
State Medicaid directors say
they don’t see much financial
benefit to some recent major

changes in state pharmacy pro-
grams, including changes authorized
by the
D e f i c i t
Reduction
Act of
2005 (DRA) and use of the
Medicare Part D drug benefit.

Medicaid directors from almost all
states and the District of Columbia
responded to a survey sponsored by
the National Association of State
Medicaid Directors and conducted
by Avalere Health.

Officials in two-thirds of the states
said they don’t expect the DRA to
reduce their spending on pharmacy
benefits. While DRA supporters said
it would give states greater flexibility
to achieve savings by adjusting some
health benefits, most states have
voiced skepticism that the changes
will reduce their costs.

Near the end of 2006, the
Centers for Medicare & Medicaid
Services (CMS) released a proposed
rule implementing Congress’
requirements in the DRA by making
sweeping reductions in payments to

In the weeks following the
November mid-term elections,
which saw Democrats gaining

control of Congress and the election
of many new governors, a number of
health policy think tanks saw an
opportunity to make some changes in
the nation’s approach to health care
and issued papers outlining ideas for
members of Congress, governors,
state Medicaid directors, and state
budget officers to consider. While the
groups did not necessarily coordinate
release of their issue papers, they cov-
ered much of the same ground
because there is no real secret about
where Medicaid spending is concen-
trated and what should be done to try

to control that spending. 
The Center for Health Care

Strategies (CHCS) suggested five
promising Medicaid reform strategies
for states to consider, while the
Kaiser Commission on Medicaid and
the Uninsured profiled high-cost
Medicaid populations. Also, some
states are reinventing their Medicaid
programs, organizing them in ways
they hope will be more cost-effective. 

Recognizing that, as U.S.
Supreme Court Justice Louis
Brandeis once said, states are the
nation’s “laboratories for innova-
tion,” CHCS laid out five
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“Medicaid ‘Best Buys’ for 2007,”
reform strategies for governors to
consider.

CHCS says while external factors
such as congressional action to reau-
thorize the SCHIP program and
developing solutions to cover the
uninsured will put pressure on
states, Medicaid still has many
opportunities to lead through inno-
vative care-management approaches
addressing the complex and costly
health needs of its most vulnerable
members.

“Improving the way care is deliv-
ered in Medicaid will not only target
scarce public resources more effec-
tively, it can also spill over to
improve health care delivery as a
whole, for state employees, retirees,
and commercially insured popula-
tions,” according to CHCS
researchers Melanie Bella, Stephen
Goldsmith, and Stephen Somers.
“This analysis of Medicaid ‘Best
Buys’ outlines five of the most
promising opportunities for improv-
ing the health of high-risk and high-
cost Medicaid beneficiaries while
slowing the rise in spending.”

The authors noted that while
increases in Medicaid spending seem
unsustainable to some, any effort to
restrict spending growth should rec-
ognize that Medicaid is 1) the health-
care safety net for increasing numbers
of people who have lost employer-
based insurance; 2) the primary rev-
enue source for safety-net institutions
for the uninsured; and 3) the funder
of last resort for long-term supports
and services for people with disabili-
ties and the frail elderly.

“Increasingly, policy-makers are
realizing that short-term fiscal fixes
— cutting rates, coverage, or bene-
fits — simply shift the costs to other
payers (for example, hospital

uncompensated care pools) or to
another day when people with pre-
ventable (and costly) health needs
present themselves for publicly
financed care,” the authors wrote.

An alternative to cutting spend-
ing is to find ways to get better
value for every tax dollar spent on
Medicaid and to bend the trend in
longer-term cost growth.

Medicaid’s 80/20 rule
Center for Health Care Strategies

president Stephen Somers, one of
the report authors, tells State Health
Watch that in every state a very small
proportion of Medicaid beneficiaries
account for the bulk of the program’s
expenditures. So, he says, up to 80%
of spending goes for some 20% of
enrollees, primarily those with severe
chronic illnesses and disabilities and
the frailties associated with aging.

“By examining patterns of illness
in their Medicaid populations, states
can target opportunities to achieve
both short- and long-term returns
on investment in health care quality
improvement,” he says.

According to Mr. Somers, with so
much money going to cover services
for relatively few people, it make
sense to look there for efficiencies
and savings.

CHCS is not the only group call-
ing attention to the need to look at
high-risk, high-cost populations. At
the same time CHCS issued its
report and recommendations, the
Kaiser Commission on Medicaid
and the Uninsured issued a report
profiling Medicaid’s high-cost popu-
lations (see related story, p. 5).

Mr. Somers said many state
Medicaid agencies and their man-
aged care plan contractors have been
identifying high-risk, high-cost pop-
ulations and coordinating their care
more efficiently and effectively
through care management pro-
grams. He said they were succeeding
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in improving quality for patient
populations for whom there are
likely to be quicker returns on
investment: high-risk pregnant
women, children with serious
asthma, and adults with congestive
heart failure. 

“This should help them convince
other state policy-makers, including
governors, legislators, and budget
directors, to invest in longer-term
quality improvement initiatives for
other populations, such as those
with diabetes, depression, and other
combinations of chronic condi-
tions,” he wrote.

Both short- and long-term savings
He tells State HealthWatch he and

his colleagues chose their five “best
buy” reform strategies to cover both
short-term and long-term potential
savings. He says it remains difficult
to find evidence-based studies
demonstrating the value of the strate-
gies, although CHCS has been work-
ing to try to collate such studies.

