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Purpose and Presenters

Medicaid Cost Containment Strategies in North Carolina and Other
States is the first North Carolina Family Impact Seminar in a
series designed to connect research and state policymaking.

Family Impact Seminars analyze the impact an issue, policy, or program
may have on families.  Family Impact Seminars started on a national
level over 20 years ago.  They have since transitioned into a network of
state-level seminar series supported in part by the Policy Institute for
Family Impact Seminars at the University of Wisconsin-Madison. The
seminars and supporting materials are designed to bring together
research, practice, and policy experts from a range of disciplines to share
information and help bring research to policymaking. The seminars
deliberately take an educational, nonadvocacy approach.  They are a
forum for providing objective, nonpartisan, solution oriented research to
state policymakers, including legislators, legislative and gubernatorial
staff, and state agency officials.

This seminar featured the following speakers:

Brian Burwell
Vice President, Chronic Care and Disability
Medstat
125 Cambridge Park Drive
Cambridge, MA  02140
Phone (617) 492-9302
brian.burwell@thomson.com

Sybil M. Richard, J.D., M.H.A., R.Ph.
Assistant Deputy Secretary for Medicaid Operations
Florida Agency for Health Care Administration
2727 Mahan Drive, Mail Stop 8
Tallahassee, FL 32308
Phone (850) 414-7332
richards@ahca.myflorida.com

Vernon K. Smith, Jr., Ph.D., Principal
Health Management Associates
120 North Washington Square, Suite 705
Lansing, MI 48933
Direct office phone (517) 318-4819
HMA office general (517) 482-9236
vsmith@healthmanagement.com
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For further information on the North Carolina Family Impact Seminar
series, see the North Carolina Family Impact Seminar website:
http://www.childandfamilypolicy.duke.edu; or contact:

Jenni Owen
Center for Child and Family Policy
Terry Sanford Institute of Public Policy
Duke University
Box 90264
Durham, NC 27708-0264
Phone: (919) 613-7300
Fax: (919) 681-1533
jwowen@duke.edu
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Selected Family Impact Seminar Briefing Reports

Each seminar is accompanied by a briefing report that summarizes
research on a topic and identifies policy options from across the political
spectrum. Copies of this and future briefing reports are available at:
www.childandfamilypolicy.duke.edu/fisindex.html

Other Family Impact Seminar Briefing Reports on Health Issues

State                                                  Seminar Title 

CA 
 

Health Care Reform and California’s Vulnerable Families 
http://www.library.ca.gov/CAFIS/reports/94-02/94-02.pdf 
 

DC 
 

Sign’em Up: Strategies to Enroll Eligible Children in DC Healthy Families 
http://www.ncemch.org/dcfps/pdf/05_2000.pdf 
 

DC 
 

Do School-based Mental Health Services Make Sense? 
http://www.ncemch.org/dcfps/pdf/11_1999.pdf 
 

DC 
 

HIV/AIDS: Helping Families Cope 
http://www.ncemch.org/dcfps/pdf/04_1995.pdf 
 

DC 
 

Substance Abuse Prevention and Treatment Programs: A Family Approach 
http://www.ncemch.org/dcfps/pdf/02_1995.pdf 
 

IN 
 

Healthy Environments for Young Children 
http://www.cfs.purdue.edu/CFF/pages/publications/familyimpactseminar1999.pdf 

MI 
 

Innovative State and Local Approaches to Health Care Coverage for Children 
http://icyf-ftpwebsvr.icyf.msu.edu/icyf/pdf/familyimpact20105.pdf 

NE 
 

Rising Health Care Costs 

NE 
 

Public Children's Health Insurance: Implications of Shifting Regulations 

NY 
 

Healthy Communities: Concepts and Collaboration Tools 
http://www.human.cornell.edu/faculty/summrpt_s98.html 
 

NY Community-based Health Planning
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Executive Summary

In FY 2004, North Carolina’s Medicaid Program spent nearly $8.5
billion on health coverage for 1.5 million citizens.  The state’s Medic-
aid spending grew at a rate of 11.9%.  In North Carolina, as in other

states, the continued growth in Medicaid spending is an increasingly pressing
concern.

This report discusses Medicaid cost containment strategies in North Carolina
and other states.  A “family impact perspective” on policymaking informs this
report.  Specifically, policymakers routinely consider environmental or eco-
nomic impacts of programs.  Family Impact Seminars aim to help
policymakers examine the impacts of policies on families.  Family Impact
Seminars provide objective, nonpartisan, solution-oriented research to state
policymakers.

This report consists of four briefs:

The first brief describes the Medicaid Program in North Carolina.  The brief
illustrates eligibility criteria, expenditures for different population groups of
recipients, available benefits, and their costs.  The brief also discusses changes
to North Carolina’s Medicaid program in the past 15 years, including expan-
sions in eligibility criteria and programmatic changes in managed care, pre-
scription drugs, provider rates, recipients, and recipient services.

The second brief addresses how states are trying to control Medicaid costs.
This brief first provides a view of the national Medicaid program, highlight-
ing how Medicaid enrollment and expenditures continue to rise in all 50
states.  The brief then reviews an array of measures states have enacted in the
past two years, highlighting North Carolina’s recent activities within each of
these strategies.  The brief concludes with a forecast of what states might
expect regarding spending trends and other challenges in the years to come.

The third brief addresses state experiences with Medicaid managed long-
term care.  This brief examines the current status of the Medicaid managed
long-term care market on a national level, discusses the potential benefits and
challenges of implementing new managed long-term care programs, and
describes North Carolina Medicaid’s preliminary ventures into the managed
long-term care arena. It concludes with a short discussion of the potential
impact of managed long-term care on families.

The fourth brief describes selected cost containment strategies for Medicaid
prescription drug spending.  This brief reviews Medicaid prescription drug
spending and cost containment strategies that have been implemented across
the country, highlighting approaches in Florida and North Carolina. It
focuses some attention on several emerging strategies not yet implemented in
North Carolina:  preferred drug lists, supplemental rebates, and multi-state
purchasing pools.

In North Carolina, as
in other states, the
continued growth in
Medicaid spending
is an increasingly
pressing concern.
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Four Questions to Guide Policymakers’
Consideration of North Carolina’s Medicaid

Cost Containment Strategies

• How do North Carolina families contribute to the challenges of
growing Medicaid costs and the state’s ability to contain these costs?

• How are North Carolina families affected by rising Medicaid costs?

• How are North Carolina families affected by current cost contain-
ment policies?

• To what extent can North Carolina families help to generate solu-
tions to the state’s cost containment difficulties, and how might
Medicaid services be more cost effective if they do?
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An Overview of
Medicaid in North Carolina*

Lisa J. Berlin
Center for Child and Family Policy

Duke University

Abstract:

In North Carolina, as in other states, Medicaid cost containment is an

increasingly pressing concern. This brief offers details on North

Carolina’s Medicaid program in order to provide recent state level

information, and to help set the stage for the consideration of specific

cost containment strategies discussed in the subsequent briefs.  This brief

illustrates who is eligible for coverage and the expenditures for the

different population groups of recipients.  A description of benefits

available under North Carolina Medicaid and the costs of each type of

benefit is also described.  This brief describes changes to North

Carolina’s Medicaid program in the past 15 years, including expansions in

eligibility criteria, and program changes in managed care,

prescription drugs, provider rates, recipients, and recipient services.

Finally, next steps in Medicaid cost containment in North Carolina are

considered from a family impact perspective.

* This brief is based on information presented in Medicaid Program Overview by Carol
Shaw, Fiscal Research Division, North Carolina General Assembly, March 2005, and
supplemented with additional, forthcoming information provided by the North
Carolina Department of Health and Human Services, Division of Medical Assistance,
and, for national data, by information from the Michigan Family Impact Seminar.
Portions of this brief are derived from the work of Vernon K. Smith, Jr. (See “A National
Challenge: How States Try to Control Medicaid Costs and Why It Is So Hard.”)
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Medicaid:  A Snapshot

In 1965, as part of the “War on Poverty,” President Johnson created
the Medicaid program to extend health insurance coverage to low
income Americans.  Medicaid is an entitlement program, which

means that the government must pay for the covered health services of
eligible Medicaid beneficiaries.  Medicaid provides health insurance to
pregnant women, low income children, parents of dependent children,
seniors (age 65 or older), people with disabilities, and certain other
specified groups (such as women diagnosed with breast or cervical
cancer).  In addition to belonging to one of these target groups, Medic-
aid recipients must satisfy certain financial requirements in order to
qualify.  Medicaid also supplements Medicare coverage for many low
income seniors or people with disabilities.1  Medicaid is the largest
publicly funded insurance program, serving over 52 million low income
children and adults.  Medicaid plays a major role in the U.S. health care
system.  In the area of maternal and child health, Medicaid pays for
prenatal care and delivery of more than a third of all U.S. births and
comprehensive health care for about one quarter of all children.  In
relation to care for seniors and people with disabilities, Medicaid covers
about half of the care for all nursing home patients and pays for both
home- and community-based long-term care services.

In FY 2004, 1.5 million North Carolina residents, about 18%, received
Medicaid.  Over 870,000 children participated, and Medicaid covered
approximately 45% of all births. Two thirds of the state’s 41,000 nursing
home beds were also financed by Medicaid.

Medicaid Cost Containment in North Carolina:  A Growing
Concern

Medicaid is administered by states and counties.  Costs are shared
between federal and state governments, depending on need, with a
formula based on state per capita income (the Federal Medical Assis-
tance Percentage or FMAP).  States may finance the nonfederal share
completely or may require local governments to share up to 60% of the
program costs.  In North Carolina, the state pays for 85% of the
nonfederal share of Medicaid services and requires counties to pay 15%
of the nonfederal share.

In North Carolina, as is typical in other states, Medicaid is the second
largest program in the state budget after education.  In FY 2004, Medic-
aid expenditures were $8.5 billion, 16.1% of all North Carolina (govern-
mental and nongovernmental) health care expenditures.  Medicaid
accounts for 15.9% of the 2005 General Fund operating budget (see
Figure 1) and 63.5% ($2.45 billion) of the state’s Health and Human
Services General Fund (see Figure 2).
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Figure 1:  The NC Medicaid Program
General Fund Appropriations by Major Program Area

Public Education
38.8%

University System
11.8%

Corrections
6.2%

Medicaid
15.9%

All Other Agencies
23.0%

Community Colleges
4.3%

FY 2005

13/1Source: NC General Fund Operating Appropriations  SFY 2005   Fiscal Research Division    2/05

Figure 2:  The NC Medicaid Program
Medicaid’s Share of HHS General Fund

Appropriations for FY 2005

Medicaid Program  63.5%
$2.45 billion

Other HHS Programs  36.5%
$1.41 billion

Total HHS Appropriations
$3.86 billion

Source: NC General Fund Operating Appropriations  SFY 2005    Fiscal Research Division 2/05
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Figure 3:  The NC Medicaid Program
History of Medicaid Expenditures

Fiscal Research Division  2/05
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Figure 3 depicts the history of North Carolina Medicaid expenditures
between 1982 and 2004.   In FY 2004, U.S. Medicaid spending grew at
an annual rate of 9.5%, while in North Carolina it grew 11.9%.   Medic-
aid cost containment is an increasingly pressing concern in North
Carolina and other states.

North Carolina Medicaid in Detail

The remainder of this brief offers details on North Carolina’s Medicaid
program in order to provide recent state level data and to help set the
stage for consideration of specific cost containment strategies discussed
in the subsequent briefs.  Three subsections follow: North Carolina
Medicaid beneficiaries, North Carolina Medicaid benefits, and changes
to North Carolina’s Medicaid program in the past 15 years (since 1990).
Expenditures and cost containment issues are highlighted throughout.

North Carolina Medicaid Beneficiaries
Under federal law, all states operating a Medicaid program must serve
specific groups of people called mandatory population groups.  Current
federal law also provides federal reimbursements for coverage to certain
optional population groups that are selected at states’ discretion but
allowed under federal law.  Each state is allowed to choose which op-
tional population groups it serves.
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The mandatory population groups are as follows:

• Adults in Families with Children (based on the AFDC State Plan
as of July 16, 1996)

• Persons Eligible for Transitional Benefits (individuals
transitioning off of welfare)

• Aged, Blind, and Disabled Supplemental Security Income (SSI)
Recipients

• Infants born to Medicaid eligible women with family incomes
equal to or less than 133% of Federal Poverty Guidelines (FPG)

• Children ages one through five with family incomes equal to or
less than 133% of FPG

• Pregnant Women with family incomes equal to or less than 133%
of FPG

• Children 100% of FPG ages six through age 18 with family
incomes equal to or less than 100% of FPG

• Recipients of Adoption Assistance and Foster Care

• Refugees/Aliens

• Certain Medicare Recipients (Dual Eligibles, Qualified Medicare
Beneficiaries, Specified Low income Medicare Beneficiaries,
Qualified Disabled and Working Individuals)

The optional population groups served in North Carolina are as follows:

• Children ages 19 and 20 meeting AFDC income standards

• Special Needs Adoptive children

• Recipients of State/County Special Assistance

• Recipients of State Assistance to the Blind

• Persons receiving care under home- and community-based
waivers

• Aged, Blind, and Disabled persons presumed eligible for but not
receiving SSI

• Aged, Blind, and Disabled persons with incomes equal to or less
than 100% FPG (these are individuals with incomes that are too
high to qualify for SSI)

• Medically Needy Persons (must meet the spend down require-
ment)

• Women with Breast and Cervical Cancer (income must be 185%
of FPG or less)
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A series of expan-
sions in 1987,
along with the
economic down-
turns of the early
1990s and early
2000s led to signifi-
cant increases in
both Medicaid
participation and
Medicaid
expenditures.

