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Summary

New Yok Sate is the ndion's leader in both absolute and rdaive spending for
Medicad. With over 3 million digible recipients cdendar year 1993 spending wes $19.3
billion (federd, sae and locd share). In per capita terms, New York spent 2% times the
average of the res of the fifty dates in 1991 and overdl costs have increased by an average of
12% annualy since 1989. Furthermore, in New York the burden of Medicad is not shared
equdly across the dae's tax base As up to hdf of the nonfederd Medicad burden is placed
on the counties, communities with a high proportion of poor andlor ddely resdents pay a
disoroportionate share of the cos.

This interim report is the result of a collaboration between the Center for Governmenta
Research and the New York State Association of Counties  The fact that Medicad is codly
is wdl-known. Our principad god in this report is to documentt the cost by expenditure
caegory, showing how soending in New York compares to tha of other dates In sdected
aress we have been ade to make recommendations for gructurd reform.  We hope to issue
future reports that assess sectors of the indudtry |eft rdaively unexplored in this effort.

In a comparison with deven other daes (Cdifornia, Texas, Ohio, lllinois, Pennsylvania,
Michigen, North Cardlina, Tennessee, Minnesota, Wisconsn and Maryland), we found that
New York's totd Medicad spending (combined federd, date and locd share) led the group
by every messure

The growth of spending on long taem care is New Yok's mod citicad hedth cae
prolen.  As more and more of the dae€'s middle dass have discovered ways to qudify for
Medicad indead of udng their savings demand for Medicad funding has risen asronomicaly.
By 1993, fully 83% of resdent days in New York nurang homes were pad by federd, date
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ad locd taxpayers through Medicad. This problem will not go avay by itdf. The looming
retirement of the Baby Boomers demands that it be solved soon.

Much of the controversy over NYS Medicad concerns optiond sarvices offered to
recipients. In addition to looking a spending on optiond sarvices in New York and the other
daes, we compared the New York Medicad “benefit packege’ to the hedth care plans of
svead private employes  If Medicad redpients had been covered by IBM's insurance in
cdendar year 1993, the totd cost would have been only $12.8 hillion, a savings of $6.5 hillion.
Had Medicad been provided under the same conditions as a typicd Blue Cross and Blue Shidd
plan, the tota expenditure would have been $13.4 hillion, asavings of dmast $6 hillion.

We goplaud Governor Pataki’s commitment to tame the Medicad monger. Bold action
and politicad courage will be nesded to effect fundamentd, lading reform. Lavmakes
providers and advocacy groups must work together to plan for the future, not protect the past.
The future economic vitdity of the dateisa deke.
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M EDICAID COST CONTAINMENT: OPTIONSFOR
NEW Y ORK

Introduction

Ths report is the fird dep in an ongoing patneship between the Center for
Govenmental Research (CGR) and the New York State Associaion of Counties (NYSAC) to
sudy the underlying problems of Medicad in the Sate of New York. As demondrated beow,
the hedth care cogt criss in the country paes when compared to the problem in New York
State. Our god in this report is to document the cost of the New York program, comparing
goending in the Empire Sate to spending in the res of the country. The advent of a new
executive adminigration in Albany drove the timing of the report. Govenor Paaki has
recognized that control over the fiscd dffars of the Stae of New Yok is imposshle if
Medicad spending is not tamed dgnificantly. We goplaud his willingness to chdlenge the
condderable political power of providers advocacy groups and other inditutions in the date
who dand to win or lose from Medicad reform.  We urge the Governor to vigoroudy work
for fundamentd, lading reform that will reduce the dructurd growth in future Medicad

oending.

Previous Medicad reform initigives have foundered as the Governor, the Assambly and
the Senate have dl acted to protect ther traditiond condituendes The Governor and the
Asambly refused to entetan mos Senae proposds to limit digibility and reduce benefits
to the indigent Medicad populaion. The Senate hes refused to condder proposas from the
Govenor that would redrict digibility for long teem care sarvices under Medicad, sarvices
which increesingly support the daes middle dass  Reductions in reimbursement to hospitas
and nurang homes have been supported by the Executive and opposed by the Senate.

