
Disease management programs
may improve care quality but
that doesn’t

necessarily mean they
will save sponsors
money, according to a
study by the RAND
Corporation. On the
contrary, the presi-
dent-elect of the
Disease Management Association of
America challenges the study’s con-
clusions and says employers are
demonstrating they believe in the
programs’ value.

The study reviewed past research
on disease management programs

and focused on 29 evaluations, sys-
temic reviews, and meta-analyses
covering 317 unique studies. The
researchers say they found consistent
evidence the programs can improve
health care quality, improve disease
control, and, in the case of patients
with congestive heart failure, reduce
hospital admission rates. But they
also found that patients with depres-
sion who were enrolled in disease
management programs were more
likely to use outpatient care and pre-
scription drugs, increasing costs.
And there also is little evidence

While states and local gov-
ernments have made sig-
nificant progress in critical

areas of the nation’s emergency health
preparedness effort, critical areas still
require attention and sustained fund-
ing, according to the fifth annual
report from Trust for America’s
Health (TFAH). In addition, TFAH
says the continuing trend of annual
cuts in federal funding for state and
local preparedness activities threaten
the nation’s safety.

The report, “Ready or Not?
Protecting the Public’s Health from
Disease, Disaster, and Bioterrorism,”
contains state-by-state health pre-
paredness scores based on 10 key

indicators to assess health emergency
preparedness capabilities. TFAH eval-
uated all 50 U.S. states and the
District of Columbia and reports that
35 states and D.C. scored eight or
higher on the 10 indicators. Illinois,
Kentucky, Nebraska, New Jersey,
Pennsylvania, Tennessee, and Virginia
scored the highest with 10 out of 10,
while Arkansas, Iowa, Mississippi,
Nevada, Wisconsin, and Wyoming
scored the lowest with six out of 10
(see chart, p. 4).

“The improvements in state pre-
paredness are encouraging, but the
job of preparing the United States
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for major health emergencies is not
nearly done,” says TFAH executive
director Jeff Levi. “And just when
we are beginning to see a return on
the federal investment in prepared-
ness programs, the president and
Congress have continued to cut
these funds. These efforts may seem
penny-wise now, but could prove
pound-foolish later.” 

TFAH director of government
affairs Rich Hamburg tells State
Health Watch the group has seen
some return on investment on the
federal funds that have been appro-
priated and now is not the time for
the federal government to cut those
funds.

Preparedness plans should
include the diverse needs of the U.S.
population, particularly at-risk, spe-
cial-needs, and vulnerable popula-
tions. “Only by effectively reaching
out to all segments of the U.S. pop-
ulation can the country appropri-
ately be prepared to survive and
overcome crises,” the TFAH report
says. Mr. Hamburg notes data still
are not being collected on many of
the indicators TFAH uses to develop
its ratings, making it difficult to be
sure what is happening. 

All of TFAH’s work in this area,
Mr. Hamburg says, is intended to
ensure that the level of emergency
preparedness for individual
Americans doesn’t vary depending
on where they live. “When you plan
for a pandemic flu,” he says, “it’s
something that will affect all states
almost at once.” But state-by-state
differences have been seen. Thus, 14
states have purchased less than half
their allocation of antiviral medica-
tions to stockpile locally. Mr.
Hamburg says the purchases often
are affected by individual state fiscal
issues and it’s necessary that states

prioritize their interventions.
Similarly, there are variations in

state recruiting for the Medical
Reserve Corps. Mr. Hamburg says
North Dakota has 450 volunteers
per 100,000 population, while
Pennsylvania has 14 volunteers per
100,000 and Maine has three volun-
teers per 100,000.

“The public deserves to know
how prepared states and communi-
ties are for public health emergen-
cies,” he says, “especially since our
public opinion poll shows people do
not feel safer.”

Still, the TFAH reports signifi-
cant progress has been made among
the states in those areas where data
are available. And overall scores
have risen from prior years, reflect-
ing a combination of factors includ-
ing a major infusion of funding
from the federal government to
states and localities and a higher
priority on pandemic influenza pre-
paredness among state and local
health departments.

Top 10 preparedness indicators
The report uses these 10 pre-

paredness indicators:
1. Mass Distribution—Strategic

National Stockpile. Does the state
have an adequate plan to distribute
emergency vaccines, antidotes, and
medical supplies from the Strategic
National Stockpile? Thirteen states
don’t have adequate plans to distrib-
ute emergency vaccines, antidotes,
and medical supplies from the
Strategic National Stockpile.

2. Mass Distribution—Antiviral
Stockpiling. Did the state buy a
portion of its share of federally sub-
sidized antiviral drugs to stockpile
for use during a flu pandemic?
Seven states have not purchased any
portion of their federally subsidized
or unsubsidized antivirals.

3. Public Health Laboratories—
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Apublic opinion poll commis-
sioned by Trust for America’s
Health (TFAH) finds that

nearly seven years after the Sept. 11,
2001, more than half of all
Americans believe the country is less
safe now than it was before the ter-
rorist attacks. Americans have little
confidence in preparations to handle
a variety of potential threats or pub-
lic health emergencies at the national
and local levels.

Only 44% of those adults sur-
veyed believe the U.S. is safer now
than before the 2001 attacks. While
there are large blocs of nearly every
demographic group that indicate the
nation is not as safe, pollsters did see
some differences across gender, age,
and racial and geographic bound-
aries. Thus, African Americans are
least likely to believe the country is
safer now and women are more
likely than men to question the level
of safety. In general, belief in the
country’s safety rises as income
increases. Though a majority of
Americans in every region indicate
the country is less safe now, those liv-
ing in the South are most confident
in the current level of safety in the
country.