While each of the strategies has
been discussed in various contexts
in the past, Mr. Somers tells SHW
he believes they have a better
chance of being implemented more
broadly now because state Medicaid
agencies are increasingly becoming
sophisticated purchasers of health
care services. 

“Many are well beyond ‘one-size-
its-all’ managed care contracting
and are increasingly confident in
their own ability and that of their
contractors to stratify their high
needs populations and predict
where tailored interventions will add
the most value,” he says.

While the recommendations are
primarily targeted at state Medicaid
agencies, Mr. Somers says federal
agencies can play a role in helping
encourage the changes. He notes the
government sponsors a lot of
Medicare research and demonstra-
tion, but very little in the Medicaid

arena. The rest of the U.S. health and
long-term care system could learn a
lot from greater research and devel-
opment investments in Medicaid
innovations for targeted populations,
he says. He expresses the hope that
the Centers for Medicare &
Medicaid Services, the HHS Office
of the Assistant Secretary for
Planning and Evaluation, the Agency
for Healthcare Research and Quality
and other federal agencies “will see
and seize such opportunities.”

Included in the recommenda-
tions are:

1. Care Management for High-
Risk Pregnancy. Medicaid covers up
to half of all births in the United
States, for a significant percentage of
total Medicaid inpatient admissions.
While hospital charges for a normal
birth-weight baby average $5,800,
those for a low-weight infant in need
of intensive care can cost $1 million
or more, showing where savings are
possible. Women from lower socioe-
conomic groups experience poorer
birth outcomes than other mothers,
putting Medicaid at risk for higher
delivery claims and neonatal inten-
sive care unit expenses. 

The report said managed care ini-
tiatives aimed at increasing the
number of healthy births have sub-
stantially reduced NICU admission
rates and have had positive returns
on investment. 

The report recommends imple-
menting a statewide program to
reduce NICU admissions for high-
risk pregnant women, including
incentives for plans and providers to
implement prenatal care outreach
programs for high-risk pregnancies.

2. Care Management Program
for High-Risk Asthmatic Children.
Medicaid provides care for one-third
of all children in the United States
and asthma care for children drives
up costs considerably since some
12% of children on Medicaid are
diagnosed with asthma. Estimated

costs for their care are in excess of
$16 billion a year. Asthma accounts
for 14 million lost school days for
children each year and 14.5 million
lost work days for adults.

The report says care management
for children with severe asthma can
cut the incidence of asthma attacks
and keep children out of emergency
rooms and hospitals. Significant sav-
ings can come through targeting
high-risk cases and creating financial
incentives rewarding improved care
management. States such as
Arkansas, California, and New York
have demonstrated that substantial
reductions in hospital-based care
can be achieved through targeted
asthma interventions. 

The report recommends that
high-risk children with asthma be
enrolled in care management pro-
grams, with appropriate financial
incentives, operated either by the
state, health plans, or care manage-
ment organizations.

3. Managed Care Models for
Aged, Blind, and Disabled
Medicaid Beneficiaries. Aged, blind,
and disabled beneficiaries account
for 27% of Medicaid enrollees, but
close to 70% of total Medicaid
spending. Most of them are in
unmanaged fee-for-service programs
with little or no coordination of
their complex array of health care
needs. The authors said that while
there are challenges to enrolling
these populations in managed care,
states are using a variety of models,
including enhanced primary care
case management and comprehen-
sive care management, to provide
higher levels of care coordination for
beneficiaries with chronic needs.

The paper said managed care
programs for the aged, blind, and
disabled can improve health out-
comes, control costs, and provide a
measure of budget predictability.

The paper recommends that aged,
blind, and disabled beneficiaries be
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enrolled in one or more models of
managed care, including full-risk or
partial-risk capitation through a con-
tract with a health plan; a case man-
agement fee arrangement with a
health plan, care management orga-
nization, or provider; or a partial-risk
to nonrisk arrangement through a
contract with an administrative ser-
vice organization.

4. Managed Care Models for
Long-Term Care Supports and
Services. With Medicaid paying
nearly 50% of the nation’s total
spending on long-term care, there is
a significant incentive for states to
better manage beneficiaries’ long-
term care needs, including the so-
called “dual-eligibles” who also
qualify for Medicare. Options avail-
able to states include programs that
manage long-term supports and ser-
vices only, those that integrate acute
and long-term care, and those that
integrate Medicaid and Medicare.

The report said the biggest
opportunity lies in improving care
for the 7 million dual-eligibles, who
represent only 14% of Medicaid’s
enrollment but drive more than
40% of total Medicaid expendi-
tures, with close to 70% of those
expenditures being for long-term
care services.

States not yet ready to fully inte-
grate Medicaid and Medicare services
still can reap benefits, according to

the report, by developing programs
to better manage long-term care ser-
vices and supports and integrate
long-term and acute services.
Managed long-term care programs
have been shown to improve quality,
cost-effectiveness, and community
placements in states such as Arizona,
Florida, Texas, and Wisconsin.

The report recommends imple-
menting a managed long-term care
program for Medicaid beneficiaries;
implementing a managed long-term
care program for Medicaid beneficia-
ries that also integrates acute care
services covered by Medicaid; and
implementing an integrated care
program for dual-eligibles with one
of several approaches — wraparound
or partially capitated contract for
one or all of the services covered by
Medicaid or a capitated contract
with a Medicare Advantage Special
Needs Plan for the full range of
Medicaid primary, acute, behavioral,
long-term care supports and services.

