advance 
Palliative Care at the Mount Sinai 
School of Medicine in New York 
City, because they all begin to move 
the system away from the fee-for-
service model. 

“Health care groups, providers, 
hospitals and multiphysician prac-
tice groups will need to function in 
an environment that involves vari-
ous forms of capitation, where pay-
ment is linked to quality and not 
quantity of care,” she says. 

Palliative care is one of very 
few interventions that has repeat-
edly been shown to save money by 
improving the quality of care, Dr. 
Meier says. “It doesn’t save money 
by rationing care, but by helping to 

avoid preventable crises,” she says. 
For this reason, says Dr. Meier, the 

new delivery and payment models 
called for in health reform have the 
potential to “enormously increase” 
attention to access and capacity for 
palliative care in Medicaid. “It’s not 
explicitly called for in the law, but I 
don’t see how any of these models 
can survive without it,” she says. 

A missed opportunity

The ACA’s failure to mandate 
that palliative care be included 
in accountable care organizations 
(ACOs) was a “missed opportunity,” 
says R. Sean Morrison, MD, a pro-
fessor of geriatrics and palliative 
medicine at Mount Sinai School of 
Medicine in New York City. 

“Within ACOs, it’s going to be 
the 5% to 10% of the seriously ill 
patients that will account for the 
majority of health care spending,” 

he says. 
Including palliative care teams 

within the ACOs would ensure 
that a vulnerable population would 
receive the best quality care, says Dr. 
Morrison, and would also ensure 
that ACOs would be sustainable 
moving forward. “One of the things 
that states should be cognizant 
of is to make sure that ACOs and 
Medicaid medical homes include 
palliative care,” he says.

Dr. Morrison says the “last 
untouched frontier” where palliative 
care has not been developed is long-
term care facilities such as assisted 
living and nursing homes. “Right 
now, many Medicaid regulations 
are designed to encourage a system 
where seriously ill patients from 
nursing homes are transferred back 
and forth to hospitals to receive 
unwanted and unnecessary inter-
ventions, then sent back to the nurs-
ing home,” he says. 

Palliative care model meets goals of health care  
reform
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For this reason, says Morrison, 
palliative care needs to be devel-
oped for the dually eligible elderly 
and disabled population residing in 
nursing homes. “This is a general-
izable model that really meets the 
goals of health care reform,” says 
Dr. Morrison. “It improves quality 
and reduces costs at the same time.”

Barriers still exist 

Dr. Morrison notes that only 
60% of U.S. hospitals have some 
sort of palliative care program cur-
rently. “We need to move to fully 
integrating this into the fabric of our 
health care institutions,” he says. “If 
we can do that, we improve care for 
our most vulnerable and costly pop-
ulation. We also have more dollars 
to go around.”

One key barrier is reimburse-
ment, says Dr. Morrison, as the phy-
sician and nurse practitioner are the 
only providers on the palliative care 
team who are currently reimbursed. 
“The other barrier is a workforce 
issue,” he says. “It is a relatively new 
specialty. There need to be training 

opportunities for health care profes-
sionals to enter the field.”

There is currently a cap on the 
number of graduate medical educa-
tion trainees, he explains, and since 
palliative care is a new specialty, 
there are no new open training slots.

Some providers wrongly believe 
that palliative care is the same as 
end-of-life care, says Dr. Morrison, 
when in fact it’s provided at the same 
time as disease-directed and curative 
treatments. Due to that miscon-
ception, he says, many patients are 
never referred.

“If I was a Medicaid director, I 
wouldn’t want any of my benefi-
ciaries being cared for in a hospi-
tal that doesn’t have a palliative 
care program,” says. Dr. Morrison. 
“State Medicaid directors can have 
a huge role in promoting education 
on palliative care for practitioners, 
as part of licensing requirements, 
for example.”

Dr. Meier notes that Medicaid 
redesign laws were recently passed 
to require hospitals, home care 
agencies, assisted living facili-
ties and nursing homes to ensure 

access to palliative care in New 
York state, adding that almost all 
payers who participate in Medicaid 
also participate with other payers 
such as Medicare and commercial 
insurance. 

“By saying , ‘If you want to par-
ticipate in Medicaid, you must 
assure access to this kind of care for 
patients,’ it’s the same thing as say-
ing that every health care institution 
needs to do this,” she says. 

Dr. Meier adds that the budget 
crisis was a key motivator for the 
legislation. “Everybody knows we 
are in a cost crisis,” she says. “That 
has a way of overcoming a lot of bar-
riers that ordinarily would prevent 
this kind of law from passing.”  

Contact Dr. Meier at (212) 241-
6796 or Diane.meier@mssm.edu and 
Dr. Morrison at (212) 241-1466 or 
sean.morrison@mssm.edu. 
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As a result of the Indiana legis-
lature voting to cut off $3 mil-

lion in federal money from Planned 
Parenthood because it provides 
abortion services, the state’s Planned 
Parenthood clinics stopped treating 
Medicaid patients, but a June 24 
federal district court ruling blocked 
provisions of the state law.