Not only do people feel less safe
than they did before, but they also
believe the country and local com-
munities are unprepared for several
types of emergencies. Some 59%
say their communities would not be
ready to deal with a large-scale
national disaster similar to
Hurricane Katrina, while 68%
believe their communities would
not be prepared to handle a bioter-
rorism attack. Similarly, 66% of
Americans believe the country is
not prepared for an outbreak of
pandemic flu. Women are less likely
to believe that the country and their
communities are prepared to
address public health emergencies

and minority populations also
express less belief in the country’s
preparedness to respond to these
situations.

On a scale of 0 to 10, Americans
rate their level of worry about spe-
cific disasters between 4.2 and 5.3.
Concerning the latter, the highest
level of worry is in connection with
food contamination. A pandemic
flu outbreak drew a 4.9 rating; a
new major disease outbreak such as
extensively drug-resistant (XDR-)
tuberculosis, 4.8; a biological or
chemical terrorism attack, 4.8; and
a natural disaster such as Hurricane
Katrina, 4.2. Some of the most vul-
nerable Americans, including older
women, African Americans, and
Hispanics, express greater worry
about each of the threats than do
other Americans. TFAH says a
huge divide also exists on a socioe-
conomic level, as Americans with
only a high school education are far
more likely to express concern
about these events than are their
college-educated counterparts. 

Americans with school-age chil-
dren overwhelmingly believe that
their child’s school has a plan in
place to handle an emergency.
Some 88% say such a plan exists
and only 6% say there is no plan.
The remaining 6% are uncertain.
Parents also are confident their
children are adequately prepared to
handle emergencies. Thus, 60% of
adults with school-age children say
their child knows what to do in
case of a public health emergency,
while 37% say their children are
not prepared for such an event.

Although Americans believe that
preparing for natural disasters and
public health emergencies is a
shared responsibility for govern-
ments and individuals, many of us
have not taken steps needed to
ensure that we and our families are

ready for a catastrophe. Americans
are most likely to have stockpiled
two weeks worth of food and water
supplies (59%) and prescription
and over-the-counter medications
(58%). But less than 50% have
made plans for reuniting with other
family members if separated during
an emergency (46%) and just 45%
of adults have an alternate plan to
communicate with family members
if cell phone service is unavailable
during an emergency.

The poll results show that
Americans younger than age 50 are
much less likely than their older
counterparts to have stashed food
and medical supplies in their homes
for emergency use. This is particu-
larly true of prescription and over-
the-counter drugs: two-thirds of
Americans over age 50 maintain a
two-week supply in their homes,
while just under half of those under
age 50 have stockpiled adequate
amounts of medicines. Americans
with less than a college education
(55%) are less likely than college-
educated Americans to keep an
emergency supply of medications in
preparation for an emergency (64%).
And those living in the South and
West are more likely than Americans
in the northeast and central parts of
the country to have plans to commu-
nicate and reunite with their families
if an emergency occurs.

Nearly 90% of Americans say
they would abide by a voluntary
quarantine and stay home if there
is a pandemic flu. Among those
who say they wouldn’t stay home,
the main reasons given were fear of
losing needed income or fear of
losing their job altogether.

Download the poll analysis from
the TFAH preparedness report at
http://healthyamericans.org/reports/
bioterror07/BioTerrorReport2007.
pdf. ■

Fear factor: People feel less safe, doubt local government readiness
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Bio-Threat Testing. Does the state
lab director report having sufficient
laboratory capabilities to test for
biological threats? Seven states and
D.C. lack sufficient capabilities to
test for biological threats.

4. Public Health Laboratories—
Workforce Surge Preparedness. If
needed in an emergency, does the
state public health laboratory have
the capability to provide 24/7 cover-
age to analyze samples? Two states
and D.C. report their public health
laboratories do not have the capabil-
ity to provide 24/7 coverage to ana-
lyze samples.

5. Biosurveillance. Does the state
use a disease surveillance system that
is compatible with the Center for
Disease Control and Prevention’s
national system, including integrat-
ing data from multiple sources,
using electronic lab reporting, and
using an Internet browser? Twelve
states do not have a disease surveil-
lance system that is compatible with
the CDC’s National Electronic
Disease Surveillance System.

6. Healthcare Volunteer Liability
Protection. Does the state have laws
that reduce or limit the liability
exposure for health care volunteers
who serve in a public health emer-
gency? Some 21 states don’t have
statutes that address one or both of
two critical legal elements to extend
liability protection to health care
volunteers during emergencies.

7. Emergency Preparedness Drills.
Does the state health department
engage the state National Guard in
public health emergency preparedness
drills or training exercises? All 50
states and D.C. held an emergency
preparedness drill or exercise in 2007
with health department officials and
the state National Guard.

8. Community Resiliency. Does
the state meet a minimum threshold
of Medical Reserve Corps volunteers
per 100,000 persons? Some 13 states
don’t meet a minimum threshold for

Medical Reserve Corps volunteers
for every 100,000 citizens.

9. Public Health Progress—
Seniors’ Seasonal Flu Vaccination.
Did the state increase its rates for
immunizing adults aged 65 and
older for the seasonal flu? Flu vacci-
nation rates for seniors decreased in
11 states.

10. Funding Commitment. Did
the state maintain or increase fund-
ing for public health programs for
FY 2005-06 to FY 2006-07? Six
states cut their public health budgets
between FY 2005-06 and FY 2006-
07.

Feds must provide funding
In December 2006, Congress

updated and reauthorized the Public
Health Security and Bioterrorism
Act, renaming it the Pandemic and
All-Hazards Preparedness Act
(PAHPA). Also, TFAH says, the
White House issued a number of
presidential directives with compo-
nents intended to improve public
health emergency preparedness. The
next challenge is to ensure that the
measures in the legislation and direc-
tives are carried out and result in
improved public health preparedness.