Figure 4:  The NC Medicaid Program
History of Annual Eligibles

Fiscal Research Division  2/05
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Figures 4 and 5 illustrate the history of North Carolina Medicaid partici-
pation since 1987.  During the early 1980s, the number of eligible
people did not grow significantly (see Figure 4).  Beginning in 1987, a
series of mandated and optional eligibility expansions took place.  These
expansions, along with the economic downturns of the early 1990s and
early 2000s led to significant increases in both Medicaid participation
and Medicaid expenditures.  Between FYs 2003 and 2004, the state
population grew by 1.1% and the number of people eligible for Medic-
aid increased by 4.5%.

When Medicaid began, the program focused on providing medical care
for the disabled, aged, and families – generally those receiving cash
assistance.  Since 1987, Medicaid has been expanded to cover many
individuals, including children and pregnant women who are not
receiving welfare or SSI (see Figure 5).

Figure 6 illustrates the proportions of participants served by North
Carolina’s Medicaid program in FY 2004.  The two largest categories of
Medicaid participants are children (34.5%) and low income adults in
families with children (32.1%).  Thus, almost 70% of all Medicaid recipi-
ents in 2004 were low income children and their families.

Figures 7 and 8 illustrate North Carolina’s Medicaid costs in FY 2004 per
population group.  Although children and families make up the largest
of the three principal groups of Medicaid recipients, they account for
only about $2.3 billion or 31% of Medicaid costs.  Elderly recipients and
those with disabilities comprise approximately 13% and 16% of total
recipients respectively.  However, these two groups account for approxi-
mately $5 billion or 60% of total expenditures.
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North Carolina’s Medicaid Benefits
Under federal law all state Medicaid programs must cover specific
mandatory benefits.  State programs may also elect to provide certain
optional benefits.

The mandatory benefits are as follows:

 • Health Check (Early Periodic Screening, Diagnosis, and Treat-
ment, EPSDT) Services for children under 21

• Family Planning Services

• Federally Qualified Health Center Services (Community, migrant
health centers)

• Home Health Services (includes supplies and durable medical
equipment used in the home)

Almost 70% of
all Medicaid
recipients in
2004 were low
income children
and their
families.

Figure 5:  The NC Medicaid Program
New Groups since 1987

New Groups  41.6%

Disabled  15.9%

Families and Children  32.4%

Aged 65+  10.0%

-Aliens/Refugees  2.5%

Children  82.3%

-Medicare Aid  6.7%
-Pregnant Women  8.5%

SFY 2004
Fiscal Research Division 2/05

Figure 6:  The NC Medicaid Program
Medicaid Eligibles- FY 2004

Fiscal Research Division  2/05
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Figure 7:  The NC Medicaid Program
Expenditures and Recipients- FY 2004

Fiscal Research Division  2/05
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Figure 8:  The NC Medicaid Program
Expenditures and Recipients- FY 2004

Fiscal Research Division  2/05

Eligibility
Category

Number of
Recipients Expenditures

Annual 
Cost Per

Recipient
Elderly 204,135 $1,941,800,149 $8,932
•Aged 162,675 $1,912,877,837 $10,992
•Medicare-Aid 41,460 $28,922,311 $665

Disabled 243,774 $3,127,627,817 $11,971
Families &

Children 1,074,554 $2,285,088,549 $1,967
Aliens &

Refugees 18,987 $51,681,385 $2,735
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• Rural Health Clinic Services

• Inpatient Hospital Services

• Outpatient Hospital Services

• Physician Services

• Laboratory and X-Ray Services

• Nurse Midwife Services

• Nurse Practitioner Services

• Nursing Facility Services for individuals ages 21 or older

• Specialty Hospital Services

• Transportation

• Vaccines for Children

With respect to optional benefits, North Carolina’s Medicaid program
covers all of the allowable optional benefits except for nonmedical
services offered in a religious hospital or setting:

• Ambulance Transportation

• Targeted Case Management Services

• Chiropractic Services

• Community Alternatives Program (CAP) Services (Home- and
Community-based Care)

• Dental Care Services (including dentures)

• Diagnostic, Screening, Preventive Services

• Eyeglasses

• Hospice

• Intermediate Care Facilities for the Mentally Retarded (ICF-MR)

• Inpatient Hospital for Individuals 65 or older in Institutions for
the Mental Diseases

• Nurse Anesthetist Services

• Medical Social Work Services

• Inpatient Psychiatric Care for individuals under 21

• Occupational, Physical, and Speech Therapies

• Optometry Service

• Personal Care Services
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• Podiatry Services

• Prescription Drugs

• Prosthetics and Orthotics

• Private Duty Nursing Services

• Psychology (Mental Health) Services

• Rehabilitation Services (Mental Health)

• Respiratory Care Services for ventilator-dependent individuals

• Speech, Hearing, and Language Services

Individuals eligible for Medicaid can receive these services from a
variety of different sources, including public agencies (e.g., local health
departments, county owned home health agencies), state hospitals, and
other public and private health care providers.

Figure 9 illustrates the proportions of services covered by North
Carolina’s Medicaid program in FY 2003.  The two largest service catego-
ries are inpatient and outpatient hospital services (20% of all expendi-
tures) and long-term care (31% of all expenditures).

The two largest
service categories
are inpatient and
outpatient hospi-
tal services and
long-term care.

Figure 9:  Medicaid Program
Expenditures for Services

Fiscal Research Division  2/05
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The Medicaid
managed care
program in North
Carolina is now
known as
Community Care
of North Carolina
(CCNC).

Changes to North Carolina’s Medicaid Program Since 1990:
Expansion of Eligibility Criteria and Initiation of Managed Care
and Other Cost Containment Strategies

Since 1990, the North Carolina Medicaid program has expanded eligi-
bility criteria for both mandatory and optional eligibility groups.

In addition, managed care initiatives have been introduced, beginning in
1991 with Carolina ACCESS, Carolina Alternatives, and ACCESS II.
These initiatives aim to increase access to care, promote community-
based systems of care, enhance care management, and improve the
quality of care and cost effectiveness of the Medicaid program.  The
Medicaid managed care program in North Carolina is now known as
Community Care of North Carolina (CCNC).

CCNC is a collaborative effort among the state, counties, community
institutions, and physicians.  CCNC is composed of 13 local networks
consisting of more than 3,000 physicians.  The networks include more
than 900 physician practices and serve 555,000 Medicaid recipients
across 82 counties.  The program is expected to operate statewide by
December 2005.

For FY 2003-04 the cost of CCNC was $28.5 million.  Medicaid pays $5
per member per month (split evenly between the network as an en-
hanced care management fee and the primary care provider for case
management).  In return, the networks are responsible for identifying
high cost patients and developing plans to manage service use and costs,
providing evidence-based disease management services, controlling
prescription drug use, and controlling unnecessary emergency room
use.

Other cost containment strategies that have been implemented fall
under four major domains and are listed below.  Where possible, rel-
evant legislative sessions are also noted:

Prescription Drugs2:

• Established Prior Authorization Program for certain high cost
drugs

• Created Maximum Allowable Cost (MAC) drug list

• Limited most drugs to a 34-day supply

• Increased use of generic drugs

• Established a voluntary preferred drug list, known as the Pre-
scription Advantage List (PAL)
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• Increased copayments for brand name drugs

• Created new requirements for coordination of pharmacy benefits

• Eliminated coverage for weight loss and weight gain drugs

• Reduced dispensing fees

Provider Rates:

• Reduced physician rates from 100% of Medicare rates to 95%
(2002 Regular Session)

• Eliminated inflationary increases for FY 2003 and 2004 (2003
Regular Session)

• Reduced reimbursement rates by 5% for the following providers
or services:  Private duty nursing, home infusion therapy, home
health supplies, durable medical equipment, optical services,
ambulatory surgery centers, and high risk procedures (2002
Regular Session)

• Reduced hospital payments by .5%  (2002 Regular Session)

• Limited reimbursement of Medicare crossover claims to Medic-
aid rates (2002 Regular Session)

• Applied Medicaid medical policy to Medicare crossover claims
(2002 Regular Session)

Recipients:

•    Applied federal transfer of asset policies to real property excluded
as tenancy-in-common, or as nonhome site property made
income producing under Title XIX of the Social Security Act
(2002 Regular Session)

•    Applied estate recovery policies to Medicaid costs for in-home
personal care services (2002 Regular Session)

•    Adopted the SSI method for considering equity value in income-
producing property for seniors, blind, and otherwise disabled
persons3  (2002 Regular Session)

•    Required parental income to be counted when determining
eligibility for pregnant minors4  (2002 Regular Session)

•    Eliminated 12-month State Transitional Medicaid coverage for
families and children who are working and are no longer receiv-
ing welfare payments (2003 Regular Session)
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Services:

• Reduced the monthly and daily limits for personal care services
(2001 General Session)

• Eliminated coverage of optional circumcision

• Reduced case management services for adults and children
(2001 General Session)

In addition to these measures, North Carolina received a one-time, tempo-
rary fiscal relief package from the federal government with enhanced
reimbursements that have allowed North Carolina to reduce state appro-
priations to the Medicaid program. This measure expired June 30, 2004.  To
maximize federal revenues, North Carolina has used state expenditures in
the five state hospitals as match to draw federal funds for Medicaid recipi-
ents served in those facilities.

Medicaid Cost Containment in North Carolina:  Next Steps Accord-
ing to a Family Impact Perspective

An understanding of North Carolina’s Medicaid program and its recent cost
containment efforts can help policymakers consider specific next steps.  In
doing so, a family impact perspective may be valuable for considering
particular cost containment strategies.  Undoubtedly, different strategies
will have various effects on different types of families:  rural families com-
pared with urban families; large, multigenerational families compared with
single parent families, etc.  Cost containment strategies that limit recipients
to particular providers may force families in some rural areas already expe-
riencing provider shortages to travel farther for care.  Strategies that focus
on long-term care will likely have the greatest impact on multigenerational
families including elder members.  Cost containment strategies that focus
on prescription drugs will likely have the greatest impact on families who
make heavy use of prescription drugs, such as families with a special needs
child.  As such differential impacts are documented, more nuanced infor-
mation and more informed strategies will evolve.

______________________________________

Endnotes
1 Medicaid pays the Medicare premiums and deductibles for certain low income Medicare
recipients who cannot qualify for comprehensive Medicaid benefits.

2 Legislative dates are not noted for this section because these measures were enacted by a
combination of legislative mandate and discretion of the Division of Medical Assistance.

3 Under the SSI rules, individuals can only exclude property as income producing if the
equity value of the property is no greater than $6,000 and the person makes at least 6% of
the value in income each year.  In the past, individuals were allowed to exclude real or
personal property of any amount regardless of the value if it produced any net income.

4 This provision was subsequently repealed because it was found to conflict with federal law.
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A National Challenge:  How States Try to Control
Medicaid Costs and Why It Is So Hard*

Vernon K. Smith, Jr.
Principal, Health Management Associates

Abstract:

The challenge of controlling Medicaid costs is at the forefront of every state’s

budget and policy discussions.  For years states have implemented a range of

Medicaid cost containment strategies.  However, the combination of ongoing

budget shortfalls and Medicaid enrollment growth leaves states looking for

further cost containing measures.  This brief discusses of the Medicaid program

generally – what it is, whom it is for, and how Medicaid enrollment and

expenditures continue to rise.  It also provides an overview of cost containment

measures adopted and implemented by states over the last two years, with

particular attention to North Carolina.  The conclusion presents a brief discus-

sion of what states might expect in the years to come.

Many states entered FY 2005 faced with a mix of good and bad
news.  After three years of intense fiscal stress, most antici-
pated an improved revenue picture.  At the same time, several

factors continued to place pressure on states to contain Medicaid costs.
This report is based on a 50-state survey of Medicaid administrators
conducted in the summer of 2004 concerning their states’ Medicaid
spending growth and cost containment plans.

* Most of the material in this brief is taken directly or adapted from The Continuing
Medicaid Budget Challenge: State Medicaid Spending Growth and Cost Containment in Fiscal
Years 2004 and 2005 by Smith, V., et al. (October 2004).  Additional material comes from
the Medicaid Program Overview by the Fiscal Research Division, North Carolina General
Assembly, March 2005.  The brief was adapted to North Carolina from the Michigan
Family Impact Seminar brief on the same topic by Jenni Owen, Center for Child and
Family Policy, Duke University.
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For FY 2005,
Medicaid is
15.9% of the
North Carolina
General Fund
operating
budget. Ten
years ago that
number was
8.2%.

What Is Medicaid and What Role Does It Play in Our Health
Care System?