5. Care Management for High-
Risk, High-Cost Members with
Multiple Chronic Health Needs.
The report noted that less than 5%
of Medicaid beneficiaries account
for close to 50% of total expendi-
tures, with the top 1% responsible
for more than 25% of annual
Medicaid costs nationally. Most of
these beneficiaries have multiple
chronic physical and behavioral

health conditions and/or disabilities,
often complicated by socio-eco-
nomic factors. “Developing pro-
grams to better manage the care of
this very small, high-cost group of
beneficiaries offers tremendous
opportunities to increase quality and
control costs,” the report asserted.

Some organizations have achieved
a significant decrease in costs and
improvements in quality measures by
using predictive modeling to identify
persons who may become ill (and
costly) and employing intense med-
ical management for those with mul-
tiple diseases who are already very
costly. “By reducing the need for, and
utilization of, hospitals and nursing
homes, costs for these patients can
eventually be brought under much
better control,” the report said. 

The authors recommend imple-
menting a care management pro-
gram that focuses on the top 1% to
5% of highest-risk, highest-cost
beneficiaries and incorporating a
targeted care management strategy
for the top 1% to 5% of highest-
risk, highest-cost beneficiaries into
any managed care program or con-
tract for aged, blind, and disabled
beneficiaries.

Download the CHCS issue brief at
www.chcs.org/usr_doc/Medicaid_Best
_Buys_2007.pdf. Contact Dr. Somers
at (609) 528-8400. ■

pharmacies as a way of saving $8.4
billion over the next five years.
Officials said that would be a 5.6%
reduction in total projected
Medicaid spending on prescription
drugs in the five years. The Bush
administration estimated the federal
government would save $4.9 billion,
while states would save $3.5 billion.

Avalere Health vice president Jon

Blum, who conducted the survey
and released the results, tells State
Health Watch the proposed rule con-
tains no surprises and only codifies
what Congress had ordered in the
DRA. He says states are likely to
face pressure from pharmacies to
increase their dispensing rates to
help offset the cuts in the amounts
paid for drugs.

CMS officials said the goal is to
ensure that Medicaid can get drug
discounts similar to those provided
to large customers in the private

market. Congressional investigators
found that Medicaid pays 35%
more than the lowest price available
in the private market for some com-
monly used brand-name drugs.
States make the final decision on
how much pharmacies are paid,
subject to federal limits.

CMS estimated that 90% of sav-
ings would come from pharmacies,
with the remaining 10% from drug
companies, which would be
required, among other things, to give
price concessions on certain drugs

Fitness Fitness
Continued from cover
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administered in doctors’ offices.

Annual snapshot
Mr. Blum says the report, which

will be updated annually, was
intended to give a snapshot of state
pharmacy practices and state offi-
cials’ perspectives on key policy
changes during the summer of 2006. 

In addition to expressing caution
about the value of DRA flexibility
and the shift of dual-eligibles to
Medicare Part D, state Medicaid
directors also said:

• Managed care organizations are
given considerable flexibility to
develop drug formularies for individ-
uals and classes of drugs covered by
the managed care plans. However,
nearly 25% of states carve out a por-
tion of their pharmacy program to
retain state control of pharmacy ben-
efits for specific beneficiary groups
and classes of drugs.

• Several states participate in bulk
purchasing pools and the option is
being considered by others. But
some states have found their inter-
ests are better served by developing
their own Medicaid pharmacy poli-
cies rather than joining a pool.

• States continue to use a variety
of mechanisms, such as medication
management programs, drug com-
parative effectiveness information,
and pay-for-performance initiatives,
to manage both cost and use of pre-
scription drugs, while coordinating
such efforts with evidence-based

pharmacy quality programs.
• States are developing strategies

to comply with the DRA require-
ment that Medicaid programs collect
rebates on all physician-administered
drugs by Jan. 1, 2008.

The report says the average
Medicaid beneficiary uses 3.3 pre-
scription drugs per month, while the
average dually eligible individual uses
5.8 drugs and the average institution-
alized individual uses 7.2 drugs. 

Medicaid programs constituted
19% of national prescription drug
spending in 2003. In 2004,
Medicaid programs spent $36.6 bil-
lion on prescription drugs, 12.5%
of total Medicaid spending.
Prescription drugs for individuals
dually eligible for both Medicare
and Medicaid cost the program
$15.2 billion in 2003.

Many different approaches used
In terms of pharmacy benefit

design, 44 programs have imple-
mented preferred drug lists; a signif-
icant majority of states require prior
authorization for certain drugs; 47
programs impose prescribing or dis-
pensing limits; 10 programs do not
charge copayments; and nine pro-
grams do not require pharmacists to
dispense generic multisource drugs.

“State pharmacy policies and prac-
tices bear a direct impact on the
health care provided to Medicaid
beneficiaries, overall state finances,
and the health care industry” Mr.

Blum says. “This report provides an
indication of how states are shaping
their pharmacy policies to balance
the tension between providing high-
quality benefits and managing costs.”

Mr. Blum tells State Health Watch
that although control of the House
and Senate is to shift to the
Democrats in 2008, pharmacy
changes have been a bipartisan issue,
with a heavy emphasis on giving
states more tools they can use to
contain drug costs. 

“Differences between the parties
develop over beneficiary cost-
sharing,” he tells SHW.
“Republicans tend to support cost-
sharing as a means of promoting
personal responsibility, while
Democrats often believe cost-shar-
ing puts a heavy burden on those
with low incomes and forces them
to avoid seeking care.”