TFAH says this will require sufficient
funding from the president and
Congress to carry out federal pre-
paredness activities. Another chal-
lenge is to address funding levels for
upgrading state and local public
health preparedness, which have been
decreasing yearly since 2004, severely
affecting progress.

“The passage of this legisla-
tion…does not mean that the
changes called for have been
achieved,” the report says. “In fact,
this report shows delays in the
implementation of many of the
specified measures, and a continued
lack of accountability for ensuring
the measures are being carried out.
In addition, without increased
investment and political prioritiza-
tion, even basic improvements
needed are unlikely to be achieved.”

To further strengthen emergency
preparedness, TFAH recommends
action in these areas: transparency,
accountability, and oversight; fund-
ing; surge capacity; public health
work force; research and develop-
ment; legal reforms; health and sick
leave benefits; food safety reforms;
and community resiliency.

The group says to ensure HHS

How does your state rank on disaster readiness? 

A recently issued report by Trust for America’s Health includes the
following state-by-state health preparedness scores based on 10 key
indicators of readiness:
• 10 out of 10: Illinois, Kentucky, Nebraska, New Jersey,

Pennsylvania, Tennessee, Virginia
• 9 out of 10: Alabama, Colorado, Delaware, Georgia, Hawaii,

Indiana, Michigan, Missouri, New Hampshire, New York, North
Carolina, Ohio, Oregon, Utah, Vermont

• 8 out of 10: Alaska, Arizona, California, Connecticut, District of
Columbia, Louisiana, Maine, Maryland, Minnesota, New Mexico,
Oklahoma, South Carolina, Texas, West Virginia

• 7 out of 10: Florida, Idaho, Kansas, Massachusetts, Montana, North
Dakota, Rhode Island, South Dakota, Washington

• 6 out of 10: Arkansas, Iowa, Mississippi, Nevada, Wisconsin,
Wyoming



fully complies with the new legisla-
tion and does so in an open and
transparent manner, Congress
should use its oversight powers to
guarantee full implementation and
execution of PAHPA. 

The federal government, the
group says, should provide consis-
tent, predictable, and sustained
funding for preparedness activities

to state and local health depart-
ments, including funding for activi-
ties in the event of a pandemic flu.
Funding for public health emer-
gency preparedness activities should
be restored to FY 2005 levels of
$919 million, pandemic prepared-
ness should be funded at $1.2 bil-
lion, and there should be a
transparent accounting of pandemic

influenza funding since there are
indications that $1.8 billion in
appropriated funds for pandemic
influenza have not been spent. (See
related story, p. 3.)

Download the report and state-by-
state assessments at www.healthy
americans.org. Contact Mr. Hamburg
at (202) 223-9876.  ■
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whether the programs improve
health outcomes over the long term.

“Disease management is viewed
as the silver bullet than can fix two
problems of the health care sys-
tem—inadequate quality and high
costs,” says RAND senior natural
scientist Soeren Mattke, the report’s
lead author. “Unfortunately, while
there is evidence that disease man-
agement programs can indeed
improve the quality of care, there is
no conclusive evidence that they can
actually save money.”

The RAND study, which was
published in the December 2007
American Journal of Managed Care,
analyzed research on various disease
management programs and their
effect on six chronic conditions—
congestive heart failure, coronary
artery disease, diabetes, asthma,
depression, and chronic obstructive
pulmonary disease (COPD). With
the exception of asthma and
COPD, which showed inconclusive
results, the researchers found evi-
dence that disease management pro-
grams do improve health care
quality, Mr. Mattke says. There also
was evidence that patients with con-
gestive heart failure and depression
reported improved quality of life.

Cost-savings inconclusive
But, Mr. Mattke says, evidence of

cost-savings was inconclusive for
most of the programs, indicating
that further research is needed. He
says it is plausible that disease man-
agement programs reduce costs for
congestive heart failure patients
because many programs reduce hos-
pital admissions for these patients.
In contrast, research has shown that
patients with depression are com-
monly undertreated and so a disease
management program that actively
screens for depression and encour-
ages patients to get treatment will
increase costs.

Mr. Mattke says many of the
studies he and his colleagues
reviewed only followed patients for
about a year, which they say is not
long enough to assess long-term
health outcomes. Thus, while a dis-
ease management program may
improve a patient’s cholesterol levels
in the short term, it can take years
to determine whether those inter-
ventions, assuming they were sus-
tained for a long period, prevent
heart attacks and costly hospitaliza-
tions for years into the future.

“People take for granted that these
programs work and save money,
because the concept is very plausi-
ble,” Mr. Mattke says. “But many
things in medicine sound plausible
until you do the research and find
that promises don’t hold true.”

Part of the controversy surround-
ing the effect of disease management
stems from the fact that a variety of
programs and interventions can be

labeled as such, Mr. Mattke says.
Not all types of disease management
programs are receiving the same
level of policy interest; nor are all
types equally well researched. Also,
evaluations commonly have design
flaws that limit the validity of their
conclusions. 

The Disease Management
Association of America defines dis-
ease management as a “system of
coordinated health care interven-
tions and communications for pop-
ulations with conditions in which
patient self-care efforts are signifi-
cant.” It says disease management
interventions: 1) support the physi-
cian or practitioner/patient relation-
ship and plan of care; 2) emphasize
prevention of exacerbations and
complications using evidence-based
practice guidelines and patient
empowerment strategies; and 3)
evaluate clinical, humanistic, and
economic outcomes on an ongoing
basis with the goal of improving
overall health.