Medicaid is a publicly funded health insurance program that provides
coverage to low income children, families, seniors, and people with
disabilities.  Medicaid also fills gaps in Medicare coverage for many low
income seniors, particularly for prescription drugs and long-term care.
It is the largest publicly funded health insurance program providing
health and long-term care coverage to 52 million low income children
and adults in FY 2004, compared to 42 million covered by Medicare.
Medicaid also supplements Medicare coverage for seven million low
income seniors and people with disabilities enrolled in both programs.
Medicaid covered 1.5 million North Carolina residents sometime during
FY 2004.  This is equivalent to 17.7% of the state’s population.

As Figure 1 shows, Medicaid plays a major role in our nation’s health
care system, paying for nearly half of nursing home care and 18% of
prescription drugs.

Figure 1: Medicaid's Role in the Health 
System, 2002
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Medicaid as a Share of National Personal Health Care Spending: 
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SOURCE: Levil, et al, 2004. Based on National Health Care Expenditure Data, Centers for Medicare and Medicaid Services, 
Office of the Actuary. 
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How Does Medicaid Work?

States must design and administer the program according to federal
rules.  Within the federal structure, states enroll beneficiaries using their
own eligibility criteria, decide on some covered services, and set payment
rates for providers.  States decide key policies such as use of managed
care systems.  States also may provide coverage for optional services
beyond the required core services (e.g., prescription drugs,
nonemergency dental and vision coverage for adults).  The federal gov-
ernment sets minimum requirements, authorizes deviations (waivers)
from these requirements, and audits expenditures and performance.

Medicaid is jointly funded by states and the federal government with the
federal government matching state spending on an open-ended basis.
The federal match rate, known as the federal medical assistance percent-
age (FMAP), varies by state from 50 to 77%.  North Carolina’s FY 2005
FMAP is 63.63%.  In 2006 it will be 63.49%.  This is lower than the 65.8
matching rate that the state received under Federal Fiscal Relief, which
ended on June 30, 2004. (See more in “The Expiration of Federal Fiscal
Relief section.”)

Because of the matching formula, state spending brings increased federal
dollars into the state, providing an incentive for states to increase funding
for health and long-term care services.  On average, states spend about
16% of their state budgets on Medicaid, making it the second largest
program in most state budgets, after education (see Figure 2).  For FY
2005 Medicaid is 15.9% of the North Carolina General Fund operating
budget. Ten years ago that number was 8.2% (see Figure 3).

Figure 2: State Medicaid Spending as a Percent 
of General Fund Expenditures, 2002
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Total State General Fund Spending = $496 billion 
SOURCE: National Association of State Budget Officers, 2002 State Expenditure Report, November 2003. 
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Where Does Most Medicaid Spending Go?

Medicaid expenditures vary for the different populations served.  Al-
though low income children and families represent about three fourths
of Medicaid beneficiaries, they account for only one third of the expen-
ditures (see Figure 4).  On the other hand, elderly and disabled individu-
als who represent just one quarter of the beneficiaries, account for 70%
of the expenditures, reflecting their intensive use of acute and long-term
care services.

The same is true in North Carolina.  In FY 2004, children and families
represented 69.7% of the Medicaid recipients while accounting for only
31% of the expenditures. Elderly and disabled recipients combined
accounted for 26.3% of the recipients and 68.3% of expenditures for
Medicaid.

What Are the Trends in Medicaid Expenditures?

In FY 2004, total Medicaid spending for the U.S. increased an average of
9.5%.1   Figure 6 shows this increase is slightly more than 2003, but
lower than the average annual growth rate of 11.9% that occurred over
the 2000-2002 period.

State administrators cite several key factors as top drivers of Medicaid
spending growth in FY 2004.  The most frequently mentioned factors
include:

Figure 3: Medicaid Program
HHS Share of General Fund Appropriations

Fiscal Research Division  2/05

Health & Human Service  25%
$3.86 billion

Education  55%
$8.52 billion

All Other  20%
$3.11 billion

Total Appropriations
$15.5 billion

Source: NC General Fund Operating Appropriations  SFY 2005

FY 2005
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F igure  4 : M ed ica id  E nro llees  and  E xpen d itu res  b
E n ro llm ent G ro up , 2003
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state share of 43% of total program spending.  SOURCE: Kaiser Commission estimates based on CBO and Office of 
Management and Budget data, 2004. 
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• Medicaid enrollment growth

• Increasing costs of prescription drugs

• Rising costs of medical care

• Rising costs of long-term care

What Are the Trends in Enrollment?

Medicaid enrollment increased during the economic downturn as more
families lost jobs and fell into poverty. Medicaid enrollment is projected
to grow 4.7% in FY 2005, which is a slower pace than was seen between
2001 and 2004. State Medicaid officials attributed continued growth in
enrollment to several factors:

• The economic downturn, resulting in increasing numbers of low
income uninsured people – particularly children and families
(most significant for 23 states)

• The effect of eligibility expansions or restorations (ten states)

• Increased numbers of eligible elderly and disabled because of
demographic changes (three states)

• Outreach for programs such as the State Children’s Health
Insurance Program or food stamps, which identify additional
persons eligible for Medicaid (three states)

Figure 6: Average Annual Grow th Rates of 
Total M edicaid Spending

9.5%

3.6%

7.8%

11.9%

9.4%
10.0%

1992-95 1995-98 1998-2000 2000-2002 2003 2004

 

Annual grow th rate: 

SO URC E: For 1992-2002: Urban Institu te estim ates based on data from  M edicaid F inancial 
M anagem ent Reports (HC FA/CM S Form  64); For 2003 and 2004: Health M anagem ent 
Associates estim ates based on inform ation provided by s tate offic ials.  
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According to North Carolina officials, the key factors in enrollment
growth in FY 2005 were the economy and overall population growth.

What Is the Current Revenue Picture?

Since 2001, as the national economy worsened and state revenues
slowed, states have been forced to cut back on state programs. They
have had to make difficult choices affecting health coverage for millions
of low income people across the country.

In FY 2005, revenue has been growing and is expected to continue.
However, many individual states, including North Carolina, are experi-
encing large budget shortfalls while Medicaid costs continue to increase.
Additionally, the temporary fiscal relief to states provided by the federal
government through the Jobs Growth and Tax Reconciliation Act of
2003 has ended, significantly increasing the state share of Medicaid
expenses.  Anticipated gaps between revenue and expenditure growth
will exert enormous pressures on states to reduce or control costs.

North Carolina officials cited prescribed drugs, physician fees, and
inpatient hospital and mental health clinics as key factors contributing
to overall spending growth in FY 2004.  For FY 2005, they cited increases
in the consumption rate, eligibles, and cost per unit of services as the
most significant factors.

What Strategies Are States Using to Contain Costs?

FY 2005 is the fourth consecutive year that states have implemented
significant cost containment initiatives, although a few states also are
adopting modest benefit or eligibility expansions.  Most states are
implementing not just single cost containment measures, but a more
comprehensive set of strategies, including:

• Reducing or freezing provider payments

• Controlling pharmacy costs

• Reducing benefits

• Reducing or restricting eligibility

• Increasing copayments

• Implementing disease management programs

• Implementing cost controls for long-term care

• Targeting fraud and abuse
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North Carolina was the only state in 2004 to report plans for using each of
the above eight strategies.  In 2005, the state reported plans to use four of
them: pharmacy controls, disease management/case management, target-
ing of fraud and abuse, and long-term care cost controls.

Note:  Not reporting a strategy for a particular year does not mean the
strategy is not in use in the state responding, but that the state has not
implemented a new component of that strategy in the year in question.
2004 and 2005 are reported here.

The following sections discuss the range of approaches states are taking in
using these strategies.

Strategy 1:  Reduce or Freeze Provider Payments

Medicaid rates for payments to providers are generally the lowest of any
payer, sometimes below the cost for delivering care.  Payment reductions
or freezes (which amount to reductions because of cost inflation) can have
an impact on the availability of providers who will accept Medicaid and
may impact access to care.  Some, but not all patients could identify
alternative sources of care such as community-based care.  Still, when
faced with increasing fiscal pressures, many states used this strategy.

• In FY 2004, all 50 states and the District of Columbia cut or froze
payment rates to at least one provider group; 47 states said they
would do so in FY 2005.

• States were most likely to cut reimbursement rates for physicians
(42 states for 2004 and 33 for 2005).

• Cutting reimbursement rates to hospitals and nursing homes or
managed care organizations is more difficult because state statutes
regulate reimbursement rates.  Nevertheless, a number of states
froze rates for one or more of these groups for 2004 or 2005.

North Carolina attempted to freeze some provider payments for FY 2004
by eliminating inflationary increases.  The state did not implement reduc-
tions or freezes to provider payments in FY 2005.

Strategy 2:  Control Pharmacy Costs

States continued to focus significant attention on controlling the cost of
prescription drugs, which have been growing at double digit rates for
several years.  Cost containment strategies were implemented by 47 states
and the District of Columbia in FY 2004 and by 43 states in FY 2005 (see
Figure 7 drug cost reduction strategies).

Medicaid rates
for payments to
providers are
generally the
lowest of any
payer, some-
times below the
cost for deliver-
ing care.
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For 2005, the most frequently used strategies included:

• Implementing preferred drug lists (29 states)

• Seeking supplemental rebates (26 states)

• Placing more drugs under prior authorization (21 states)

• Paying a larger discount off of the Average Wholesale Price
(AWP) for drugs (eight states)

For FY 2005 only three states adopted new or higher patient
copayments; in FY 2004 15 states had done so.  Given that Medicaid
rules limit patient copayments to a nominal amount (generally $3 per
service), this drop may be explained by the fact that many states already
reached the upper limit of pharmacy copayments and therefore could
not increase them any more.

In FY 2003-04 North Carolina implemented a cost avoidance model for
pharmacy claims.  Specifically, if a Medicaid recipient has a known third
party insurer, the pharmacist must bill that third insurer first.  (Having a
third party insurer does not preclude Medicaid eligibility.)  The North
Carolina General Assembly took budget reductions during the 2003
session that were called Drug Utilization Management ($26 million in
2003-04 and $36 million in 2004-05).

Figure 7: Medicaid Prescription Drug Policy 
Changes FY 2004 and FY 2005
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Strategy 3:  Reduce Covered Benefits

In FY 2005, fewer states are cutting benefits and more are restoring
benefits cut in previous years:

• Only nine states cut benefits in 2005, compared to 19 in 2004

• 14 states intended to restore or expand benefits cut in previous
years

In general, benefit cuts involved optional services, particularly those
extended to adults, including elderly and disabled persons.  Services
that were cut included:

• Dental, vision and hearing services for adults

• Chiropractic and podiatry services

• Psychological services

• Physical and occupational therapy

• Personal care services

States either eliminated these services entirely or limited the amount of
services covered.

In FY 2004, North Carolina limited personal care services (PCS) to 3.5
hours per day up to a maximum of 60 hours per month for children,
parents/adults, the disabled, and aged.  For the same groups, the state
implemented:

• Coverage for certain over-the-counter drugs

• Medical necessity criteria for some recipients to receive 20 hours
over the 60-hour limit on personal care services

• Expanded treatment options for age related macular degenera-
tion

• Coverage to promote healing of nonunion fractures (osteogenic
stimulators)

North Carolina has cut weight loss and weight gain drugs from 2005
coverage.  The state has expanded coverage to include prosthetics and
orthotics for adults over age 21.  It has also expanded coverage to inde-
pendent practitioners who serve the mental health population.

North Carolina lim-
ited personal care
services (PCS) to 3.5
hours per day up to a
maximum of 60
hours per month for
children, parents/
adults, the disabled,
and aged.
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Strategy 4:  Reduce or Restrict Eligibility

Reducing eligibility for Medicaid is often difficult for states to imple-
ment because these reductions affect vulnerable populations who
usually have no other access to health insurance.  During the recent
economic downturn, however, 38 states reduced or restricted Medicaid
eligibility over a four-year period (2002-2005).  On the other hand, for
2004 and 2005 several states expanded coverage to previously excluded
groups, such as the working disabled, people under family planning
waivers, or uninsured women with breast or cervical cancers.

Eligibility changes fell into three categories discussed separately below:
eligibility rule changes; application and renewal process changes; and
premium changes.

Changes to Eligibility Rules
In order to receive the enhanced federal match authorized by the Jobs
Growth and Reconciliation Act of 2003, states were required to maintain
eligibility through June 2004 at the levels in effect on September 2,
2003.  No states made reductions that affected the Medicaid matching
rate in 2004.  Although fewer states are implementing reductions in
2005, the changes will affect a larger number of people.  States planned
a variety of eligibility changes such as:

• Eliminating coverage for specific populations [e.g., medically
needy adults with incomes above the TANF (Temporary Assis-
tance for Needy Families) level] (two states in FY 2004; three
states in FY 2005)

•     Eliminating continuous eligibility (two states in 2004)

•     Increasing the spenddown threshold level for the aged, blind,
and disabled [amount of their own money] they must spend
before becoming eligible for Medicaid (one state in 2004)

•    Reducing the income eligibility limit for certain groups [e.g,
pregnant women with incomes between 200% and 235% of the
federal poverty level; aged and disabled persons with incomes
between 100% and 133% of the federal poverty level] (six states
in 2004; three states in 2005)

At the same time, some states expanded eligibility to previously uncov-
ered groups by:

• Increasing the income eligibility level for aged and disabled
individuals (one state in 2004; two states in 2005)

• Eliminating TANF work requirements in determining eligibil-
ity for Medicaid (one state in 2004)
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• Enabling disabled workers to buy in to Medicaid coverage
(two states in 2004)

If a Medicaid applicant or recipient disposes of assets for less than fair
value, he or she may be penalized by becoming ineligible for Medicaid
long-term care assistance for a period of time.  North Carolina extended
the application of its transfer of assets policies to recipients receiving in-
home personal care services as well as those who reside in a nursing
home or other medical institutions.  The North Carolina General Assem-
bly did not enact any changes to eligibility requirements for 2005.