It is an underdaement to obsarve that the hedth care sysem in the date is complex.
A thorough explanation of New York's Medicad morass would reguire endless speculation on
rdaive politicad power, adminidraive expediency and migolaced idedism, folowed by an in
depth dissertation on the "law of unintended consequences” Our principd god is to place New
York's cods in context, paticulaly those rdated to optiond services and long teem cae
options. Where time and informetion alow, we make recommendations for dructurd reform.
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The report is not complete, nor is a "complete’ report likey on this vast subject.  Future efforts
will provide more spedfic recommendations for refom and will address sctors of the
indudry thet areleft rdaively untouched in the present volume

This report is basad on andyds of public records and countless interviews with
indviduds in the provider indudry, regulaory agendes (paticulaly dae and  county
depatments of socid sarvices and hedth), providers and agendies in comparison dates and
other interested parties. We bdieve the data and the assartions in this report to be far and
accurate. Nonethdess  dtanaive interpretations to our atention will be conddered in

subsequent reports.
New York's Medicaid Empire

New Yok Sate is the nation's leader in both absolute and rdative spending for
Medicad. With over three million digible redpients in New Yok, cdendar year 1993
goending was $19.3 hillion. In per cgpita terms, New York spent 2% times the average of the
res of the 50 dates in 1991; ovedl cods have increesad by an average of 12% annudly snce
1989. Not only did this program cost date taxpayers $5.6 hillion in fiscd year 1993, but
county texpayers spent an additiond $3.1 billion due to the unusudly large share of totd codt
borne by locd government.

New Yok's Medicad codts ae vadly gredter than the cods of other dates in virtudly
dl categories. Taxes pad by the resdents and busnesses of the date are dramaticdly higher
as a result of this and other programs. In 1991 date and locd taxes per capita in New York
were 68% above the average for the rest of the sates, second only to Alaska

New York's Medicad program satidfies few condituendies. Mog agree that despite
combined federd, date and locd spending of $19.3 hillion, the poor have inadequete access
to care, charges for private pay patients ae often rased to offset losses on Medicad dients
(indiretly adding to the tax burden of New York resdents) and entire indudtries have been

spavned by the lure of public subgdy.

New York's indinctive reponse when pats of the hedth cae sysdem dont work hes
generdly invdved ya& more goending.  Limiting benefits and impodng fiscd  disapline on
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redpients and providas dike is technicdly demending and paliticaly risky, paticulaly as
groups who dand to lose bendfits or access to public reimbursement are far better organized
and far better informed then the typicd taxpayer.

Ye the tax dimate of the State of New York must be improved if New York is to retain
a dred of its dam to the "Empire Sae' titte. To ensure that the date remans competitive
with other key indudrid dates such as Michigan and New Jarsey, New York State must follow
thar lead in rening in gpending and reducing tax raes If for no other reason, the Medicad
program mugt be reformed smply because it cods too much. The money spent on the long
teem care of the middle dass ddely (who become legdly "poor” through the dever use of
trusts and other finandd ploys) is not wadted, but paying the cods of 83% of dl nurang home
resdet days in the State of New York! contributes to date tax rates far above those of dates
with whom we compele  Paying emergency room rates for the non-emergency needs of the
poor pays for the red expenses of public and private hospitas (sometimes subsdizing the cost
of other hospitd obligations), yet there are better and less expensve ways to provide care.
Supporting persond care sarvices like housskesping and cooking to the infirm meds red
physcd and socid needs, but New York no longer has the luxury of providing a wide range of
savices to dl Medicad beneficaries when other daes offer the same sarvices only to very
resricted groups In gened, pasond cae savices should be provided with the narrow
objective of preventing unnecessary inditutiondization.

Our daes continued ability to provide a badc levd of sodd savice to the needy
membas of our date community depends on the continued drength of the New York
economy.  Bold action to change our reputation as the naion's "#1 Tax Hdl" is criticd to the
atraction and retention of busness Our taxes nesdnt be the lowest in the nation—the naturd
and human resources of the date combined with a wedth of high qudity public and indudrid
infrastructure are a Sgnificat dtraction to current and progpective employers—but long term
gehility and growth demand thet they no longer be the highest.