The researchers said that definition
needed to be refined so they could
review and categorize different types
of disease management programs.
Thus, they proposed characterizing
disease management programs along
two dimensions—severity of illness
among the target population and
intensity of the intervention.

Care processes often improve
In their review, they found that

across all conditions other than

Fiscal Fitness
Continued from cover
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asthma and COPD, there is consis-
tent evidence that disease manage-
ment can improve processes of care,
such as increased blood glucose
screening by diabetics. And the results
of the studies suggest that improved
clinical care seems to lead to better
intermediate outcomes and improved
disease control, such as lower blood
glucose levels in diabetics.

“Although the positive effect of
disease control on long-term out-
comes is well documented in the lit-
erature,” they say, “we found no
consistent evidence linking disease
management to improved long-term
outcomes. In most original studies,
this result may be a consequence of
the limited follow-up, which was
commonly limited to one year,
because changes in the long-term
outcomes of patients may take
longer to materialize. If the docu-
mented effect of disease manage-
ment proved sustainable, long-term
outcomes should improve as well.”

Overall, the evidence on the role
of disease management in reducing
utilization of health services was
inconclusive except that it was
found to 1) reduce hospitalization
rates among congestive heart failure
patients; and 2) result in higher uti-
lization of outpatient care and pre-
scription drugs among patients with
depression.

“When the costs of the interven-
tion were appropriately accounted
for and subtracted from any savings,
there was no conclusive evidence
that disease management lead to a
net reduction of direct medical
costs,” the researchers say. “However,
the strength of this conclusion is
limited because many studies do not
address the issue of cost but focus on
quality of care and outcomes; and
many studies have methodological
flaws such as the incomplete
accounting of costs and the absence
of a good comparison strategy.”

Mr. Mattke contends his review

suggests that to date support for
population-based disease manage-
ment is more an article of faith than
a reasoned conclusion grounded on
well-researched facts. That there are
only three studies of large-scale,
population-based programs is some-
what surprising, he says, given that
disease management vendors typi-
cally give performance guarantees
and lose their fees if their targets are
not met, creating means, motive,
and opportunities for evaluative
research.

He points out that vendor-run
assessments typically do not meet
requirements of peer-reviewed
research in terms of the comparison
strategy and adequate control for
selection bias and regression to the
mean. 

Science outpaced by DM programs
A dynamic and innovative indus-

try has outpaced its underlying sci-
ence, Mr. Mattke contends, and
there is a need for purchasers and
vendors to seek and pursue opportu-
nities for quasi-experimental research
that compares the outcomes of vari-
ous disease management interven-
tions with those found in an
equivalent control group by using
robust research designs.

“Until a stronger base of evidence
has been developed,” he says, “pub-
lic and private purchasers of disease
management services should be
skeptical about vendor claims and
should demand supporting evidence
based on transparent and scientifi-
cally sound methods.”

Mr. Mattke tells State Health
Watch he believes some disease man-
agement programs could save
money “if they are done right.” He
notes that if a disease condition has
a fairly high rate of hospital visits,
such as congestive heart failure,
there is an opportunity for a disease
management program to affect
costs. But if the program is for a

condition such as depression that
has a low incidence of hospitaliza-
tion, there may be little opportunity
for interventions to offset costs.

“If the population is already
doing what’s needed, there’s very lit-
tle opportunity to save,” he says.
“Success may depend on whether
you have a short- or long-term per-
spective. With a long-term perspec-
tive, there could be significant
cost-savings.”

One difficulty in taking a longer
perspective, Mr. Mattke tells SHW, is
identifying to whom any savings will
accrue. Because people change
employers and change health plans so
often, it’s quite possible that one
company’s disease management inter-
vention will yield savings to another
company. “Thus, a company may
make a worthwhile investment but
someone else will see the savings,” he
explains. “So the value has to be seen
from a societal perspective.”

He suggests that companies pur-
chasing disease management services
could sponsor evaluation studies not
using proprietary evaluation meth-
ods but transparent methods that
lead to something published in peer-
reviewed literature. Public and char-
itable funders also could do more to
push for evaluation of disease man-
agement programs.

Lack of trials not surprising
Disease Management Association

of America president-elect Gordon
Norman tells SHW he thinks Mr.
Mattke and his colleagues “got some
things right but missed the boat on
some other things. I don’t dispute
that the literature has relatively few
large-scale random trials, but that’s
not surprising given how disease
management grew over time. It’s not
an academic discipline. It grew from
business’ needs to improve their
operations.”

Mr. Norman says those who pur-
chase disease management programs
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“are not in the business of proving
new science to academicians and pol-
icy wonks. They’re running a busi-
ness. Few buyers want to fund or
sponsor large-scale trials. If they
already see the benefit of a disease
management program, why should
they deny those benefits to a large
group of their members just to have a
controlled trial?”

According to Mr. Norman,
adding up the entire body of evi-
dence leads to the conclusion that
disease management programs
improve quality and sometimes save
money. While valid research trials
may be needed to receive the bless-
ing of academic health economists,
he says, they may be a luxury that is
not affordable.

“The decision to start a disease

management program is not faith-
based,” Mr. Norman maintains.
“Some 500 CEOs, CFOs, and oth-
ers cannot all be that deluded. A lot
of people have scrutinized the num-
bers as well as they can and have
concluded that it is a value. People
who initially bought [disease man-
agement programs] tentatively are
now buying more. People are voting
with their feet.”