Changes to Application and Renewal Processes
Through the late 1990s and into 2001, states had adopted measures
designed to simplify and streamline Medicaid application and redeter-
mination procedures.  In the face of budget difficulties, some states have
reversed this process (ten states in 2004 and four in 2005).  Major
changes included:

• Instituting more frequent periods for reverification of eligibility

• Eliminating continuous eligibility for certain groups (i.e., requir-
ing periodic reverification of eligibility)

• Eliminating policies that allow for self-declaration of income, in
effect increasing the amount of required documentation

North Carolina did not make changes to the application and renewal
processes for 2005.

Premium Changes
In a limited number of situations, states can require premiums as a
condition of coverage.  In 2004 and 2005 a few states implemented
premium changes, including:

• Increased premiums for parents and children covered under
expansion waivers (Massachusetts and Vermont)

• New or higher premiums for disabled workers (Iowa, Louisiana,
Minnesota, and Nevada)

• New premiums on certain disabled children covered under the
Katie Beckett2  rules (Maine)

North Carolina does not impose premiums on recipients.
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Strategy 5:  Increase or Implement Copayments

When imposing patient copayments, states must comply with the
federal Medicaid law.  It specifies that payments must be nominal —
generally defined as $3 or less per service – and cannot apply to certain
services, or certain eligibility groups, such as children or pregnant
women.  Over the past several years, states have relied more on
copayments as part of their cost containment strategies, although a
substantial body of research indicates that even nominal copayments
can deter low income individuals from receiving needed care (Hudman
& O’Malley, p 30).

In FY 2004, 20 states imposed new or higher copayments; nine states did
so in FY 2003.  The most frequent copayment imposed was for prescrip-
tion drugs (discussed under containing drug costs).  A few states in-
creased copayments for:

• Hospital inpatient and outpatient visits

• Nonemergency use of emergency rooms

• Hearing, vision, dental, and therapy services

• Physician office visits

• Ambulatory services

• Home health

North Carolina did not implement new or increased copayments for
2004 or for 2005.

Strategy 6:  Implement Disease and Case Management Programs

An increasing number of states are turning to disease and case manage-
ment initiatives to help contain costs.  Between 2002 and 2004, 42 states
began programs.  These initiatives are seen as a relatively low cost way to
improve health care for people with chronic and disabling conditions,
including many adult Medicaid beneficiaries.  Quality results from these
programs are promising but not conclusive because there are several
barriers: 1) participation is voluntary; 2) turnover is high among enroll-
ees; and 3) payment rates to providers are low (Williams, 2004).  In a
recent health benefits survey of employers (Kaiser Family Foundation,
2004), 15% of firms responded that disease management strategies were
very effective in containing costs.

The trend among states is clearly toward more comprehensive care
management programs.  States have initiated programs to manage
asthma, diabetes, hypertension, depression, congestive heart failure,
mental and behavioral health, and obesity.  In the future, states may
have a more difficult time implementing care management programs
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because persons eligible for both Medicaid and Medicare will be moving
their drug coverage to Medicare.

North Carolina expanded its disease management initiatives to more
counties in FY 2004 and 2005 and added conditions such as asthma,
diabetes, and congestive heart failure to the included diseases.  In addi-
tion, in FY 2004 North Carolina expanded the Community Care of
North Carolina (CCNC) program in which local networks of primary
care providers and public and private community institutions coordi-
nate prevention, treatment, referral, and other services for Medicaid
recipients. The program slows the rate at which Medicaid costs would
increase through implementation of care management, adoption of best
practices, and local providers’ accountability to reduce service duplica-
tion and fragmentation.3

Strategy 7:  Implement Cost Controls on Long-term Care and Home-
and Community-based Services

Although long-term care represents over one third of Medicaid spend-
ing, states did not initially adopt cost containment strategies in this area.
However, as other methods of controlling costs have been exhausted,
states are beginning to focus on long-term care.  Cost containment
strategies include:

• Reducing the number of nursing home beds

• Reducing the number of days for which Medicaid will pay a
nursing home when the resident is in the hospital

• Reducing payments to nursing homes when a bed is held for a
resident who is temporarily away from the facility for a number
of days, e.g., visiting for a holiday

• Tightening eligibility criteria

• Downsizing the capacity of intermediate care facilities for the
mentally retarded

• Changing formulas for nursing home reimbursement

In the past two years, some states have implemented cost controls on
home- and community-based services (HCBS), which are services
provided to frail elderly and disabled persons in their own homes to
prevent or delay their need for institutional care. Some states have
limited the number of available Medicaid waiver slots for HCBS, thus
reversing a trend of the past five years when states expanded access to
community-based support services in response to the U.S. Supreme
Court decision in Olmstead vs. L.C. (June 1999).  This decision found
that the unjustified institutionalization of people with disabilities is a
violation of the Americans with Disabilities Act.
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Other cost cutting measures in HCBS included:

• Limiting hours authorized for specific instrumental activities of
daily living

• Restricting private duty nursing hours

• Reducing the allowable budget for high cost cases

• Implementing utilization review procedures

For North Carolina’s related activity in this area, see mention above of
personal care services and subsequent brief by Brian Burwell entitled
“State Experiences with Managed Long-term Care in Medicaid.”

Strategy 8: Target Fraud and Abuse

Many states enhanced ongoing activities or started new activities de-
signed to control fraud and abuse.  In some cases these actions were tied
to new management information systems, additional staff or an in-
creased number of provider audits.  Activities included locking in high
use recipients to a single doctor, establishment of a new fraud unit
within the state Office of Inspector General, and a greater focus on third
party liability recoveries.  Between 2002 and 2005, 32 states have put in
place new fraud and abuse mechanisms.

North Carolina has implemented new activities designed to control
fraud and abuse. Recently, new fraud and abuse detection software
(FADS) was added, which has improved performance.  Program Integ-
rity (PI) has reduced by 51% the number of days needed by the PI
nurses to investigate and close a case, and the average recovered per case
of fraud and abuse has increased.

As states moved into FY 2005 with a somewhat improved economic
picture, several factors presented new challenges.  Following are three of
the factors for 2005 and 2006 that will impact states’ ability to further
contain Medicaid spending growth.

The Expiration of Federal Fiscal Relief

Temporary federal relief that assisted states in 2003 and 2004 has come
to an end, vastly increasing the state burden of Medicaid costs.  The Jobs
Growth Tax Relief Reconciliation Act of 2003 provided states with an
enhanced federal match rate (FMAP) for Medicaid expenditures. The
enhanced FMAP enabled 36 states to resolve Medicaid shortfalls and
helped 31 states avoid, minimize, or postpone Medicaid cuts or freezes.
With the expiration of the enhanced FMAP, state spending on Medicaid
has grown enormously in FY 2005.  Legislatures have authorized an
average annual Medicaid growth rate in state general funds of 11.7% for

Program Integ-
rity (PI) has
reduced by 51%
the number of
days needed by
the PI nurses to
investigate and
close a case.
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FY 2005, compared to 4.8% growth in FY 2004.  A number of state
administrators commented on the fiscal hardship this will impose.
However, officials in 20 states indicated that the expiration of the en-
hanced FMAP had been anticipated and the impact minimized. As
noted above, North Carolina’s FMAP declined from 2004-2005 and will
decline slightly further in 2006.

Increased Scrutiny of Special Financing Arrangements

As states have struggled in recent years to deal with Medicaid shortfalls
without undermining essential services to vulnerable populations, some
have turned to special financing arrangements to maximize the amount
of federal money flowing to states.  These arrangements include the use
of funds from other governmental units (Intergovernmental Transfers,
or IGTs) and/or provider taxes to make up the nonfederal share of
Disproportionate Share Hospital (DSH) payments4  or Upper Payment
Limit (UPL) reimbursements.  At the same time, the federal Centers for
Medicare and Medicaid Services (CMS) has increased its scrutiny of
these arrangements, often through the Medicaid State Plan amendment
approval process.  States that have relied heavily on these special financ-
ing arrangements report that the increased scrutiny will have a big
impact on their state Medicaid financing.

North Carolina officials, like officials in many other states, cited in-
creased scrutiny of special financing arrangements as a key factor driv-
ing Medicaid spending growth in the state.  States and the Center for
Medicaid Services are engaged in discussions about this issue.

Implementation of the Medicare Prescription Drug Benefit

Implementation of the new Medicare Part D drug benefit that is sched-
uled to take effect January 1, 2006 has provoked some concern among
states regarding people who are eligible for both Medicare and Medicaid
(dual eligibles).  These concerns apply to all states.

• The greatest concern is about the “clawback” provision of the
Medicare law that will require states to make payments to the
federal government to help finance the drug benefit for those
with dual eligibility.

• Proposed regulations raised the possibility that states may be
responsible for enrolling over six million individuals with dual
eligibility in the Medicare Part D drug plan.  In addition, states
were concerned that the Medicare drug plans will not cover all
the medications now covered under Medicaid.

• States were also concerned that costs would increase because of a
“woodwork effect,” as more Medicare beneficiaries discover they
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are eligible for Medicaid when they apply for the subsidies
available to persons with low incomes.

Only three states (California, New York, and Rhode Island) reported
receiving additional administrative resources for FY 2005 to prepare for
the implementation of the Part D Medicare benefit. However, all states
will be expected to begin determining eligibility for Part D low income
subsidies beginning in July 2005 and must marshal the needed re-
sources to accomplish this task.

What Is the Outlook for 2005 and Beyond?

Medicaid played a critical safety net role for many vulnerable individu-
als during the recent economic downturn.  The current financing struc-
ture of the program, with federal matching dollars and guaranteed
eligibility for those who qualify, allowed Medicaid to play this critical
role.  The challenges discussed above, however, combined with trends of
increasing poverty and eroding private insurance will continue to put
pressure on Medicaid enrollment and spending growth.  States are
responding in different ways to these trends:

• Some states are seeking to control costs through Section 1115
waivers, which give them the flexibility to implement enrollment
caps and benefit reductions

• Several states have begun to view Medicaid as an effective means
to address the issue of the uninsured and to expand coverage

The recent period of fiscal stress has regenerated interest on the state
and federal levels in restructuring federal Medicaid law.  A major issue is
the way the program is financed and the relative role of states and the
federal government.  The direction this discussion takes will have signifi-
cant implications for state budgets, program beneficiaries, and the
ability of the program to serve as part of the safety net for vulnerable
populations.

The Impact of Cost Containment Strategies on Families

Changes to Medicaid naturally affect people other than the individual
recipients for whom the changes address.  Family members experience
the impacts of changes whether related to eligibility expansion or reduc-
tion, the requirement of prior authorization for prescription drugs,
allowable costs for nursing home care, and the many other dynamic
aspects of Medicaid law and policy.  As policymakers continue to
grapple with containing Medicaid costs, it is important to remain vigi-
lant to the many ways in which potential and actual cost containment
measures will impact families.

All states will be
expected to begin
determining eligi-
bility for Part D
low income subsi-
dies beginning in
July 2005.
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For more detailed information on the survey on which this brief
was based, see the complete report:
Smith, V., et al. (October 2004).  The Continuing Medicaid Budget Challenge: State
Medicaid Spending Growth and Cost Containment in Fiscal Years 2004 and 2005. Wash-
ington, DC: The Kaiser Commission on Medicaid and the Uninsured.  Available
online at www.kff.org/medicaid/7190.cfm.

5

__________________________________________

Endnotes
1 Total Medicaid spending reflects actual payments to medical providers for services
rendered to beneficiaries.  It includes special payments to providers, such as Dispro-
portionate Share Hospital (DSH) payments but does not include Medicaid administra-
tive costs. (See glossary for definition of DSH payments.)

2 Rules that allow states to cover certain disabled children under 19 if the child meets
SSI standards for disability, would be eligible for Medicaid if in an institution, and
receiving home medical care that would be provided in an institution.

3 North Carolina General Assembly Fiscal Research staff presentation, March 2005.

4 DSH funds are provided to hospitals that serve a disproportionate share of unin-
sured patients.

5 Additional references include:
1. Hudman, J. & O’Malley, M. (2004, March). Health Insurance Premiums and Cost-
Sharing: Findings from the Research on Low income Populations. Washington, DC:
The Kaiser Commission on Medicaid and the Uninsured.

2. Kaiser Family Foundation and Health Research and Education Trust. (2004). Employer
Health Benefits 2004 Annual Survey. Washington, DC: The Kaiser Family Foundation.
www.kff.org/insurance/7148/index.cfm.