“As far as we know, what Indiana 
is doing is new,” says Rachel Benson 
Gold, director of policy analysis 
and Washington office operations 
at the Guttmacher Institute in 
Washington, DC. “Efforts in other 
states to restrict family planning 
funding have dealt with whether the 
organizations can receive state fam-
ily planning funds, and none have 

ever reached Medicaid,” she says. 
On June 1, Donald Berwick, 

administrator of the Centers for 
Medicare & Medicaid Services 
(CMS), denied Indiana’s request to 
block agencies that use their own, 
private funds to provide abortion 
services from being able to receive 
Medicaid reimbursement for fam-
ily planning services to individuals 
enrolled in the program. 

In a letter to the state, along with 
separate guidance issued by the 
agency to all states, CMS said that 
although states may exclude provid-
ers in cases such as fraud or other 
criminal activity, they are not per-
mitted to exclude providers “solely 
on the basis of the range of medical 

services they provide.” 
“The Medicaid statute specifically 

permits enrollees to obtain services 
from any agency that is qualified 
and willing to provide the care,” 
says Ms. Gold, adding that the guid-
ance specifies that states “may not 
exclude qualified health care provid-
ers…from providing services under 
the program because they separately 
provide abortion services.” 

The state has 60 days to appeal 
the CMS decision, and indications 
are that it is likely to do so, says 
Ms. Gold. “According to media 
accounts, failure to comply with 
the agency’s decision could jeopar-
dize more than $4 billion the state 
receives in federal Medicaid reim-

Indiana and CMS clash over denying taxpayer  
funding to Planned Parenthood
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bursement annually,” she says. 

In this situation, “all of the legal 
protections paradoxically are on the 
state side,” says Sara Rosenbaum, 
JD, chair of the Department of 
Health Policy at the School of Public 
Health and Health Services at The 
George Washington University 
Medical Center in Washington, 
DC.

“Beneficiaries have been deprived 
of access, but the state has legal pro-
tections against the denial of funds 
even as the secretary issues what is 
unquestionably a correct ruling,” 
says Ms. Rosenbaum. 

A state has due process protection 
under federal law, Ms. Rosenbaum 
explains, and can therefore refuse to 
concur with the U.S. Department 
of Health and Human Services 
(HHS)’s decision. “Unlike a court, 
which has injunctive powers and can 
hold things in the status quo while 
the merits are decided, the secretary 
lacks such powers,” she says. “It 
could be years until the question of 
whether HHS is right or wrong in 
finding Indiana out of compliance is 
decided.”

Is HHS within its powers?

“The whole point of Medicaid in 
1965 was to open up a broad array 
of services to poor people,” says 
Ms. Rosenbaum. “You can’t cut off 
access to providers that are capable 
of performing a service, just because 
they do other things that Medicaid 
doesn’t pay for.”

While the state certainly has the 
right to contest the federal interpre-
tation, Ms. Rosenbaum says that 
HHS was “well within its powers. 
This is an incredibly important issue 
that goes to the heart of the whole 
program. It has to step in at some 
point to protect the integrity of the 
program.”

Other states are likely to follow 
suit, says Ms. Rosenbaum because 
they believe they have broad power 
to decide who is a qualified pro-

vider. “There never has been a case 
precisely like this one,” she notes. 
While there have been many free-
dom of choice cases, says Ms. 
Rosenbaum, she’s unaware of any 
that deal directly with the question 
of whether a provider can be kept 
out the program because it provides 
services that Medicaid doesn’t pay 
for. 

“If you think about it, every pro-
vider out there provides services that 
Medicaid doesn’t pay for,” she says, 
adding that the only question really 
should be whether the provider is 
capable of providing the service that 
Medicaid wants to buy.

“The freedom of choice policy 
is particularly great in the case of 
family planning, as evidenced by 
years of Congressional amendments 
clarifying a right of access,” says Ms. 
Rosenbaum. “There is no service 
that is more emblematic of this than 
family planning.”

Each time that Medicaid has 
been amended to allow tighter 
control over access, Congress has 
exempted family planning, notes 
Ms. Rosenbaum. 

“I believe what the state has 
done here is unlawful, but that 
does not mean the state shouldn’t 
have its say in court before losing 
its federal funding over it,” she 
says.

Ms. Rosenbaum says that she 
feels equally strongly, however, that 
beneficiaries should have access to 
the same protection to stop a ser-
vice from being withheld from 
them, until there has been a defini-
tive ruling.

“The question is, is it legal? We 
don’t know the answer to that yet,” 
says Ms. Rosenbaum. “The state 
has the right to have its case heard 
before we know whether it’s legal or 
not, but beneficiaries should have 
the same right.”

Contact Ms. Gold at (202) 296-
4012 or rgold@guttmacher.org and 
Ms. Rosenbaum at (202) 994-4232 
or Sara.Rosenbaum@gwumc.edu.  