He also points out that disease
management programs vary in
every setting and they don’t work
the same as a dose-response to a
new drug. He says he agrees with
Mr. Mattke that the benefits of dis-
ease management programs can
accrue in different ways. “They say
that asthma [programs] can’t save
money,” Mr. Norman says. “But

employers are buying a lot of
asthma programs and you have to
ask why. Employers are not as
interested in heart failure, even
though those programs may have
the best response. Maybe employ-
ers realize that if they can help their
many workers whose children have
asthma and might not have to miss
school because of the disease man-
agement program; there will be
more of an economic impact on
absenteeism at work than if they
help the very rare worker who has
congestive heart failure.”

Download the report at http://
www.ajmc.com/Article.cfm?Menu=1&
ID=6872. Contact Mr. Mattke at
(703) 413-1100, ext. 5174. Contact
Dr. Norman at (949) 437-8050. ■

Staying alive: SCHIP can continue, not expand

The State Children’s Health
Insurance Program (SCHIP)
has been kept alive with

President Bush’s signature on legisla-
tion to continue funding through
March 2009, but the program will
not expand the way congressional
Democrats had hoped.

White House spokesman Tony
Fratto said the bill should provide
enough money to cover those chil-
dren currently enrolled in the pro-
gram. “We’re pleased that the
program will be extended and that
states can be certain of their fund-
ing,” he said.

Congressional Democrats said
they would continue to negotiate
with their Republican counterparts
for a long-term program reautho-
rization that would include some
level of expansion. House Speaker
Nancy Pelosi (D-CA) said
Democrats would not stop “until 10
million children receive the health
care coverage they deserve.”

The vote in Congress to approve a

continuing resolution to maintain
coverage for current beneficiaries
came after the president twice-vetoed
bills containing spending increases of
$35 billion and a tobacco tax pushed
by the Democrats. Democrats also
have been unable to rollback August
2007 Bush administration guidelines
requiring states to enroll at least 95%
of eligible low-income children
before expanding eligibility to chil-
dren in families with higher
incomes.

Georgetown University Center
for Children and Families executive
director Cindy Mann said that new
rule was “definitely a step backward
from where we started in 2007. We
would have seen growth in the pro-
gram. We’re not going to see that
growth, and by August, we’ll start to
see a ratcheting down.”

At issue for many states and law-
makers was the question of expand-
ing SCHIP by allowing coverage for
middle-income families. While some
Republicans indicated a desire to

continue working with Democrats
on some sort of compromise, others
were satisfied with the continuing
resolution. For instance, House
Republican leader John Boehner (R-
OH) said the extension “provides all
the resources necessary to cover low-
income children who need quality
health care.”

Dropped coverage feared
Republicans have said program

expansion should not allow middle-
income families to drop private cov-
erage in favor of the public program. 

Virginia was one of several states
that had started 2007 thinking
about expanding SCHIP eligibility
limits. The state program provides
health coverage for families with up
to twice the federal poverty level or
$34,340 for a family of three.
Virginia SCHIP official Cindi Jones
said the state had considered mov-
ing the eligibility limit up to at least
$42,925. But that notion is now on
hold. “This just didn’t seem like the



right time to raise the eligibility with
the uncertainty of what’s going on at
the federal level,” she told the
Associated Press. “We were all very,
very hopeful. Now we feel like they
are farther apart than they were a
year ago.”

Likewise, West Virginia legislators
had approved an expansion that
would have added 4,000 children to
the SCHIP rolls by raising the eligi-
bility level from $37,774 for a fam-
ily of three to $51,510. But that
potential growth also is now on
hold.

According to the new guideline,
before states can cover higher-
income children, they must enroll at
least 95% of children eligible for
Medicaid and SCHIP with incomes
less than twice the poverty level.
Officials in many states have said
meeting such a threshold is virtually
impossible. But even if it could be
met, the guideline also says middle-
income children have to be without
private coverage for a full year before
they can enroll in SCHIP and their
families would have to pay premi-
ums or copayments equaling 5% of
their income.

Meanwhile, the administration is
moving forward with restrictions on
states’ ability to expand Medicaid
eligibility as well. The Medicaid
restrictions mirror those that have
created controversy for SCHIP. 

Until now, states have had the
freedom to set Medicaid eligibility
criteria. While the administration
has not openly said it intends to
apply the August 2007 SCHIP
guidelines to Medicaid, the New
York Times reported that officials in
Louisiana, Ohio, and Oklahoma
said they discovered the administra-
tion’s intent as they negotiated
Medicaid changes at the end of
2007.

Thus, on Dec. 20, the Centers
for Medicare & Medicaid Services
(CMS) rejected an Ohio plan to

expand its Medicaid program to
cover some 35,000 more children.
Ohio offers Medicaid to children
with family income up to twice the
poverty level, or about $41,000 a
year for a family of four. The state
wanted to increase eligibility to
three times the poverty level, about
$62,000 a year.

Consistent and logical
“Federal officials told us that they

would apply the criteria set forth in
the Aug. 27 letter to our proposal
for expansion of Medicaid,” said
Ohio Medicaid director Cristal
Thomas. And Center for Medicaid
and State Operations director
Dennis Smith told the newspaper
that to be “consistent and logical,
you have to apply the criteria to
Medicaid and CHIP.”

He said the concern about people
substituting government programs
for private insurance coverage
applies to both Medicaid and
SCHIP, since they both are govern-
ment programs. 

“We want states to focus on
enrolling their neediest population
before they consider expanding
Medicaid and CHIP to middle-
income families,” Fratto said. “This
policy demonstrates the president’s
compassion. He wants to direct
scarce tax dollars to those with the
greatest needs.”

Eight states have filed suits in fed-
eral court challenging the adminis-
tration’s SCHIP guidelines. One suit
was filed by New Jersey, while
another was to come from New
York, Maryland, Illinois, and
Washington State, with amicus
briefs from Arizona, California, and
New Hampshire. 