3.  Williams, C. (September 2004). Medicaid Disease Management: Issues and Promises.
Washington, DC: The Kaiser Commission on Medicaid and the Uninsured.
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State Experiences with
Managed Long-term Care in Medicaid*

Brian Burwell
Vice President, Chronic Care and Disability

Medstat

Abstract:

Across the country, state Medicaid programs are expressing renewed interest

in developing managed care programs for beneficiaries who require long-

term care.  Several states have programs already in place.  Others are in the

planning or early implementation stages.  This brief examines the current

status of the Medicaid managed long-term care market, discusses the poten-

tial benefits and challenges of implementing new managed long-term care

programs and briefly describes North Carolina Medicaid’s preliminary

ventures into the managed long-term care arena.  It concludes with a short

discussion of the potential impact of managed long-term care on families.

North Carolina’s Medicaid program spent almost 2.5 billion
dollars on long-term care services in FY 2004.  (See Table
1.)  Combined Medicare and Medicaid expenses for persons

receiving publicly financed long-term care were approximately $132
billion during that same year.  These figures include skilled nursing care,
some intermediate care facilities, home health care, home- and commu-
nity-based care and personal care services.  With the aging of the baby
boomers, these figures will likely increase dramatically in the coming
years.  Some states are trying to anticipate and plan for the growing
long-term care population by implementing programs of managed care.
Many state Medicaid programs already provide some case management

*  Most of the material in this brief is taken directly or adapted from The Past, Present
and Future of Managed Long Term Care by Saucier, Burwell and Gerst (April 2005).1

Additional sources consulted include “Medicaid and Long-Term Care,” Kaiser Com-
mission on Medicaid and the Uninsured (March 2005)2 and North Carolina Institute of
Medicine, “A Long-Term Care Plan for North Carolina: Final Report” (January 2001).3

The brief was prepared by Aimee N. Wall, UNC School of Government.
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services for users of home- and community-based care.  Most, however,
do not provide a comprehensive program for managing all of a patient’s
care – from the community to the hospital to the nursing home and
possibly back again.  While the size of the nation’s managed long-term
care population is still relatively small, several states are implementing
innovative new programs designed to serve this expanding, resource
intensive population.  This brief is intended to provide readers with a
general understanding of the issues involved in implementing a man-
aged long-term care program.

What Is Managed Long-term Care?

To most audiences, the phrase long-term care refers not only to the
health care delivered in nursing and adult care homes but also to home
health care services and a wide range of supportive services that assist
individuals with the basic activities of life, such as preparing food,
eating, dressing, and managing medication.

Referring to such care as managed can mean different things to different
people.  For example, it can mean that a fee is paid to a case manager
each month to help enrollees elect health care options, choose providers,
and coordinate care.  Alternatively, it can mean that a per person
monthly fee, called a capitation payment, is paid to a Health Mainte-
nance Organization (HMO) or similar organization.  The enrollees
receive all of their care from providers participating in that HMO based
on care guidelines issued by the HMO.  There are multiple variations on
these managed care models, but an overarching principle is that the
managed care organizations generally bear some financial risk because
they must provide all of the covered services and they receive only a
capitation payment.  This model builds in a strong incentive for these
organizations to save money as compared to the traditional fee-for-
service model.

For purposes of this brief, the term managed care refers to the compre-
hensive care coordination traditionally provided by HMOs and similar
organizations rather than basic case management services.

How Many Medicaid Beneficiaries Are Enrolled in Managed
Long-term Care?

Historically, state Medicaid programs have implemented managed care
models predominantly in the primary and acute care settings.  In the
1980s, a few states attempted to implement variations of managed care
into the long-term care setting and several more initiated programs in
the 1990s.  For various reasons, enrollment did not grow at the rate
many predicted.  In 2004, approximately 2.3% of the Medicaid-funded
long-term care population – or just under 70,000 people – received their

The term managed
care refers to the
comprehensive
care coordination
traditionally pro-
vided by HMOs and
similar organiza-
tions rather than
basic case man-
agement services.
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long-term care benefits through a managed care program.  While this
number is relatively small, the potential target population is quite large –
with over three million public long-term care users and over $130
billion in public long-term care expenditures in 2003.  (See Table 2.)

In the last few years, several states have been showing renewed interest
in implementing programs of managed long-term care.  Some of the
states (Texas, Florida, Minnesota) with existing managed long-term care
programs are pursuing or considering expansions.  One state is in the
process of enrolling individuals in a new program (Massachusetts) and
several states (California, Maryland, Hawaii, Washington) are in the early
stages of developing and implementing new programs.  Table 3 provides
a general overview of the characteristics of some of these state programs.

In the last few
years, several
states have been
showing renewed
interest in
implementing
programs of
managed long-
term care.

HCBS:  Home- and Community-
              based Services
LTC: Long-term care
NF:  Nursing facilities

Table 2 

Estimated Size of the Public Long Term Care Market 2003 

Beneficiaries 

In Nursing Homes 
 
In HCBS Waiver Programs 
 
Receiving Personal Care Services 
 
Total 

1,700,000 
 

550,000 
 

830,000 
 

3,080,000 

 

For Institutionalized Beneficiaries: 

Medicaid NF Expenditures 
 
Other Medicaid Expenditures  
 
Medicare Expenditures 
 
Total 

$44.8 billion 
 

$19.2 billion 
 

$22.5 billion 
 

$86.5 billion 

For Community – Based LTC Beneficiaries: Expenditures 

HCBS Waiver Expenditures  
 
Personal Care Expenditures  
 
Other Medicaid Expenditures  
 
Medicare Expenditures 
 
Total 

$4.1 billion 
 

$5.0 billion 
 

$10.6 billion 
 

$26.1 billion 
 

$45.8 billion 

Note: These are preliminary estimates. Estimates only include aged and disabled Medicaid beneficiaries receiving 
long term care benefits.  Excludes persons with developmental disabilities and/or severe mental illness. 
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Consumer
satisfaction
survey results
have been
consistently high
in most managed
care programs.

What Kinds of Organizations Provide Managed Long-term Care
to Medicaid Populations?

Most of the organizations providing managed long-term care to aged
and disabled Medicaid beneficiaries are small private nonprofit plans
with total enrollments under 1,000.  The majority of these plans are
affiliated with a provider – a company that offers long-term care services
(e.g., home- and community-based care, skilled nursing care) and has
developed its own plan to manage care for a group of enrollees.  One of
the problems with this model is that health care providers generally do
not have experience with the business side of managed care.

There are some traditional managed care companies that have ventured
into the market, but the numbers are much smaller.  One of the key
problems with these models can be a lack of experience working with
patients requiring long-term care (e.g., frail elderly, disabled).  There are
two national for-profit managed care companies that have established a
significant presence in the market – Evercare, an affiliate of
UnitedHealth Group, and Amerigroup.  In addition, a few public plans
have emerged in Arizona and Wisconsin, and in Massachusetts’ new
program a few start-up companies are rising to the challenge.

With the exception of Arizona, these managed long-term care plans
focus primarily on developing programs in urban areas.  This ensures
that they will have access to a critical mass of potential enrollees as well
as an adequate supply of health care providers to establish networks.

What Are The Benefits of Implementing a Managed Long-term
Care Program?

Cost Savings
Opinions vary regarding the specific benefits of or value added by
managing long-term care.  With respect to cost savings, the studies are
inconclusive.  Estimates of program savings range from 5 to 35%, but
there are limitations and qualifications that apply to all of the research
findings.  It is simply not clear whether the programs actually save
money for state Medicaid programs.  States do report that they are
refining their payment systems and hope that additional cost savings
may be realized in the future.  Even without significant savings, states
may prefer managed long-term care to fee-for-service because the
capitated payment structure allows for more predictability when plan-
ning Medicaid budgets.
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Managed long-term
care has the
potential to alleviate
some of the burden
of time consuming
service coordination
that families now
face.

Access to care

With respect to access to care, studies clearly show that management of
long-term care can have positive outcomes.  In general, managed long-
term care:

•  Reduces the use of higher cost services, including emergency
rooms, hospitals and nursing homes

•  Increases access to home- and community-based services

•  Allows more flexibility in services than fee-for-service

•  Allows consumer-directed care without a waiver (e.g., enrollees
choose their services and pay for them through a fiscal interme-
diary)

•  Streamlines access to care by helping the enrollee navigate the
system more efficiently

•    May save the consumer money relative to fee-for-service if the
state does not require comparable cost sharing

Quality

It is unclear whether the quality of care delivered in these managed
long-term care programs varies from traditional fee-for service.  For
example, one study of an intensive staff model managed care program
(PACE4 ) reports excellent indicators for enrollees (improved quality of
life, functional status, longer life span), but a study of a different pro-
gram found the care of enrollees living in nursing homes to be of poorer
quality than the care received by nursing home residents in a neighbor-
ing state.  Despite the variety of study outcomes, consumer satisfaction
survey results (another quality indicator) have been consistently high in
most programs.

What Challenges Face a State Medicaid Agency Considering
Development of a Managed Long-term Care Program?

One of the most daunting challenges facing states wishing to enter this
market is program design.  Existing managed long-term care programs
are highly diverse.  There is not necessarily a model that can easily be
replicated.  A state must decide which populations will be eligible, where
the services will be offered, whether enrollment will be mandatory or
voluntary, how to coordinate with Medicare with respect to dual eli-
gibles, and perhaps most importantly, how to establish appropriate
payment rates.  Other challenges to consider include:
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•   Obtaining legal authority from the federal government (waivers),
particularly if the program is intended to integrate Medicare and
Medicaid

•   Negotiating with other interested parties, such as aging networks,
the long-term care industry and the hospitals

•   Building an adequate infrastructure in the state Medicaid agency
to support a new program

•   Identifying organizations interested in establishing new plans

What Is Happening in North Carolina with Respect to Medicaid
Managed Long-term Care?

In the 1990s, North Carolina began the process of developing a program
of managed long-term care, but the effort was abandoned prior to imple-
mentation.  In 2004, the General Assembly authorized the creation of two
pilot PACE programs, one in the east and one in the west.5  PACE is a
federal program that combines Medicaid and Medicare funding streams
into a single capitated managed care program that serves all of the health
care needs of a relatively small frail elderly population.  In other words,
PACE programs assume the financial risk of providing health care ser-
vices to elderly people who qualify for nursing home care services with
the hope of keeping the enrollees out of the hospital or nursing home for
as long as possible.

The North Carolina Division of Medical Assistance (DMA) has hired a
program manager for PACE and is working closely with one potential
PACE provider in the Wilmington area who is considering setting up a
pilot site in the eastern part of the state.  To date, no providers have
expressed interest in setting up the second pilot site in the west.  DMA
expects to begin actively seeking potential candidates in June 2005.
Development of a new PACE site typically takes at least 18 - 24 months.
DMA updated the General Assembly on their progress on March 1, 2005;
the report is available at http://www.dhhs.state.nc.us/dma/
PACELegislativeStatus.pdf.

If these PACE pilot sites begin actively enrolling patients, they would be
the state’s first Medicaid managed long-term care program.  While they
would provide important information for state policymakers, the budget-
ary impact of such programs would be slight because the populations
served would be quite small.

PACE is a federal
program that com-
bines Medicaid and
Medicare funding
streams into a single
capitated managed
care program that
serves all of the health
care needs of a rela-
tively small frail elderly
population.
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How Would Managed Long-term Care Impact Families?

Families with adults or children who require complex, long-term medi-
cal care and personal care services spend tremendous amounts of time
and energy coordinating the patient’s care.  Managed long-term care has
the potential to alleviate some of this burden on families.  On the other
hand, depending on program design, managed care could also be
perceived as disempowering family members who wish to have some
level of control over or participation in the patient’s care.  Some families
may prefer a fully integrated, comprehensive managed care system like
PACE.  Other families may prefer a program that allows them to play a
more hands-on role in the patient’s care, such as some of the consumer-
directed models that are being tested in other states.  While perhaps not
immediately intuitive, it is certainly possible to design a program that
provides both managed care and consumer direction.  Such a system
could allow the patient (and the patient’s family) flexibility in choosing
services and service providers, but impose a cap on the total amount of
resources used.

Given that the research suggests managed long-term care programs
generally have high consumer satisfaction ratings and that the programs
may result in fewer out-of-pocket expenses for the patient and his or her
family, chances are good that families would react positively to such a
program.  But program design, as discussed above, will present a signifi-
cant challenge for any state entering this market.  When designing a
new program, the state will have to consider the different effects that
their decisions could have not only on providers and patients, but also
on the patients’ families.

____________________________________________

Endnotes

1  The Past, Present and Future of Managed Long-term Care by Paul Saucier, Brian Burwell
and Kerstin Gerst (April 2005).  Soon to be available at http://aspe.hhs.gov/_/topic/
topic.cfm?topic=Long-Term%20Care.
2 “Medicaid and Long-Term Care,” Kaiser Commission on Medicaid and the Unin-
sured (March 2005).  Available at http://www.kff.org/kcmu.
3 North Carolina Institute of Medicine, “A Long-Term Care Plan for North Carolina:
Final Report” (January 2001).  Available at http://www.nciom.org/pubs/long-term.html.