According to Mr. Blum, pharmacy
policy continues to be a top priority
for states and new innovations are
starting to emerge, such as matching
pharmacy claims to patients’ health
records, promoting evidence-based
clinical value of drugs, and bring
more information technology to bear
for better prescribing.

Download the report at
www.avalerehealth.net/research/docs/
Emerging_Medicaid_Pharmacy_
Policies_and_Practices.pdf. Contact
Mr. Blum at (202) 207-1300 or 
e-mail jblum@avalerehealth.net. ■

Profiles of six Medicaid high-cost
populations released near the
end of 2006 make the point

that Medicaid “plays a unique and
critical role in meeting the acute care
and long-term services needs of mil-
lions of seniors and people with dis-
abilities with high costs, offering
protection when no other system

exists to serve them.”
The report, by Georgetown

University Health Policy Institute
project director Jeffrey Crowley and
Kaiser Commission on Medicaid
and the Uninsured’s Molly
O’Malley, was released by the
Kaiser Commission. Mr. Crowley
tells State Health Watch the profiles

had been worked on for some time,
but it seemed important to release
them at the end of the year so they
could play a role in the public policy
debate over Medicaid changes.

“People don’t have a full under-
standing of Medicaid’s role in the
health system and with people with
high costs,” Mr. Crowley says. “To

Report: Many Medicaid fixes not effective
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more efficiently and fairly finance
acute-care and long-term services for
all Americans, as the population
ages and disability rates increase,
policy changes may be needed to
help expand the financing base for
long-term services and strengthen
financing for Medicaid programs.
This may include reforming
Medicare so that its benefits package
more appropriately matches the
needs of its beneficiaries. It could
also include private sector initiatives
or other efforts to promote planning
for or insuring against future needs
for long-term services. … As these
populations will show and as policy-
makers think about the type of
health care system our nation needs,
it is important to consider
Medicaid’s role in anchoring the
broader health system.”

Medicaid assists people with
financially catastrophic needs at all
stages of life. While it is a program
for low-income people, virtually
anyone except the extremely wealthy
could be just one accident or illness
away from needing Medicaid assis-
tance, the report said.

For some, purchasing private
insurance coverage in advance of
onset of disability could provide
important protection. But some
conditions are so costly that even
private insurance may not be able to
effectively finance all the costs.
Thus, people with spinal cord and
traumatic brain injuries may face
health and long-term services costs
exceeding several million dollars
over their lifetime. And as
Alzheimer’s disease progresses and
families determine that nursing
home care is necessary, they find it
can cost more than $70,000 per
year. Even individuals who planned
for increased long-term services
needs as they age may find that after
several months or years they need to
rely on Medicaid’s assistance.

The individuals profiled in the

report have very complex, extensive,
and specialized needs, according to
Mr. Crowley. They have a broad
range of needs for acute medical
care as well as long-term services
and supports. For example, people
with intellectual disabilities may
have co-occurring physical health
problems requiring specialized ser-
vices to assist the individuals in per-
forming activities of daily life and
adapting to physical limitations.

Public responsibilities
Medicaid has uniquely public

responsibilities in that it is respon-
sible for ensuring that children
receiving foster care obtain the
acute care and long-term services
they need; providing coverage for
young adults who experience trau-
matic brain injuries; and providing
a safety net for individuals and
families who planned for their
long-term services needs but whose
resources have been exhausted by
the high cost of services, such as
some people with Alzheimer’s dis-
ease who eventually require 24-
hour supervision or assistance.

Medicaid provides the coordina-
tion of many services not available
elsewhere. Mr. Crowley said disabil-
ity and chronic conditions produce
overlapping needs involving both
acute care and long-term services. 

“The availability of both types of
services through Medicaid makes it
especially well suited to people with
high costs and complex needs,” he
said. “Medicaid has adapted to the
diversity of needs of the Medicaid
population by providing cutting
edge services not often provided by
other payers. For people with men-
tal illness, the integrated services
delivery models developed by
Medicaid programs provide a way
for people who have mental health
service needs to remain in the com-
munity and continue to have their
needs met.”

A critical Medicaid role is as a
safety net for people who need assis-
tance with acute and long-term ser-
vices needs. Mr. Crowley noted that
the private long-term care insurance
market isn’t available to those who
already have long-term services
needs. For the populations described
in the report, he said, there often are
no other major public or private sec-
tor programs for comprehensively
meeting their acute care and long-
term services needs. For example,
children who were born prematurely
and have ongoing needs often turn
to Medicaid only after running into
gaps in private health insurance cov-
erage, and people with Alzheimer’s
disease may start out using savings
or private long-term care insurance
to finance services, but then turn to
Medicaid after other resources have
been exhausted. For people with
intellectual disabilities and co-occur-
ring developmental disabilities such
as epilepsy or cerebral palsy,
Medicaid provides a comprehensive
set of services including day habilita-
tion, occupational therapy, skilled
nursing, speech therapy, and case
management services that may
enable them to live in their commu-
nity rather than having to enter an
institution.

Pre-term birth problems
Comments on the profiled popu-

lations included:
1. Pre-term births occur with

increasing frequency and people
who are born prematurely often
have lifelong acute care and long-
term services needs. Each year,
according to the research, 100,000
children develop health problems
because of their early births. A
study of low-birth weight babies
found that 20 years after birth, they
continued to have significantly
higher rates of chronic conditions
than control subjects. Pre-term
infants have an increased risk of
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hospitalization during the first few
years of life and increased use of
outpatient care. Among the condi-
tions leading to poorer health are
reactive airway disease, recurrent
infections, and poor growth.