The New Jersey suit claims the
Bush administration is trying to
impose “mandatory, rigid, and ille-
gal” income limits by imposing
“arbitrary and capricious” new rules.
The suit says CMS violated the law

by not publishing a Federal Register
notice and allowing a public com-
ment period before announcing the
new requirements.

The suit says the change “is a
sudden and unfounded reversal of
long-standing federal policy and
nine years of express federal
approval of New Jersey’s SCHIP
programs and procedures.” 

The other suit alleges the rule
oversteps the government’s author-
ity to set income limits for SCHIP
beneficiaries. New York Gov. Eliot
Spitzer said the suit was necessary
to send “a powerful and compelling
message when the U.S. Congress,
states across the nation, and the
public are so clearly committed to
ensuring the families have access 
to affordable health care for their
children.”

Child coverage at risk
Meanwhile, five top congressional

Democrats weighed in with a letter
to HHS secretary Mike Leavitt
expressing concern that the rule
endangers coverage for low-income
uninsured children. 

Senate Finance Committee chair-
man Max Baucus (D-MT), Senate
Finance Health Subcommittee chair-
man John Rockefeller (D-WV),
House Energy and Commerce
Committee chairman John Dingell
(D-MI), House Energy and
Commerce Committee Health
Subcommittee chairman Frank
Pallone (D-NJ), and House
Oversight and Government Reform
Committee chairman Henry
Waxman (D-CA) urged Leavitt to
“immediately reverse this course of
action.”

The five said they were “inti-
mately familiar” with SCHIP’s origi-
nal objectives and are “profoundly
troubled by administrative efforts to
limit the broad flexibility afforded
states under the original SCHIP
statute and to limit longstanding
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flexibility under Medicaid….Federal
law does not authorize CMS to
effectively impose an eligibility cap
in SCHIP or Medicaid, nor does it
require states wanting to cover chil-
dren at higher levels than 250% of
poverty…to have to use 100% state-
only funds to do so.”

According to the lawmakers, the 
9 million U.S. children who lack
health insurance aren’t uninsured
because their families are turning
down affordable, comprehensive pri-
vate coverage. “These children are
uninsured because private coverage is
either not offered at all or otherwise
inaccessible,” they said. “The Aug.
17 directive prohibits states from
covering more uninsured children on
the theory that millions of children
eligible for SCHIP have access to
private coverage that their families
can afford and that meets their
needs. The practical effect of this
misguided perspective is that mil-
lions of children will continue to be
uninsured. The states that have
decided to extend coverage to

additional low-income children have
determined that these children
indeed need the coverage and have
put their state funds on the line to
that end. SCHIP and Medicaid are
designed to assure that the federal
government would be a partner in
such efforts to provide health care
coverage to children, but CMS’
actions have unilaterally abrogated
that partnership.”

Poll results mixed
As the suits against the adminis-

tration were filed, a public opinion
poll found that 52% of U.S. resi-
dents trust the Democrats to handle
SCHIP issues, but also agree with
President Bush that government aid
should be targeted to low-income
families. 

The USA Today/Gallup poll
reported that 52% of people agree
that SCHIP beneficiaries should be
children in families with annual
incomes up to 200% of the federal
poverty level, and 40% said coverage
should be extended to children in

families with income up to 300% of
poverty. Also, 55% of respondents
said they were very or somewhat
concerned that SCHIP would create
an incentive for families to drop pri-
vate coverage.

USA Today said the poll means
that “while Bush may be losing the
political battle with Democrats, he
may be doing better on policy.”
(The poll was taken before the presi-
dent signed the continuing resolu-
tion funding SCHIP until 2009.)
And Leavitt said while there’s a lot
of politics being played on the issue,
“the politics will last a matter of
weeks [and] policy here will go on
for decades. We have to get this
right.”

“For most Americans, there’s a
recognition that people at moderate
income levels are struggling to
afford health insurance,” said former
CMS administrator Mark
McClellan. “They’re just not sure
that having the government pay
almost all of the cost is the way to
solve the problem.”  ■
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Legislation would change CMS pharmacy rule

Spurred by complaints from phar-
macist and drug store associa-
tions, some members of Congress

are backing legislation to fix what they
say is a flawed Center for Medicare &
Medicaid Services (CMS) Medicaid
pharmacy reimbursement rule for
generic drugs. The move comes after
lobbying efforts by the National
Community Pharmacists Association
(NCPA), the National Association of
Chain Drug Stores (NACDS), and
other pharmacy interests.

Reps. Nancy Boyda (D-KS), Jo
Ann Emerson (R-MO) and 30 other
House Democrats and Republicans
introduced HR 3140, the Saving
Our Community Pharmacies Act of
2007, which would make four
changes to the CMS Medicaid

generic prescription drug pharmacy
reimbursement formula. Pharmacy
groups have said the CMS plan
would force many community phar-
macies to either limit the amount of
Medicaid services they can provide,
drop Medicaid completely, or even
go out of business.

While CMS has delayed imple-
mentation of the new formula, phar-
macies continue to say it is
ill-advised. The formula is based on
the average manufacturer price
(AMP) from the 2005 Deficit
Reduction Act’s mandate to find
$8.4 billion in Medicaid cuts, with
90% of that total coming from phar-
macy reimbursement.

NCPA says that goal was achieved
by including several pricing

categories that push down the typical
drug acquisition costs to dispense
drugs well below what community
pharmacies actually pay. The associa-
tion says that since Medicaid is
intended to meet the healthcare need
of poor and disabled Americans, half
of whom are children, the prospect
of community pharmacies struggling
to be financially viable creates a slip-
pery slope. When these vulnerable
patients’ access to prescription drugs
is limited, NCPA says, their health
will be endangered and expensive
visits to emergency departments and
doctors’ offices will increase. 