4 Program of All-Inclusive Care for the Elderly.

5  S.L. 2004-124, § 10.12.
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Overview of Selected Cost Containment Strategies
for Medicaid Prescription Drug Spending*

Sybil M. Richard
Assistant Deputy Secretary for Medicaid Operations

Florida Agency for Health Care Administration

Abstract:

In North Carolina, Medicaid spending on outpatient prescription drugs has

increased an average of 21% each year for the past eight years.  Like other

states, North Carolina has implemented numerous strategies over the years to

contain these costs.  This brief reviews Medicaid prescription drug spending

and cost containment strategies in general.  It then offers an overview of a

handful of relatively large scale strategies that other states have imple-

mented in recent years.  It highlights states’ use of preferred drug lists,

supplemental rebates and multistate purchasing pools.

Prescription drug spending in the United States has been rising
steadily for years – increasing at double digit rates from 1996-
2004.  National spending quadrupled between 1990 and 2002.1

These trends are expected to continue well into the foreseeable future.
On a national level, outpatient prescription drug spending overall is
expected to increase 11.4% in 2005 and 11.6% in 2006.2   State Medicaid
programs, like other health care payers, are struggling to develop
mechanisms that effectively control their prescription drug spending.
Every state – including North Carolina – has implemented numerous
strategies to control spending.  Following the background on prescrip-
tion drug spending and cost containment measures, this brief highlights

* This brief was prepared by Aimee N. Wall, UNC School of Government in consulta-
tion with Sybil Richard, Assistant Deputy Secretary for Medicaid Operations, Florida
Agency for Health Care Administration.  Staff with the Division of Medical Assistance,
N.C. Department of Health and Human Services and the North Carolina Institute of
Medicine provided invaluable assistance.
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several emerging strategies that North Carolina has not yet implemented
and, by way of example, will discuss Florida’s experience with those
strategies.

How Much Does North Carolina Medicaid Spend on Outpatient
Prescription Drugs?

Taking into account projected spending for 2005, North Carolina Medic-
aid spending for prescription drugs has increased on average 21% each
year for the past eight years.  Prescription drugs accounted for about
11% of total Medicaid expenditures in 1998, but are expected to make
up over 20% of total spending in 2005.  (See Table 1.)

How Will the New Medicare Prescription Drug Benefit Affect
North Carolina’s Spending?

Many low income elderly people and other Medicaid recipients are
considered dual eligibles – that is, they are eligible for both Medicaid
(because of income) and Medicare (typically because of age).  This
population usually includes people who are high users of prescription
drugs.  One industry group (PhRMA) estimates that while people 65
and older account for only 9% of the total Medicaid population, they
comprise almost 30% of the population group with the highest drug
spending.3

SFY 
Prescription Drugs 

Paid
% of Medicaid 

Total Expenditure
% Increase of 

Prescription Drug
Medicaid 

Total Expenditure
1998 455,381,447           10.85% 4,197,522,724            
1999 557,772,671           12.94% 22.48% 4,311,798,597            
2000 754,505,194           15.73% 35.27% 4,796,682,219            
2001 927,240,693           16.96% 22.89% 5,468,556,418            
2002 1,056,158,750        17.10% 13.90% 6,175,910,221            
2003 1,203,630,913        18.27% 13.96% 6,586,787,583            
2004 1,470,328,522        19.95% 22.16% 7,369,370,752            
2005 1,729,324,900        20.57% 17.61% 8,406,324,580            

  
Note: Compiled by the NC Department of Health and Human Services, Division of Medical Assistance. 

SFY 2005 expenditures are based on 2005-07 ESTIMATES 

Table 1:   NC Medicaid Expenditures for Prescription Drugs
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Medicare will begin covering many prescription drugs for the dual
eligibles beginning in 2006.  The U.S. Department of Health and Hu-
man Services projects that when these populations are shifted over to
Medicare, Medicaid spending as a percentage of all prescription drug
spending will decrease from 18.1% in 2005 to 9.4% in 2006.  This de-
crease, however, does not account for what many refer to as the
clawback provision of the new Medicare law.4   Under that provision,
states are required to assist the federal government with paying for the
prescription drug benefit for these dual eligibles.  Every state must make
monthly payments to the federal government.  The calculation of the
payment is based on a percentage of what the state would have paid  for
prescription drugs for these dual eligibles under Medicaid.  In 2006,
states must pay 90% of the amount they would have paid.  By 2015, the
percentage will decrease to 75%.

In addition to the concerns related to the clawback provision, state
agencies are also worried about the potential woodwork effect following
implementation of the Medicare drug benefit.  Some agencies are
actually anticipating an increase in Medicaid spending because they
expect the number of dual eligibles enrolled in Medicaid to increase.
This could happen because seniors may first learn of their eligibility for
Medicaid when they enroll in the new Medicare drug benefit.5   Taking
both the clawback and woodwork issues into consideration, overall cost
savings to state Medicaid programs may not be significant.

How Does North Carolina Medicaid Decide How Much to Pay
for a Particular Prescription Drug?

The total amount a state pays for outpatient prescription drugs is a
combination of the state’s reimbursement formula and any rebates that
the state receives from pharmaceutical manufacturers.6   State Medicaid
programs have some flexibility in establishing their reimbursement
formulas.  The federal government establishes an absolute ceiling (the
Federal Upper Limit or FUL) for some generic drugs.  Each state then
has the flexibility to decide on a specific reimbursement formula.  The
state’s formula is expected to represent the Estimated Acquisition Cost
(EAC) for the drugs.  States have developed a variety of different formu-
las over the years.  In North Carolina, prescription drugs are reimbursed
at the lower of:

• The average wholesale price (AWP) minus 10%7

• The state maximum allowable cost (MAC)8

• The FUL

• The provider’s usual and customary charge9

Some agencies
are anticipating
an increase in
Medicaid spend-
ing because
they expect the
number of dual
eligibles en-
rolled in Medic-
aid to increase.
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In addition, a dispensing fee is added to the charge.  Most other states’
formulas rely on deducting a percentage of cost from the AWP and/or
adding a percentage of the cost to the Wholesale Acquisition Cost
(WAC).10

After the state has paid for a drug, it will receive a rebate from the manu-
facturer.  All states are entitled to a rebate based on a federal formula.  In
order for an outpatient prescription drug to be covered under any states’
Medicaid program, the drug manufacturer must enter into an agreement
with the federal government to provide a rebate of a percentage of the
cost of the drug.  The rebate is calculated by the federal government and
the cost savings is shared with the states.  In short, the federal rebate
amount for brand name drugs is the greater of either:

•   15.1% of the average manufacturer price (AMP)11

•  The difference between the AMP and the best price offered by
 the manufacturer to nonfederal purchasers12

For generic drugs, the rebate amount is 11% of the AMP.  According to
the Centers for Medicare and Medicaid Services (CMS), these rebates
totaled about $6.4 billion in FY 2003.13   In addition to these mandatory
federal rebates, some states also receive supplemental rebates (discussed
further below).

What Types of Prescription Drug Cost Containment Strategies
Are States Implementing?

Most strategies being used by state Medicaid programs to contain pre-
scription drug spending can be characterized as tools that either limit
prescription drug use or control the costs of medications or the dispens-
ing fees.14  The types of strategies receiving the most attention from state
legislatures in recent years:

•  Instituting aggressive generic substitution policies

•  Increasing cost sharing or copayments

•  Implementing comprehensive drug utilization review programs

•  Decreasing dispensing fees

•  Requiring prior authorization for certain medications

•  Developing preferred drug lists (PDL) or formularies

•  Requiring supplemental rebates from manufacturers

•  Entering into multistate purchasing pools15
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North Carolina has adopted measures that incorporate the first five of the
above strategies.  For example, the state:16

•  Requires pharmacists participating in the Medicaid program to
substitute less expensive generic drugs for brand name drugs
(with limited exceptions)

•  Imposes the highest cost sharing allowed under federal law ($1/
generic and selected over-the-counter products and $3/brand
name), although several categories of beneficiaries are exempt
from copayments under federal law (e.g., child, pregnant woman,
nursing home resident)17

•   Established a prior authorization program for high cost specialty
drugs.  When a pharmacy is asked to fill a prescription for one of
these drugs, it must contact the state agency (or its contractor) for
approval and the state must respond within 24 hours18

•  Operates both prospective and retrospective drug utilization
review programs.  The prospective program helps pharmacists
identify potential problems (e.g., drug interactions, therapeutic
duplication, drug-disease contraindications) and cost savings at the
point of sale.  The retrospective program is a pilot designed to
evaluate pharmacy regimens for certain nursing home and adult
care home residents

Many of North Carolina’s strategies focus on building a pharmacy system
that encourages pharmacists and physicians to prescribe the best, cost
effective medicines.  The state Division of Medical Assistance develops
these strategies collaboratively with the provider community, receiving
regular policy guidance from the Physician Advisory Group.19   In addi-
tion to these administrative and management tools, North Carolina has
implemented several regulatory strategies intended to limit utilization,
such as exclusion of certain prescription drugs from coverage (e.g.,
weight loss and infertility drugs) and placement of restrictions on the
numbers of reimbursable prescriptions and pills.

It is important for policymakers to consider how each of these cost con-
tainment strategies will affect families – particularly those families that are
heavy users of prescription drugs.  Families with elderly adults or special
needs children, for example, will likely feel the effect of any change to the
program, however minor.

In order to familiarize North Carolina policymakers with some of the
emerging cost containment strategies that the state has not yet adopted,
the remainder of this brief discusses the last three NCSL strategies identi-
fied above (preferred drug lists, supplemental rebates, and multistate
pools).  In addition, because Florida has adopted or considered each of
these strategies, its experience will also be highlighted.
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What Is a Preferred Drug List and How Can It Save States
Money?

A preferred drug list (PDL) is a list of prescription drugs that is selected
by the state to receive somewhat special treatment.  In general, states
agree to provide coverage for drugs on the PDL without requiring prior
authorization or approval.  Thus, health care providers may be encour-
aged to prescribe a drug listed on the PDL instead of a drug that is not
listed because there are fewer administrative burdens.  Drug manufac-
turers, therefore, usually would like their drugs to be included on a
state’s PDL.  According to NCSL, at least 38 states now have PDL pro-
grams in operation or in progress.

In 2001, Florida was one of the first states to establish a PDL.  The state
established a committee that determines which classes of drugs may be
included on the list based on clinical factors, therapeutic evaluations,
and cost considerations.  The committee includes heavy representation
from clinicians, but also includes a consumer representative and a
pharmaceutical industry representative.20   Many states follow the same
process.  In Florida and some other states, the PDL is tied directly to a
supplemental rebate program.  Specifically, once the classes of drugs are
identified, the state’s contractor (Provider Synergies) negotiates supple-
mental rebates with the manufacturers of drugs in those classes (see
discussion of supplement rebates below).
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North Carolina has an established list of preferred drugs that is called
the Prescription Advantage List (PAL).  The PAL is different from a
traditional PDL, however, because the PAL is intended only to provide
guidance to providers.  In other words, if a provider wishes to prescribe
or provide a drug for a Medicaid beneficiary that is not on the PAL, the
provider is not required to obtain permission (i.e., prior authorization)
from the state agency.  Compliance with the PAL is entirely voluntary.
The PAL is developed in consultation with an advisory group comprised
of health care providers.  Within each of the 16 top therapeutic drug
classes, the PAL ranks each drug from the least expensive to the most
expensive.21

What Is a Supplemental Rebate Program and How Can It Save
States Money?

As mentioned earlier, all drug manufacturers wishing to sell their prod-
ucts to the Medicaid program must agree to provide rebates of a certain
percentage of the drug’s cost.  States, however, have the option of enter-
ing into agreements directly with a drug manufacturer to receive rebates
that go above and beyond the federal rebate.  These are called supple-
mental rebate programs.  Over 20 states have set up supplemental
rebate programs in order to receive additional money or services directly
from the drug manufacturers.22   States must obtain approval for such
programs from CMS.23   Over the past few years, the pharmaceutical
industry has mounted several unsuccessful legal challenges to these
rebate programs.24
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Florida established its supplemental rebate program in 2001.  The
program is tied directly to the state’s PDL.  In order for a brand name
drug to have the opportunity to be included on the PDL, the drug
manufacturer must offer a minimum rebate of 29.1% of AMP.25   There
is no upper limit on the rebate that the state may negotiate.  The pro-
gram is authorized by state law to receive supplemental rebates for
generic drugs, but does not yet do so.

When Florida’s program was first implemented, the state allowed drug
manufacturers to substitute program benefits that have guaranteed
savings to the Medicaid program.26  A couple of manufacturers elected to
offer such benefits in lieu of the additional rebate.  For example, Pfizer,
Inc. funded and operated a disease management program for chroni-
cally ill Medicaid beneficiaries in exchange for its drugs being placed on
Florida’s PDL.  Pfizer was not required to pay the supplemental rebate.
Florida ultimately concluded that these manufacturer programs were
not cost effective and therefore is planning to discontinue this substitu-
tion option in the near future.  All manufacturers who wish to have
products included on the PDL in the future will be required to provide
financial rebates.

In 2002, North Carolina began the process of developing a supplemental
rebate program tied to a PDL.  The General Assembly, however, in-
cluded a provision in the 2002 budget bill prohibiting DHHS from
requesting or requiring supplemental rebates from manufacturers.27

The General Assembly removed the provision the following year, but the
state has not yet exercised its authority to adopt either a PDL or supple-
mental rebate program.

How Do States Use Multistate Pooling to Save Money?