2. Children receiving foster care
often have extensive needs and the
state has taken responsibility for
protecting their welfare. Each year,
the report says, more than 800,000
U.S. children spend time in foster
care. Many have experienced abuse
or neglect. In other cases, however,
parents have turned to the child wel-
fare system as a last resort to gain
access to mental health services they
are not able to obtain for their chil-
dren elsewhere. Many of the chil-
dren involved have extensive needs
for health and long-term services.
Case management services also play
a critical role in coordinating service
needs and helping ensure that chil-
dren actually receive the services pre-
scribed by doctors and other service
providers.

3. People with spinal cord and
traumatic brain injuries have unex-
pected and financially catastrophic
health and long-term services
needs. Some 250,000 Americans
have spinal cord injuries, with about
11,000 new injuries each year. More
than half of all spinal cord injuries
occur in young people between the
ages of 16 and 30. First-year treat-
ment costs range from an estimated
$219,000 to $741,000, depending
on the severity of injury. Ongoing
costs for each succeeding year range
between $15,000 and $130,000. 

4. People with mental illness
expose the potential need for
increased public costs when individ-
uals cannot access the services they
need. Some 20% of the U.S. popu-
lation is believed to have some form
of mental health disorder and 5% is
believed to have a serious mental ill-
ness such as schizophrenia, major
depression, or bipolar disorder.

Recognizing that many diagnoses are
lifelong conditions, access to a con-
tinuum of care that includes preven-
tive services and screenings, medical
and social interventions, crisis man-
agement, and inpatient services is
important.

5. People with intellectual dis-
abilities have specialized needs that
would not be met in the private
health insurance system or a long-
term service system developed to
meet the needs of people with
physical disabilities. Studies
demonstrate that 1% to 3% of the
U.S. population has an intellectual
disability. A common need of peo-
ple with intellectual disabilities is
for supervision and cueing, in
which they are prompted to per-
form various activities of daily liv-
ing. For example, some people may
be physically able to maintain
appropriate hygiene and dress
themselves, but they need cues to
remind them when they should per-
form certain actions, such as show-
ering. Also important are
habilitation services that assist in
acquisition, improvement, and
retention of skills needed to maxi-
mize the ability to function.

6. People with Alzheimer’s dis-
ease and related dementias need a
safety net because increasing ser-
vices needs and high costs can be
overwhelming, even when individu-
als have saved for their retirement

needs. An estimated 4.5 million
Americans have Alzheimer’s disease,
and the number has more than dou-
bled in the last 25 years. Over time,
individuals in this category need
increasing levels of assistance with
maintaining a home, managing
finances, and then personal activities
such as bathing, dressing, and feed-
ing. As Alzheimer’s disease pro-
gresses, individuals eventually require
round-the-clock supervision and
assistance.

Mr. Crowley tells State Health
Watch that while various states orga-
nize their Medicaid programs differ-
ently, there are common needs and
common truths that should be rec-
ognized. “Every state has these high
cost populations,” he says. ”Placing
arbitrary limits on benefits, such as
pharmacy benefits, is not working
well. Denying people with chronic
problems benefits ends up costing
more. It’s important that state pol-
icy-makers understand that their
interests are not served by arbitrary
limits.”

It’s also important to acknowl-
edge, Mr. Crowley says, that
Medicaid is different from private
insurance and states need to make it
work as well as possible.

Download the profiles from
www.kff.org/medicaid/7565.cfm.
Contact Mr. Crowley at (202) 687-
0652.  ■
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While health policy-makers
look into ways to more
cost-effectively meet the

needs of high-risk, high-cost popula-
tions, officials from two states pre-
sented reports on their Medicaid
structural reform efforts at the 2006
conference of the National
Association of State Health Policy.

Idaho Medicaid director Patti
Campbell said officials determined
the current program was not sus-
tainable and the current cost con-
tainment efforts were not working. 

“There was a need to balance
access, quality, and cost contain-
ment,” she said, “and to recognize
that one size doesn’t fit all.”

Ms. Campbell tells State Health
Watch the program was operating
with many rules, including some
that were 30 to 40 years old, and it
was time to update and modernize
it. The approach to modernization,
she said, included simplifying eligi-
bility, establishing goals by target
population, structuring benefits to
meet health needs, balancing cost-
effective purchasing with quality ser-
vice, and phasing changes in over
the next five to seven years.

The keystone of the effort is four
benefit plans — a Basic Plan for low-
income children and working-age
adults; an Enhanced Plan for indi-
viduals with disabilities or special
health needs; a Medicare/Medicaid
Coordinated Plan for dually eligible
individuals; and the state’s Standard
Plan.

Ms. Campbell says assignment to
a plan is based on a beneficiary’s
health needs at the time of applica-
tion or renewal. The state agency
determines beneficiaries’ health
needs through a questionnaire com-
pleted at the time of application, as
well as a number of questions on the
application form itself, such as

whether the person is an SSI recipi-
ent and whether the individual
receives any other department ser-
vices such as children’s special health
services or mental health services.
Persons answering “yes” to any of
these questions are automatically
placed in the Enhanced Plan.

In addition, some beneficiaries
may have mental health needs that
don’t show up in the application
process, according to Ms. Campbell.
The Basic Plan covers 26 mental
health services a year and anyone
who hits that limit is evaluated to
determine if they should be moved
into the Enhanced Plan.