HR 3140 would:
1. redefine the pharmacy reim-

bursement benchmark to accurately
reflect pharmacy acquisition costs;



2. exclude all sales to mail order
facilities and any pharmacy benefit
manager rebates and price conces-
sions that are not available to retail
pharmacies;

3. properly define the retail class
of trade to only include retail com-
munity pharmacies; and

4. include provisions to drive
generic utilization, which would
increase taxpayer and government
savings.

NCPA says without HR 3140
becoming law, estimates from the
Government Accountability Office
and NCPA are that the total net
profit for the average community
pharmacy would fall by 60% under
the CMS rule. Community phar-
macies are said to receive 92% of
their revenue from prescription
drugs, which means these types of
losses cannot be made up through
other revenue sources.

Critical for continued access
“This bipartisan legislation is criti-

cal to maintaining patient access to
their trusted community pharmacists
who will provide medical advice and
fill their prescription drug needs,”
said NCPA president John Tilley, a
Downey, CA, pharmacy owner.
“Without Congress acting in an
expeditious fashion, many more
communities will see their access to
life-saving prescription drugs jeopar-
dized. This doesn’t just affect
Medicaid patients. A closed phar-
macy means all of its patients lose,
which is an outcome CMS will have
created by not heeding the warnings
of Congress, NCPA, and other busi-
ness and health care organizations
who have long understood that the
AMP formula would have devastat-
ing consequences.”

A CMS update on the new rule
says the Deficit Reduction Act
changes were prompted by a series of
2004 reports by the Government
Accountability Office and the HHS

Office of the Inspector General that
indicated that Medicaid payments to
pharmacies for generic drugs were
much higher than what pharmacies
were actually paying for the drugs.
Those agencies said states were over-
paying for drugs because they were
using commercial drug pricing
guides as the basis for setting state
reimbursement levels.

The new formula establishes a
federal upper limit (FUL) calcula-
tion, which is the maximum the
federal government will pay to states
in federal matching funds or federal
financial participation for generic
drugs dispensed through state
Medicaid programs. The new FUL
is calculated at 250% of the lowest
AMP in a generic drug class. States
may pay above or below the FUL
for individual drug classes and still
receive the full federal financial par-
ticipation as long as overall pay-
ments for generic drugs subject to a
federal upper limit are under the
annual aggregate cap.

While the law requires CMS to set
an FUL, states retain the authority to
set their own reimbursement levels
and dispensing fees paid to pharma-
cists. Recognizing that the new FULs
could result in some reduction in
drug ingredient payments to phar-
macies, CMS officials have said they
are actively encouraging states to
evaluate whether the fees they pay
pharmacies are adequate to compen-
sate them for their costs in dispensing
prescriptions. It has been reported
that Iowa and Kansas have agreed to
transfer any savings resulting from
the new rule to pharmacy dispensing
fees. Also, Texas plans to increase its
dispensing fee to at least $7.50, with
triggers that could increase the fees to
$12.50. The average dispensing fee
nationwide is about $4.50.

States may help pharmacies
Morgan Stanley analyst David

Veal told investors that the six-month

delay announced by CMS will move
implementation of the rule much
closer to the time that many state leg-
islatures reconvene and “potentially
allow[s] lawmakers to boost dispens-
ing fees more immediately to offset
the potential reimbursement cuts.”

Ammunition for the pharmacies’
position came in an HHS Inspector
General report that said the new
FUL may force states to underpay
pharmacy providers for generic
medicines they dispense under
Medicaid. Pharmacy acquisition
costs will exceed the FUL for 19 of
the 25 high-expenditure Medicaid
drugs studied, the OIG report said.
The report also found that for 12 of
the 19 drugs studied, the average
pharmacy acquisition costs “would
have been more than double the
reimbursement limit.”

“This report confirms the serious
concerns raised by community phar-
macy, the Government Accountability
Office, other Inspector General
reports, and the 250 members of
Congress who have gone on record in
letters to CMS or HHS,” said
NACDS CEO Steven Anderson.
“Rather than reflecting actual phar-
macy drug costs, the reimbursement
limits currently proposed by CMS
would dramatically limit the availabil-
ity of community pharmacy services
to millions of Medicaid beneficiaries.”

The OIG report said the lowest
AMP for 109 of the 521 drugs it
looked at comes from a drug with
very limited distribution (2% or less
of Medicaid sales). The report also
said that 149 of the 521 drugs
(29%) have FULs based on the low-
est AMP that would be below the
amount that they assume most
pharmacies could buy at, on aver-
age.”

The OIG report said when CMS
sets a new FUL, it “should take steps
to identify when a new federal upper
limit amount may not be representa-
tive of a drug’s acquisition cost to
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pharmacies.” The report also said
CMS should give pharmacies the
opportunity to alert the states and
CMS when they can demonstrate
they are not able to purchase a drug
at or below the new FUL amount.”

At a House Committee on Small
Business hearing, committee chair
Nydia Velázquez (D-NY) said the

CMS rule “will have serious conse-
quences for privately owned phar-
macies, as well as the people who
depend on these businesses for their
medical supplies and prescriptions.
It is clear that CMS failed to take
into account the domino effect that
this new rule will have on small
pharmacies and the communities

they serve. Once again it is our
nation’s small businesses that are
being forced to carry the sole bur-
den of a proposal such as this one.
This is not right. We will be work-
ing to ensure that CMS assesses the
impact on small pharmacies, a sim-
ple yet critical step that CMS has
failed to do.” ■

Massachusetts program changes in attempt to restrain costs

Ma s s a c h u s e t t s ’
Commonwealth Health
Insurance Connector

Authority, which oversees the
Commonwealth Care insurance por-
tion of the state’s comprehensive health
reform plan, is making significant pro-
gram changes in an effort to hold
down costs to taxpayers. Observers say
as a result of the changes, payments to
providers will likely be cut, patient
choices could be reduced, and patient
charges may increase.