Several state Medicaid programs have joined forces to form prescription
drug purchasing pools.  In 2004, CMS approved a plan for seven states
(Michigan, Vermont, Alaska, Nevada, New Hampshire, Minnesota, and
Hawaii) to participate in a joint purchasing pool that also included a
supplemental rebate component.  According to CMS, the pool will
purchase drugs for 1.1 million Medicaid beneficiaries and generate
savings of $19.5 million for FY 2004.28

Other states are also considering joining or developing purchasing pools.
Smaller states are particularly concerned about their potential loss of
purchasing power once they stop covering prescription drugs for the
dual eligible population.  As discussed earlier, when the Medicare pre-
scription drug benefit goes into effect next year, states will no longer
directly pay for the costs of outpatient drugs for low income seniors.
At this point in time, Florida has decided not to join in a pooling ar-
rangement.  Given the size of its Medicaid population, the state expects
to maintain sufficient purchasing power on its own to negotiate reason-



North Carolina Family Impact Seminar 49

able prices with manufacturers.  North Carolina does not currently
participate in any Medicaid purchasing pools, although a bill was intro-
duced this session to create a Study Commission on Managing State
Prescription Drug Costs.  One of the commission’s charges would be to
evaluate the experiences of other states with “multistate compacts, bulk
purchasing, or negotiated discounts.”29

__________________________________
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Acronyms and Glossary of Terms
Related to Medicaid

Acronyms

ADLs Activities of Daily Living

ADR Adverse Drug Reaction

AFDC Aid for Families with Dependent Children

AL Assisted Living

AMP Average Manufacturer Price

AWP Average Wholesale Price

C/MHC Community and Migrant Health Center

CMS Centers for Medicare and Medicaid Services

CON Certificate of Need

DSH Disproportionate Share Hospital

DUR Drug Utilization Review

EAC Estimated Acquisition Cost

EPSDT Early and Periodic Screening, Diagnosis and Treatment

FFS Fee-for-service

FMAP Federal Medical Assistance Percentage

FPG Federal Poverty Guideline

FQHC Federally Qualified Health Center

FUL Federal Upper Limit

HCBS Home- and Community-based Services

HCFA Health Care Financing Administration

HMO Health Maintenance Organization

HHS Health and Human Services

HRSA Health Resources and Services Administration
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IADL Instrumental Activity of Daily Living

ICF International Classification of Functioning, Disabilities, and
Health

ICF-MR Intermediate Care Facilities for the Mentally Retarded

LTC Long-term Care

MAC Maximum Allowable Cost

MCO Managed Care Organization

MNIL Medically Needy Income Level

NF Nursing Facility

PACE Program of All-Inclusive Care for the Elderly

PBM Pharmaceutical Benefits Manager

PCCM Primary Care Case Management

PCP Primary Care Provider

PDL Preferred Drug List

PMPM Per Member Per Month

QMB Qualified Medicare Beneficiary

SCHIP State Children’s Health Insurance Plan

SNF Skilled Nursing Facility

SSI Supplemental Security Income

UCR Usual, Customary, and Reasonable Charges

UPL Upper Payment Limit

URO Utilization Review Organizations

WAC Wholesale Acquisition Price
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Glossary of Terms

1115 Waiver:  A section of the Social Security Act (§ 1115) that gives the Secretary
of the U.S. Department of Health and Human Services the authority to approve
experimental, pilot, or demonstration projects likely to promote the objectives of
the underlying statute.  States have used § 1115 waivers in Medicaid to cover
services or individuals not otherwise eligible.  Section 1115 waivers must be cost
neutral over the course of the demonstration, typically five years.

Adjusted Average Per Capita Cost (AAPCC):  An estimate of how much Medicare
will spend in a year for an average beneficiary.  AAPCC is usually calculated at
the county level. Medicare uses this estimate as part of a formula to determine the
rates it pays to managed care organizations participating in Medicare + Choice.

Adjusted Community Rating (ACR):  A system that health insurers use to estab-
lish premiums.  Under a community rating system, insurers use the average cost
of providing health care for everyone in the plan (or community) as the basic
premium level.  With adjusted community rating, insurers adjust these commu-
nity rates based on certain allowable demographic factors.

Aid for Families with Dependent Children (AFDC):  A joint federal/state welfare
program for low income families and children that was the precursor to Tempo-
rary Assistance for Needy Families (TANF).

Assignment:  A Medicare provider payment system.  Providers who accept
assignment must agree to accept Medicare’s allowed charges as payment in full,
and not balance-bill the patient.  In return, Medicare pays these providers a
higher payment than other providers who do not accept assignment.

Balanced Budget Act (BBA):  1997 Congressional Budget Act that, among other
things, changed Medicare provider reimbursement, established the State
Children’s Health Insurance program, and made it easier for states to establish
Medicaid managed care programs.

Balanced Budget Refinement Act (BBRA):  1999 Congressional Budget Act that
restores some of the Medicare provider payment cuts originally enacted as part of
the BBA.  Also made some changes in SCHIP and Medicaid programs. http://
tnd.house.gov/CRS_SUMMARY_111699.htm.

Benefits Improvement and Protection Act (BIPA):  2000 Congressional Budget Act
that further modifies the BBA.  This act generally increased Medicare provider
and HMO reimbursement rates.  Also created a new prospective cost-based
reimbursement rate for federally qualified health centers, adjusted the SCHIP
reallocation formula to states, changed the Medicaid upper payment limit rules,
and increased Medicaid DSH payments.
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Capitation:  A fixed periodic payment that the HMO pays to a physician, group
practice, hospital, or network of providers.  The capitation payment is calcu-
lated to cover the expected costs of providing certain services to patients over a
period of time.  The provider gets the same payment each month (or other fixed
time period), regardless of the amount or type of services actually rendered.
Capitation payment systems can cover just the cost of providing primary care
(primary care capitation), may cover the costs of primary care and some spe-
cialty care (partial capitation) or may also include the costs of hospitalization
(full or global capitation).

Clawback:  Money that the federal government recaptures from state Medicaid
agencies that is associated with the federal government’s coverage of dual
eligibles (Medicaid and Medicare) under the Medicare prescription drug pro-
gram.  The federal government reduces states’ Medicaid matching rate to
recapture savings that would accrue from the new Medicare prescription drug
bill.

Community Rating:  A method of setting insurance/health plan premiums
according to the health plan’s expected costs of providing health care to the
community as a whole rather than to any subgroup within the community.

Cost Sharing:  A generic term used to describe any payment the enrollee must
make for covered services.  Different cost sharing methods include deductibles,
coinsurance, and copayments.

Diagnostic Related Groups (DRG):  This classification system was developed in
the Medicare program (but used by some private insurers) to pay hospitals
based on a patient’s primary and secondary diagnosis, surgical procedures, age,
sex, and presence of complications.

Disease Management:  Systems to identify, diagnose, and treat individuals with
certain chronic health conditions.  The goal of disease management systems is to
provide the identified individuals with the education and support needed to
comply with their prescribed treatments.  Disease management programs may
cover different chronic conditions such as: arthritis, asthma, HIV-AIDS, lower
back pain, or diabetes.

Disproportionate Share Hospital (DSH):  A Medicare and Medicaid payment
system that provides higher payments to hospitals that serve a disproportion-
ate share of low income or uninsured patients.

Drug Utilization Review (DUR): A system to determine whether drugs are being
prescribed and used safely, effectively, and appropriately.
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Dual Eligible: A person who is eligible for both Medicare and Medicaid.

Early and Periodic Screening, Diagnosis, and Treatment (EPSDT):  A program
that provides well baby and well child screenings to children receiving Medicaid.
Children are entitled to receive all the needed health care services or treatment
identified as part of the screening as long as the federal Medicaid laws permit
states to cover that service.

Emergency Medical Treatment and Labor Act (EMTALA):  Originally
part of the Comprehensive Omnibus Reconciliation Act of 1986
(COBRA).  It requires all Medicare participating hospitals to screen
individuals who come to the emergency department requesting treat-
ment.  If the screening determines that the person has an emergency, then
the hospital must either treat and stabilize the person or appropriately
transfer the person to another hospital.

Federal Medical Assistance Percentage (FMAP):  The portion of a state’s Medic-
aid expenditure that is paid for by the federal government.  Sometimes referred
to as FFP or federal financial participation.

Fee-for-service (FFS):  Payments to providers are based on the specific services
rendered.  Fee-for-service systems are typically distinguished from capitation
payments, which involve a fixed periodic payment per individual, regardless of
what services are provided.  Under a fee-for-service system, the provider is paid
each time he or she provides a different service.

Formulary:  List of pharmaceuticals that a payer will cover.  A formulary may
limit the type and number of medications available for a physician to select from
when treating any given disease, illness, or condition.

Gatekeeper:  In managed care systems, a primary care provider who must
manage the patient’s care.  Typically, the gatekeeper is responsible for authoriz-
ing treatment by specialists or nonemergency hospitalizations.

Health Insurance Flexibility and Accountability Demonstration Initiative (HIFA):
A § 1115 waiver that can be used in Medicaid or the SCHIP program.  States can
use this waiver to modify the Medicaid benefits package or required cost sharing
amounts for optional eligibility groups.  States can also use federal Medicaid
dollars to enable eligible individuals to purchase private health insurance
coverage. The goal is to use program savings to increase the numbers of insured
individuals (by expanding coverage to individuals not previously covered by
Medicaid or SCHIP).  These waivers must be cost-neutral to the federal govern-
ment.

Home- and Community-based Services (HCBS):  Services provided to older
adults and people with disabilities that help them remain independent in a
home- or community-based setting (as an alternative to institutionalization).
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Incentive Payments:  Financial awards managed care organizations make to
physicians or facilities to encourage certain behavior. Examples of the types of
behaviors for which an MCO may provide incentive payments include cost
containment or improved quality of care.

Indemnity Insurance:  Traditional major medical insurance that pays a percentage
of the provider’s charges.  Typically, indemnity plans pay providers on a fee-for-
service or discounted fee-for-service basis.  Many insurers, for example, will pay
providers 80 percent of the usual, customary, and reasonable charges for a com-
prehensive array of services.  An indemnity plan that includes a network of
providers is generally referred to as a Preferred Provider Organization (PPO).

Medicaid:  A joint federal-state governmental health insurance program that
provides assistance with medical costs for certain low and moderate income
individuals and families.  The federal government sets broad guidelines for the
program.  A state is then given latitude to establish eligibility criteria and to
determine what services will be covered for the state’s Medicaid population.

Medicaid Part D Drug Benefit:  A Medicare drug benefit was signed into law in
December 2003 as part of the Medicare Prescription Drug, Improvement, and
Modernization Act of 2003. The coverage includes most FDA approved drugs and
biologicals, using the Medicaid coverage decision definitions. There are a few
exceptions. Part D includes other items that aren’t normally considered covered
such as smoking cessation agents, vaccines and insulin, insulin related supplies
such as syringes, needles, alcohol swabs and gauze, but not lancets and test strips.
The full benefit will go into effect in January 2006.

Medical Loss Ratio:  The percentage of the plan’s health care related revenues (i.e.
premiums) that is used to pay for health care services in contrast to profit or
administrative overhead.

Medically Needy Income Level (MNIL):  Income level at which individuals in
some states can qualify for Medicaid coverage.  These are persons who would
qualify for Medicaid categorically (e.g., pregnant women, children, families with
dependent children, elderly, disabled), but have income in excess of the regular
Medicaid income limits. These individuals can qualify for Medicaid by incurring
medical bills equal to the difference between their countable income and the
Medicaid MNIL.

Medical Savings Accounts (MSA):  A health insurance option combining high
deductible insurance policies with a tax preferred savings account (like a medical
IRA).  Individuals in a MSA can pay for health care costs up to the annual deduct-
ible out-of-pocket or by using funds from their medical savings account.  Once the
deductible is met, the insurance policy will pay most or all of  the covered services.

Prior Approval/Prior Authorization/Preauthorization:  Verification by the health
plan or state Medicaid agency that the requested services are appropriate and will
be covered.  Must be obtained before services are rendered.
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Medical Necessity:  Term used in insurance/HMO contracts in order to determine
whether health care treatment is needed.  HMOs/insurers may use clinical guide-
lines or community standards in determining whether the prescribed care is
needed.

Medicare:  The national health insurance program provided primarily to older
adults (65 or older) and some disabled people who are eligible for Social Security
benefits.  Medicare has three parts:  Part A, which is hospital insurance; Part B,
which covers the costs of physicians and other providers; and Part C (Medicare +
Choice), which expands the availability of managed care or other insurance
arrangements for Medicare recipients.

Medicare + Choice:  Part C of the Medicare program.  Medicare + Choice gives
beneficiaries a choice of enrolling in a coordinated care plan (HMO, PPO, or PSO),
private fee-for-service plans, or medical savings account as an alternative to the
traditional Medicare fee-for-service system.

Medigap Insurance:  Privately purchased health insurance policy designed to
supplement Medicare coverage (often referred to as Medicare supplemental poli-
cies).  Medigap policies typically cover some Medicare cost sharing (such as
deductibles or coinsurance), as well as pay for services not covered by Medicare.
There are ten different federally standardized benefit packages.

Participating Provider:  A provider who contractually agrees to provide health care
services to members in return for payments from the managed care organization.