Plan components
The Basic Plan covers major med-

ical, preventive dental, basic mental
health services, vision, and trans-
portation services. Ms. Campbell
said the Enhanced Plan covers Basic
Plan benefits plus extensive mental
health services, developmental dis-
ability services, long-term care, and
targeted case management. Under
the Medicare/Medicaid Coordinated
Plan, dual eligible individuals can
choose a Medicare Advantage Plan
and the state’s Medicaid program
will pay for premiums and services
not covered by the Medicare
Advantage Plan.

Cost-sharing has been built into
the reforms, with tiered Basic Plan
premiums for individuals above
133% of the federal poverty level.
The Enhanced Plan has tiered pre-
miums for workers with disabilities
who buy into the plan. And there
are copays for selected services.

Prevention and wellness are an
important part of the new structure,
according to Ms. Campbell.
Increased rates are paid to providers
for well-child exams and adult rou-
tine annual wellness exams are

covered. There is a new Healthy
Schools initiative in which 10
schools were identified that have low
nurse ratios and high low-income
student populations. They received
grants to provide nutritional and
preventive services in the schools.

Under a Preventive Health
Assistance program implemented
Jan. 1, 2007, beneficiaries can earn
up to 200 points per year for partici-
pating in weight loss and tobacco
cessation programs and for well-
child examinations and immuniza-
tions. The points can be used to
obtain weight management program
memberships, nicotine patches and
gum, and bicycle helmets, or to pay
coverage premiums.

State wants to reward participants
Ms. Campbell tells State Health

Watch that unlike some states that
are experimenting with contracts for
behavior changes and punish benefi-
ciaries who don’t participate in the
programs by cutting their benefits,
Idaho wants people to participate
and earn the rewards and is keeping
the programs strictly voluntary. She
said the Standard Plan covers only
mandatory benefits and the state
doesn’t want to put people in that
plan and doesn’t want to use it as a
penalty. 

“We want people to get the extra
benefits,” she says.

While it is too early to defini-
tively assess the success of the
changes (the benefits program for
dual-eligibles won’t launch until
April 2007), Ms. Campbell says sav-
ings are anticipated through better
management of mental health ser-
vices and through higher upfront
payments for preventive services
that should save money in the long
run. 

Asked about the hurdles that
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were encountered in implementing
the changes, Ms. Campbell says the
biggest issue was time. 

“There was so much that had to
be done to be able to start July 1,
2006,” she says. “It took a lot to get
all the communications out to
everyone who needed to be
involved. And we had to work to be
sure we had a good process to move
people into the new plans without a
lot of administrative complexity.”

Ms. Campbell says initial reac-
tions have been positive or neutral,
with only some concerns raised by
some mental health providers who
indicated services may need to be
modified.

For states wanting to replicate
what Idaho is doing, she says, key
success factors from her experience
include having broad involvement of
stakeholders and legislators, realizing
you can never do enough communi-
cating, and being willing to draw a
line at some point in the develop-
ment process and start making deci-
sions so you can move forward.

Kansas’ WORK program
From Kansas, Mary Ellen Wright

of the Kansas Department of Social
and Rehabilitation Services told the
NASHP conference about the state’s
Medicaid buy-in program, Work

Opportunities Reward Kansans
(WORK) program, and flexibility in
benchmark benefits packages.

She noted the Ticket to Work and
Work Incentives Improvement Act of
1999 allowed states to provide
Medicaid coverage for individuals
with disabilities who work and whose
income is above 250% of the Federal
Poverty Level. Such programs may
have premium payments rather than
spend-down provisions and states are
given significant flexibility in program
design. The act also provided grant
funding for states to design and
develop the infrastructure for a
Medicaid buy-in program and Kansas
received its first Medicaid
Infrastructure Grant in January 2001.

The Kansas Medicaid Buy-in
Program provides Medicaid health-
care coverage for those with income
up to 300% of the Federal Poverty
Level. Beneficiaries can have assets
up to $15,000 and retirement
accounts with no limit.

One of the requirements of the
Ticket to Work law is that states
receiving Medicaid Infrastructure
Grants “offer personal assistance ser-
vices statewide inside and outside
the home to the extent necessary to
enable an individual to be engaged
in full-time employment.” It pro-
vides a full 10 years of funding only

to states achieving the personal assis-
tance services requirement through
either state plan service, 1915(b) or
1915(c) waivers, 1115 demonstra-
tion waivers, or some combination
of those means.

Kansas has six 1915(c) Home- and
Community-Based Services waivers,
including adult waivers for develop-
mental disability, physical disability,
and traumatic brain injury that meet
the Centers for Medicare &
Medicaid Services requirements with
one exception — Working Healthy
enrollees can’t be on Home- and
Community-Based Services waivers.

The benchmark benefit package
developed for WORK participants
includes state Medicaid benefits; an
assessment; personal assistance ser-
vices, that are either self-directed or
agency-directed, employs a “cash”
model, and allows beneficiaries to
purchase their personal assistance
services in alternative ways; indepen-
dent living counseling; and assistive
services.

For more information on the Idaho
changes, e-mail Ms. Campbell at
Campbell@idhw.state.id.us or tele-
phone (208) 287-1158. For more
information on the Kansas program,
telephone Ms. Wright at (785) 296-
5217. ■
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Only Colorado, Delaware, and
Maine are funding tobacco
prevention programs at min-

imum levels recommended by the
Centers for Disease Control and
Prevention (CDC), according to the
latest annual report from a coalition
of public health organizations that
assesses whether states are keeping
their promise to use proceeds from
the 1998 state tobacco settlement to
fund tobacco prevention and cessa-
tion programs.