In its first year, Commonwealth
Care, the program for low-income
people, has enrolled nearly 160,000
beneficiaries, far more than had
been projected. State officials have
says the cost could be $147 million
over budget to a total of $619 mil-
lion for the current fiscal year.

“The goal is to make this great
health care reform effort sustain-
able,” says authority chairperson
Leslie Kirwan, the state’s secretary
of administration and finance.

Bid specifications are expected to
direct the insurers that administer
Commonwealth Care to cut provider
payments by 3% to 5%. And there
were indications that costs per mem-
ber could go up as much as 14%.

“There’s no justification to be pay-
ing more than Medicaid rates,” says
authority chief financial officer
Patrick Holland, commenting on the
likely cut in provider payments.

The board reportedly has 
not considered reducing the

comprehensive range of services the
plan covers, but will push insurers to
control spending on patients with
substance abuse and chronic condi-
tions through better oversight and
follow-up care.

The board also voted to eliminate
an expensive program provision
allowing patients to pay a higher
monthly premium in return for
lower fees each time they receive
care. That option drew the sickest
and oldest patients, observers says,
and was twice as expensive for the
state as a plan with lower premiums.

The 3,500 patients who chose that
option will have to transfer into
another plan that will impose a
higher copay for each doctor or hos-
pital visit. 

Commonwealth Care members
currently pay much less than those
with private insurance to visit a doc-
tor, get hospital care, or get prescrip-
tion drugs, observers says. But the
authority postponed a decision on a
proposal to increase copayments and
other out-of-pocket costs for tens of
thousands of patients whose income
is above the poverty level.  ■

An analysis of Washington
State’s disease management
efforts shows a return-on-

investment of $3 for every $1 spent
on the program and a net savings of
more than $13.3 million during the
program’s final year.

The program, operated by
McKesson Health Solutions for the
Washington Medical Assistance
Administration, manages care for
Medicaid beneficiaries with asthma,
diabetes, congestive heart failure, and
chronic obstructive pulmonary dis-
ease (COPD).

The state agency contracted with
Milliman Consultants and Actuaries
to compute the savings for the pro-
gram period from August 2005
through June 2006. The program

includes a 24/7 nurse advice line used
by beneficiaries when they needed
recommendations from registered
nurses about acute medical issues.

Clinical outcomes were calcu-
lated by Qualis Health and
included:

• use of inhaled corticosteroid
daily controller for asthma up from
55% to 70%;

• asthma action plan up from
12% to 35%;

• COPD action plan up from
10% to 26%;

• early recognition of COPD
exacerbation up from 34% to 59%;

• HbA1c under control in diabet-
ics up from 55% to 76%;

• diabetics having an action plan
up from 16% to 23%;

Washington state disease management 
program saves $13 million
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• heart failure patients with a pre-
scription for an ACE inhibitor up
from 64% to 69%; and

• heart patients not a current
smoker up from 61% to 66%.

On beneficiary satisfaction sur-
veys, users gave the program and its
nurses high marks. Beneficiaries said
they were “satisfied” or “very satis-
fied” with the nurses’ ability to

answer questions (95%), support
and education (93%), and under-
standing of symptoms and related
concerns (95%).

Some 92% said they were “com-
fortable” or “very comfortable” when
talking with program nurses by
phone and overall program satisfac-
tion during the study period was
93%.  ■
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Clip files / Local news from the states
This column features selected short items about state health care policy.

California Justices put limits 
on medical marijuana law 

SAN FRANCISCO — In the lat-
est setback for advocates of medical
marijuana in California, the State
Supreme Court has ruled that
employers were within their rights to
fire employees who fail drug tests. The
ruling, a 5-to-2 decision that affirmed
the findings of lower state courts,
involved a former Air Force mechanic,
Gary Ross, who injured his lower
back in a fall off an airplane wing in
1983. In 1999, a doctor, acting under
the state’s Compassionate Use Act,
prescribed marijuana in an effort to
relieve Mr. Ross’s pain. The act,
approved by voters in 1996, legalized
the use and sale of marijuana to those
with a chronic illness or infirmity. 

Two years after he began using

the drug, Mr. Ross was fired from a
job as a systems administrator with a
telecommunications company after
failing a drug test. Mr. Ross filed
suit, contending that his dismissal
violated state laws barring wrongful
termination and discrimination
based on disability. But the state’s
highest court firmly rejected that
argument, saying the act deals solely
with criminal prosecution, not
terms of employment. 

“The Compassionate Use Act does
not eliminate marijuana’s potential for
abuse or the employer’s legitimate
interest in whether an employee uses
the drug,” Justice Kathryn M.
Werdegar wrote. Advocates of medical
marijuana said that they hoped the leg-
islature would provide medical mari-
juana users some workplace
protections, and Assemblyman Mark
Leno, a Democrat from San Francisco,
said he planned to take up the cause. 

Mr. Ross, now 46 and a host at
outdoor camps in the Sacramento
area, said he never intended to use
marijuana on the job, only to relieve
pain and help him sleep. But he said
he was not surprised at the judges’
ruling. 

“Their mind is stuck in 1967,”
he said in a telephone interview.
“They just say, ‘My mind was made
up in the 1960s, and that’s the way
it’s going to stay.’” 

— The New York Times, 1/25/08
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