Pharmacy Plus Waiver:  A § 1115 Medicaid waiver which gives states the authority
to provide prescription drug-only coverage to low and moderate income seniors
who would not otherwise qualify for Medicaid.  Like other § 1115 waivers, this
must be cost neutral to the federal government.  States that operate a pharmacy
plus waiver must accept a cap on federal Medicaid matching funds for all services
provided to older adults.  States can develop similar programs for people with
disabilities.

Preferred Drug List (PDL):  A type of drug formulary based on therapeutic efficacy
and cost effectiveness often used in the Medicaid program.  For a drug to be placed
on a PDL, the state’s pharmaceutical and therapeutics committee, comprised of
practicing doctors and pharmacists, must review the medications for therapeutic
indications and clinical effectiveness.

Primary Care Case Management (PCCM):  Primary care case management pro-
grams operate within the Medicaid program.  In PCCM programs the Medicaid
agency usually pays a primary care provider a monthly management fee to
manage the patient’s care.  However, the doctor is reimbursed for the services he or
she provides on a fee-for-service basis.  The primary care provider acts as the
patient’s gatekeeper and must authorize all nonemergency visits to the hospital
and all referrals to specialists.
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Program of All-Inclusive Care for the Elderly (PACE):  A Medicaid managed
long-term care program for the elderly.  The program uses a multidisciplinary
team of providers in an adult day health center to provide needed medical and
social services.

Prospective Payment System (PPS):  A Medicare payment system established in
1983, which is used to pay hospitals for inpatient hospital services.  Prospective
payment systems set the rates on the costs that would be incurred by an
efficiently run hospital in treating a patient with a certain diagnosis.  PPS
systems are now used by other governmental and private insurers and for other
types of providers.

Provider Sponsored Organization (PSO) or Provider Sponsored Network
(PSN):  PSO plans are basically HMO organizations that are organized by
providers.  Under Medicare, PSOs may have different licensure rules than
traditional HMOs.

Resource Based Relative Value Scale (RBRVS):   A system for determining
provider reimbursement that was initially designed for the Medicare program.
The RBRVS was designed to include all the resources that physicians use in
providing care to patients, including physical or procedural, educational,
mental (cognitive), and financial resources.

Resource Utilization Groups (RUG): Classification of consumers based on their
health care needs and the time and resources required to meet those needs.
Medicare uses RUG as the basis for nursing home case mix reimbursement.

State Children’s Health Insurance Program (SCHIP):  Federal program that
expands health insurance coverage to certain low or moderate income unin-
sured children with family incomes that are too high to qualify for Medicaid.

Supplemental Rebate:  Rebates to state Medicaid agencies from pharmaceutical
companies that are in addition to those required by the federal Medicaid Drug
Rebate Program.

Tiered Copayment Structure:  Typically used as part of a pharmacy benefit.  The
insurer or HMO charges a lower copayment for a drug on a formulary (typically
generic) than for those that are not on the formulary.  Many have a three-tiered
copayment structure, where the insured individual pays the least for a generic,
more for a brand name if there is no generic substitute, and the highest
copayment for a brand name drug if there is a generic substitute.

Upper Payment Limit (UPL):  The maximum amount that a state may pay
providers under the Medicaid program.  The upper payment limit is generally
limited to the total that Medicare would pay for the same services.
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Wholesale Acquisition Cost (WAC):  The price paid by the wholesaler for drugs
purchased by the manufacturers.

_______________________________________________________

Note:  Significant portions of this document are from Silberman, P.,  Health Policy
Resources on the Web, developed for NCSL/UNC Legislative Health Staff Summer
Institute, updated 2004.  Portions of this document stem from the glossary of the
Michigan Family Impact Seminar’s February 2005 briefing report, Supporting Children
and Families While Controlling Medicaid Costs.
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Internet Sites with Relevant Medicaid Information

North Carolina Resources

Cecil G. Sheps Center for Health Services Research
http://www.schsr.unc.edu
The Cecil G. Sheps Center for Health Services Research at the University of
North Carolina is a health services research center.  The center encompasses an
interdisciplinary program of research, consultation, technical assistance, and
training focusing on the accessibility, adequacy, organization, cost, and effective-
ness of health care services.

North Carolina Division of Medical Assistance
http://www.dhhs.state.nc.us/dma/
The Division of Medical Assistance manages Medicaid and NC Health Choice for
Children for the state of North Carolina.

North Carolina Institute of Medicine (NC IOM)
http://www.nciom.org
The NC IOM was created by the North Carolina General Assembly in 1983 as an
independent, nonprofit organization that serves as a nonpolitical source of
analysis and advice on issues of relevance to the health of North Carolina’s
population.  The institute convenes policymakers, community and business
leaders, and healthcare professionals to study complex health issues facing the
state in order to identify public and private options to address these issues.

North Carolina Medicaid Enhanced Pharmacy Program
http://www.ncmedicaidpbm.com/
Prior authorization is required for certain drugs prescribed to North Carolina
Medicaid recipients. This website is intended to help prescribers and pharma-
cists understand the process required to obtain prior authorization.

North Carolina Medical Journal
A bimonthly journal published by the NC IOM.  Offers peer reviewed articles for
communicating health policy among state stakeholders, including:

Controlling Pharmacy Costs in the North Carolina Medicaid Program
http://www.ncmedicaljournal.com/nov-dec-03/ar110306.pdf

The North Carolina Health Care Safety Net
http://www.ncmedicaljournal.com/mar-apr-05/toc0305.shtml

Access to Care for the Uninsured
http://www.ncmedicaljournal.com/jan-feb-02/toc0102.shtml
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National Resources

Alliance for Health Reform
http://www.allhealth.org
The alliance is a nonprofit, nonpartisan organization that organizes forums,
produces issue briefs on current health policy topics, provides services to the
media regarding health information, and serves as an unbiased source of
information on national health care challenges.

American Academy of Pediatrics
http://www.aap.org
The American Academy of Pediatrics provides research on physician participa-
tion in Medicaid and SCHIP, state Medicaid reports, including provider reim-
bursement rates, and findings from surveys on children’s health and insurance.

America’s Health Care Safety Net:  Intact but Endangered
http://books.nap.edu/catalog/9612.html
The Institute of Medicine’s book on safety net providers and access to care for the
uninsured includes information on competition and cost issues, as well as
strategies for maintaining the safety net.  The above address leads to a search-
able online copy of the publication.

American Health Insurance Plans
http://www.ahip.org/
American Health Insurance Plans is a merger of two separate organizations:
Health Insurance Association of America (HIAA) and American Association of
Health Plans (AAHP).  The AHIP website provides links to research and publica-
tions on Medicaid and other health insurance topics.

Center for Studying Health System Change (HSC)
http://www.hschange.org
HSC is a Washington-based research organization dedicated to studying how
the country’s health care systems are changing and how those changes are
affecting people at the community level.

Centers for Medicare and Medicaid Services (CMS)
http://cms.hhs.gov
CMS is the federal agency that administers Medicare, Medicaid, and the State
Children’s Health Insurance Program (SCHIP).  This site provides information
related to all of those programs.

Commonwealth Fund
http://www.cmwf.org
The Commonwealth Fund is a private foundation that supports independent
research on health and social policy issues.  The major national initiatives of the
Commonwealth Fund are improving health insurance coverage and access to
care and improving the the quality of health care services.  The searchable
publications directory is located at: http://www.cmwf.org/publications/
publications.htm.

Council of State Governments (CSG)
http:www.statesnews.org
CSG provides a network for identifying and sharing with state leaders.
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CSG’s Medicaid resources:
http://www.csg.org/CSG/Policy/health/health+teleconferences/
Medicaid+resources.htm

CSG’s Health policy information:
http://www.csg.org/CSG/Policy/health/default.htm

Economic and Social Research Institute (ESRI)
http://www.esresearch.org
ESRI is a nonprofit, nonpartisan institute that conducts research and studies
directed at enhancing the effectiveness of social programs, improving the way
health care services are organized and delivered, and making quality health care
accessible and affordable.  ESRI’s website provides information on a variety of
topics, including the uninsured, the healthcare marketplace, special populations,
controlling costs, quality of care issues, and welfare reform and poverty issues.

Health Affairs
http://www.healthaffairs.org
Health Affairs is a bimonthly product of Project Hope and serves as a leading
periodical in its field.  The periodical focuses on health policy issues and pro-
vides information for both professionals and those interested in public health
issues.   Health Affairs’ articles include Medicaid Cost Containment And Access To
Prescription Drugs and Understanding The Recent Growth In Medicaid Spending, 2000–
2003.

Henry J.  Kaiser Family Foundation
http://www.kff.org
The Kaiser Family Foundation and the Kaiser Commission on Medicaid and the
Uninsured, http://www.kff.org/medicaidbenefits/index.cfm, offer information on
the major health care issues facing the nation.

Murphy’s Unofficial Medicaid Page
http://www.geocities.com/CapitolHill/5974
Includes links to all state Medicaid sites and many other Medicaid resources on
the Web.

National Academy for State Health Policy (NASHP)
http://www.nashp.org
NASHP is dedicated to excellence in state health policy and practice.  Through
this website and the organization’s many other activities, NASHP works to
disseminate information designed to assist states in the development of practi-
cal, innovative solutions to complex health policy issues.   Located in the pro-
grams and research section, you can find information on the uninsured,
children’s health, Medicaid, and long-term care.

National Association of State Medicaid Directors (NASMD)
http://www.nasmd.org
The primary purposes of NASMD are to serve as a focal point of communication
between the states and the federal government and to provide an information
network among the states on issues pertinent to the Medicaid program.
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National Center for Policy Analysis (NCPA)—Health Issues
http://www.ncpa.org
NCPA is a nonprofit public policy research institute.  It offers a wealth of analy-
sis, debate, and in-depth research from around the world.  To find the health
issues section, click on the link on the left side of the page for policy issues, then
choose health from the menu items.

National Conference of State Legislatures (NCSL)
http://www.ncsl.org
The NCSL web site provides personalized, comprehensive access for state
legislators and legislative staff to NCSL information and reports, plus the ability
to search more than 500,000 state documents encompassing legislative policy
reports, current and past legislation, state statutes, and 50-state surveys.  NCSL
reports and publications relating to Medicaid include:

Medicaid Cost Containment:  A Legislator’s Tool Kit
http://www.ncsl.org/programs/health/forum/cost/containment.htm

Balancing Health Needs with Resources
http://www.ncsl.org/programs/health/balancing.htm

2005 Prescription Drug State Legislation (updated 5/10/05)
http://www.ncsl.org/programs/health/drugdisc05.htm

National Governors’ Association (NGA) information on cost containment:
http://www.nga.org/center/topics/1,1188,C_CENTER_ISSUE^D_5122,00.html

National Health Law Program
http://www.healthlaw.org
The National Health Law Program is a national public interest law firm that
seeks to improve health care for America’s working and unemployed poor,
minorities, the elderly, and people with disabilities.

National Pharmaceutical Council (NPC)
http://www.npcnow.org
NPC is supported by 27 of the nation’s major research-based pharmaceutical
companies.  NPC sponsors a variety of research and education projects aimed at
demonstrating that the appropriate use of pharmaceuticals improves both
patient treatment outcomes and the cost effective delivery of overall health care
services.

Publications at npcnow.org include:
State Medicaid Resource Kit:  Maintaining Quality and Patient Access
to Innovative Pharmaceuticals in Challenging Economic Times
http://www.npcnow.org/resources/PDFs/MedicaidKit.pdf

Pharmaceutical Research and Manufacturers of America  (PhRMA)
http://www.phrma.org
PhRMA represents approximately 100 U.S. companies that have a primary
commitment to pharmaceutical research.  PhRMA presents information on a
wide variety of prescription drug topics.
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RAND Health
http://www.rand.org/health
RAND assists public policymakers at all levels, private sector leaders in many
industries, and the public at large in efforts to strengthen the nation’s economy,
maintain its security, and improve its quality of life.  It does so by analyzing
choices and developments in many areas.  RAND’s mission is to improve policy
and decision making through research and analysis.

The Robert Wood Johnson Foundation
http://www.rwjf.org/
The Robert Wood Johnson Foundation funds projects with the mission of
improving the health and health care of all Americans.  The foundation is
committed to encouraging healthier living and the conditions that result in
better health to promoting positive changes in the way health care is delivered
in this country.

RxAssist
http://livingwithillness.com/id209.htm
RxAssist is a national program supported by the Robert Wood Johnson Founda-
tion.  The program provides health care providers and patients with informa-
tion on accessing pharmaceutical manufacturers’ patient assistance programs.
It includes information about how physicians can offer free pharmaceuticals for
their qualified uninsured patients through the charitable outreach efforts of
major drug manufacturers.

The W.K. Kellogg Foundation
http://www.wkkf.org
The W.K. Kellogg Foundation is a nonprofit organization whose mission is “to
help people help themselves through the practical application of knowledge and
resources to improve its quality of life and that of future generations.”  Health
care is only one of their broad interests.  Within the area of health care, the
Kellogg Foundation’s goal is “to increase access to integrated, comprehensive
healthcare systems organized around public health, prevention, and primary
care.”

________________________________________

Note:  Significant portions of this document are from Silberman, P.,  Health Policy
Resources on the Web, developed for NCSL/UNC Legislative Health Staff Summer
Institute. Updated 2004.