The report, “A Broken Promise
to Our Children: The 1998 State
Tobacco Settlement Eight Years
Later,” was released by the
Campaign for Tobacco-Free Kids,
American Heart Association,
American Cancer Society, and
American Lung Association, and
comes as the CDC’s most recent
surveys have found that the
nation’s progress in reducing smok-
ing has stalled among youth and
adults.

According to the CDC, 23% of
U.S. high school students smoked
in 2005, up from 21.9% in 2003.
Public health officials writing in
the report said that statistic is a
“worrisome turnaround after high
school smoking declined by 40%
between 1997 and 2003. (The
national youth smoking rate
peaked at 36.4% in 1997.) Among
adults, 20.9% smoked in 2005, the
same as in 2004. That was the first
time the adult smoking rate has not

States are falling behind in tobacco cessation funding



declined since 1997, when 24.7%
of adults smoked.”

CDC said the leveling-off of the
decline in smoking rates is due to
1) states cutting tobacco preven-
tion funding from $749.7 million
in fiscal year 2002 to $538.2 mil-
lion in fiscal year 2005, before
rebounding slightly to $597.5 mil-
lion in the current year, fiscal year
2007; and 2) a more than doubling
in tobacco marketing since the
1998 settlement.

“It is no coincidence that progress
in reducing smoking has stalled at
the same time that tobacco market-
ing has skyrocketed to record levels
and states have cut funding for
tobacco prevention programs,” said
Campaign for Tobacco-Free Kids
executive director William Corr.
“For the sake of our nation’s health,
we cannot become complacent
about reducing tobacco use. We
know that tobacco prevention pro-
grams work to reduce smoking, save
lives, and save money by reducing
tobacco-related health care costs.
What’s needed is the political will to
fund and implement these programs
as aggressively as the tobacco com-
panies continue to market their
deadly and addictive products.”

Price discounting
The report says more than 80%

of cigarette marketing now is con-
centrated on price discounts, under-
mining state efforts to reduce
smoking by increasing tobacco
taxes. Discounts also have the great-
est impact on youth, the report says,
since they are the most price-sensi-
tive customers. 

“The tobacco companies persist
in their price discounting despite
knowing full well that increasing the
price of cigarettes is one of the most
effective ways to reduce smoking,
especially among youth,” the report
concludes.

Officials of the public health

organizations that issued the report
said there is no lack of evidence that
state solutions such as funding for
tobacco prevention and cessation
programs, higher tobacco taxes, and
smoke-free workplace laws work.
And given the $21.7 billion states
will collect in tobacco tax and settle-
ment revenues this year, there
should be no lack of resources to
implement the programs. 

“Likewise, all these solutions have
broad public support,” the report
contends. “What’s needed is the polit-
ical will to implement these solutions
as aggressively as the tobacco compa-
nies continue to market their deadly
and addictive products.”

Mississippi challenge
The report particularly chal-

lenges Mississippi, and what it
describes as “the relentless attack by
Gov. Haley Barbour, a former
tobacco lobbyist, on Mississippi’s
highly successful tobacco preven-
tion program.” It said Mississippi
in 1997 became the first state to
settle its lawsuit against tobacco
companies and was one of only two
states required by court order to
use some of its tobacco settlement
money to fund a sustained tobacco
prevention program. As a result, for
eight years it was one of only a few
states that funded tobacco preven-
tion programs at levels recom-
mended by CDC. Between 1999
and 2004, the Partnership for a
Healthy Mississippi reduced smok-
ing by 48% among public middle
school students (from 23% to
12%) and by 32% among public
high school students (32.5% to
22.1%).

Barbour wants to end program
Mr. Barbour, the report says,

ignored this success and filed suit to
overturn the court order setting
aside settlement money for the pro-
gram, saying the state legislature

should determine fund allocation.
But when the legislature approved a
bill to authorize continued funding
for the tobacco prevention pro-
grams, and state audits to ensure
accountability, Mr. Barbour vetoed
the bill, just as he also vetoed two
bills to increase the state’s cigarette
tax, which at 18 cents a pack is
third-lowest in the nation.

The report says a county judge
granted the governor’s motion to
deny additional settlement funding
to the prevention program, citing a
lack of agreement between the leg-
islative and executive branches.
While an appeal works its way
through the state Supreme Court,
the governor obtained an order
from that court freezing settlement
funds already allocated to the
Partnership. 

“These court orders effectively
shut down most Partnership pro-
grams and may force the Partnership
to close down completely,” the
report said. “As this report goes to
press, Mr. Barbour appears to have
succeeded, at least for now, in deci-
mating one of the nation’s most
effective tobacco prevention pro-
grams. … The destruction of the
Mississippi program unfortunately
continues a recent trend in which
several of the most effective state
tobacco prevention programs have
been decimated by budget cuts.
Other pioneering programs that
have faced deep budget cuts include
those in Florida, Massachusetts, and
Oregon, while funding for
California’s program has been cut to
barely half the CDC’s minimum
recommendation.”

On the other side, the report said
New York and Maryland have sig-
nificantly increased funding for
tobacco prevention and cessation
programs, and Colorado, Delaware,
and Maine deserved recognition for
sustaining their commitment 
to funding tobacco prevention
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programs at CDC-recommended
levels.