The god of this report is to assg dae policymakers to desgn a Medicad sysem that
provides a reasonable range of hedth and long term care savices to the truly needy in a way
that does not undermine the date's aility to compete.

The Guide to the Nursing Home Industry, 1994. HCIA and Arthur Andersen.

3



Underlying Assumptions

Health Care Costs Must Be Managed

The essatid problem with Medicad cods—jud as in private hedth care—is that few
paticipants in the hedth care sydem have an incentive to manage or contral the cost of cae
The only dfective limitation on use is imposed by those provides and recipients who can
dford to avoid the system dtogether. For example, as New York has one of the lowest
physdan reambursement schedules in the country, mog physdans choose not to serve
Medicad paients In reponse, large numbers of Medicaid bendficaries have little choice but
to sk care in hospitd emergency depatments New York has dso responded to problems
of acoess by encouraging the growth of a dinic sysem (which is reamburssd on the beds of
reported cods, not a fee schedule) that spends dmost 50% more per recipient than any of the
comparison dates.

We recommend—as have many others—that incentives be incorporated into the sysem
to encourage cod-effective trestment. For indance, provides should have an incentive to
aggesvdy make prenadd ad wdl-bdby cae (induding immunizations) and other
trestments that demondrably reduce long term costs The cog of diagnogsic procedures
should be consdered when care is provided. Trestment for long term problems such as
addiction and mentd illness should be limited to coverage typicd of comparison dates. We
believe that open-ended access to care of this type is amply unaffordable, given the dates
current economic condition.

A proven gpproach to managing cod is the placement of recipients in a "managed care'
sdting in which the provider recaives a fixed fee per capita (a "capitation” feg) for dl sarvices
to the beneficday. The provider thus assumes the risk of unusudly-cosly care and recaves
the benefit of cod-saving innovations Many of the issues raised by capitated reimbursament
schemes are discussed beow.
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Personal Responsibility For All

The new credo among policy andyds is the need for persond responghility on the part
of wdfae redpients Many idess for Medicad reform in NYS provide incentives for
recipients to take responghility for ther own hedth cae Managed care, for example, only
worksif the recipient agreesto work with aprimary provider.

We sugges that the need for persond responghbility does not sop with the poor. The
converson of the long tem care program into an entittement for anyone with a good lavyer
IS an egregious vidaion of this prindple  The widesoreed "virtud impoverishment” of the
midd e dass ddely mekes amockery of our sodd wefare system.

Balancing Needs and Costs

If the vitdity of the Sat€s economy requires tax rae parity with the rest of the nation,
then some measure of sarvice paity is dso necessty. New York has traditiondly offered
goadfic savices tha are optiond under federd legidation to all who qudify for Medicad.
We mug adopt the pettern of other dates Provide an extra levd of sarvice only to spedific
populaions who are ether particularly needy or provide care when an irrefutable case can be
mede thet withdrawing care will drive cogts higher in the long run.

Furthermore, public support for Medicad spending depends on the perception of equity
among taxpayers.  This requirement demands some rough parity between services provided to
the poor and services available to the generd public through private hedth insurance.
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Mental Health & Addiction: Limits to Public Funding

A trend toward tregting certain sodid ills as medical indead of social problems hes led
to a dramatic increase in the use of trestment programs for menta hedlth problems and acohol
and subdance ause  The fdlowing prindples should be incorporated into New York's
Medicad palicy:

C Less codly treeiment should be the fird course of action, thus out-paient trestment
should precede in-patient tregtment.

C Effective treetment depends on a pasond commitment by the individud to the course
of tretment, not the conviction tha treament is a less undesrable dterndive
treetment should not be provided as an dtenaive to incacaraion unless there is a
well-founded expectation that the treetment will be effective.