New York is most improved state
New York was cited as being the

most improved state for nearly dou-
bling funding for tobacco preven-
tion and cessation efforts from
$43.4 million to $83.3 million.
New York City provides an addi-
tional $3.7 million for its programs.
The report says both the state and
city programs have contributed sig-
nificantly to smoking declines. New
York state reduced smoking by 40%
among high school students
between 1999 and 2005 and by
15% among adults between 2001
and 2004. And New York City has
reduced high school smoking by
52% since 1997 to just 11% in
2005, less than half the national rate
of 23%.

Maryland doubles funding
Maryland also has more than

doubled tobacco prevention fund-
ing, going from $9.2 million to
$18.7 million. But its funding is still
shy of the $21 million annually
called for by state law and the $30.3
million annual minimum recom-

mended by CDC, which Maryland
did achieve in 2003.

This is the fifth straight year that
Maine ranked first in the nation in
funding tobacco prevention, the
report said. It claims the investment
has delivered tremendous health
benefits for the state, which has
reduced smoking among middle
school students by 64% and among
high schools by 59% between 1997
and 2005.

There are no excuses
The Campaign for Tobacco-Free

Kids says states lack credible excuses
for failing to do more to protect
children from tobacco addiction and
help smokers quit. 

“When the public health prob-
lems posed by tobacco are com-
pared to other health problems, it
is clear that the amount the states
are spending on tobacco prevention
pales in comparison to the enor-
mity of the problem,” the report
says. “Tobacco use is the No. 1
cause of preventable death in the
United States, claiming more lives
every year — 400,000 — than
AIDS, alcohol, car accidents, mur-
ders, suicides, illegal drugs, and

fires combined. Tobacco use costs
the nation more than $96 billion a
year in health care bills. Some 23%
of high school students and 20.9%
of adults still smoke. Every day,
more than 1,000 additional kids
become regular smokers, and one-
third of them will die prematurely
as a result.

Plenty of funding available
With states collecting a record

$21.7 billion from the tobacco set-
tlement and tobacco taxes this year,
the report contends that just 7.3%
of the total receipts would fund
tobacco prevention and cessation
programs in every state at CDC
minimum levels. But the states are
spending only 2.7% of their tobacco
revenue on tobacco prevention and
cessation.

Revenue continues to increase
The tobacco-generated revenue

available to states continues to
increase because, since Jan. 1, 2002,
42 states, Puerto Rico, and the
District of Columbia have increased
tobacco taxes, some more than
once. Those increases have
increased the average state cigarette
tax from 43.4 cents to $1 per pack;
six states now have cigarette tax
rates of $2 or more and 22 states
have taxes rates of $1 or more.

In addition, a little-known provi-
sion of the multistate tobacco settle-
ment calls for the 46 states, the
District of Columbia, and the U.S.
territories that are party to the set-
tlement to receive bonus settlement
payments of almost $1 billion per
year beginning in 2008 and contin-
uing for at least 10 years.
Coincidentally, the report says, the
annual bonus payments nearly
equal the difference between what
the states currently spend on
tobacco prevention and cessation
programs and what they need 
to spend to meet the CDC’s
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minimum recommendations. 
“By allocating these new wind-

fall funds to tobacco prevention
and cessation, the states can finally
keep the promise of the tobacco
settlement to aggressively confront
the tobacco problem,” the report
said. “Rarely do elected officials get
such a second chance to keep a
promise.”

The report concludes that evi-
dence from the states themselves
demonstrates that prevention and
cessation programs work and the
resulting smoking declines translate
into lives and health care dollars
saved. Maine, for example, esti-
mates that its smoking declines
have prevented more than 26,000
youth from becoming smokers, sav-
ing more than 14,000 of them from
premature, smoking-caused deaths,
and already saved more than $416
million in future health care costs, a
significant return on investment for
a program funded at $14.7 million
this year. Savings estimates are
based on research showing that
smokers have, on average, $16,000
more in long-term health care costs
than nonsmokers. Washington
State says its smoking declines
(57% among sixth graders, 48%
among 10th graders, 49% among
eighth-graders, and 44% among

12th-graders) translate into 65,000
fewer youth smokers, 130,000
fewer adult smokers, and $2.6 bil-
lion in long-term health care cost
savings.

Success in California
Studies have shown, the report

says, that California, which started
the nation’s oldest tobacco preven-
tion program in1990, has saved tens
of thousands of lives by reducing
smoking-caused birth complications,
heart disease, stroke, and lung can-
cer. And other studies have indicated
that California and Massachusetts,
which started their tobacco preven-
tion programs in 1990 and 1993,
respectively, are saving as much as $3
in smoking-caused health care costs
for every dollar spent on tobacco
prevention when their programs
were adequately funded.

“Our nation has made signifi-
cant progress in reducing tobacco
use with a comprehensive approach
that includes well-funded tobacco
prevention and cessation programs,
tobacco tax increases, and smoke-
free air laws,” the report says.
“Continued progress will not
occur, however, unless more states
use more of the billions of dollars
they receive from the tobacco set-
tlement and tobacco taxes to fund
comprehensive tobacco prevention
and cessation programs, based on
the CDC recommendations. If
they do, the 1998 state tobacco set-
tlement could yet mark a historic
turning point in the battle to
reduce tobacco’s terrible toll. If
they do not, it will be a tragic
missed opportunity for the nation’s
health.

Download the report from
www.tobaccofreekids.org/reports/settle-
ments/2007/spendingrevenues.pdf.
Contact the Campaign for Tobacco-
Free Kids at (202) 296-5469 or 
e-mail info@tobaccofreekids.org. ■
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