C Log tem treaiment should be the rare exception; the principle of persond
responshility demands that trestment programs provide a "hdping hand' to those who
e it, not acrutch.

Separating the Two Medicaids

The Medicad program, as presantly Sructured, is an unholy union of sarvices provided
to two different condituendes. The popula notion of Medicad is as a public wdfare
program, principaly meeting the neads of the poor. Ye 38% of the totd was spent on nurang
home home care and pasond care in 1993, Given the ease with which the middle dass
achieves Medicad digihility for long teem cae, much of the soending was for a broader
population.

Differences in asst and income digibility rules between home care and nurang home
care highlight the inequities and inefficdendes crested by the union of what is in efedt, two
sepade programs. To prevent pousd impoverishment, the "community spousg’ can retain
dmogt $75000 in asts and unlimited home equity to qudify an inditutiondized spouse for
Medicad. Ye assts in excess of $3,300 will meke a couple indigible for home care. On the
other hand, the "lookback" period for assat tranders is 36 months for ample tranders and 60
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months for truds in the case of inditutiond care. There is no lookback period whatsoever for
home care.

It is time to condder sdting up two separate programs that will ensure equitable
inditutiond care and home care digibility and will encourage cod-effective use of thee two
modes of cae A formd separation of these programs will dso make it dear who the
bendfidaries of the two programs are.  This issue will be sudied in greater depth by CGR and
NY SAC under afuture andyds of the long term care problem in NY S,

Cost of Medicaid Services

What are we buying with our 19 hillion tax dallars? This report will summarize how the
Medicad hill is divided up between sarvices such as spending for hospital care and sarvices
for phydcian care versus long term care sarvices We then examine how New York's cods
compare across dates and how the Sate tota is gpent county-by-county.

Cogt containment is a priority both for the sate and for New York counties which, in
patnership with the dae, bear a Sgnificant share of the Medicaid cost burden. Table 1 shows
a patid breskdown of Medicad spending in New York Sate for federd fiscd year 1993.
Totd Medicad spending in New York for this period was just over $17.5 hillion (cdendar year
goending was $19.3 hillion). The top two rows show totd spending for the categoricaly needy,
those recaving some form of mantenance assdance, and the medicdly needy, who do not
meat the finandd fandards for induson in federdly maendated coverage  The table shows thet
oly $6.6 bhillion (31.8%) of combined federd, date and county Medicad spending wes
federdly mandated. New Yok State spent $4 billion providing services not required by the
federd Medicad datute to the categoricdly needy and $7.9 hillion on services for the more
broadly defined medicaly needy population. New York dso spent $4.6 hillion (27% of totd
Medicad spending) on long term care savices for the ddaly not mendaed by the federd
govenmet. This incduded optiond sarvices for the categoricaly nesdy aged and services for

the meciically needy aged



&R

Table1l: Medicaid Spendingin New York State, Federal Fiscal Year 1993 I
Fededly % of NY S Optiond % of
Mandated Spending | Totd Soending Totd
Categoricaly Neady $5,583593541 | 31.8% $3,996,628,110 | 22.8%
Medicaly Nesdy na na $7,855126,219 | 44.7%
Long Tem Care Component:
Nursng Home Care $332547970 | 1.9% $3,016,182,237 | 17.7%
for Aged
Home Carefor $518,023115 | 2.9% $1,640,406,531 | 9.3%
Aged
Source: Hedth Care Financing Adminigtration Form 2082, Satidica Report on
Medica Care, FY 1993.

Snce Medicad was enacted in 1965, New York State has endeavored to generate
federd meatching funds for the hedth care needs of the poor and ddely. This has resulted in
a generous Medicad plan with a vaiety of optiond sarvices many dates choose not to provide
It hes ds0 resulted in more lenient income requirements than many dates  As Table 1 shows
only one third of the totd New Yok State Medicad expenditure was actudly required by
federd lav. While increasing sarvices and coverage may once have been an afordable drategy
for the date to pursue the dramatic increese in the cos of care has become an incressing
finandd burden on gate and county governments

The sze and growth of this burden is staggering.  Between fiscd years 1983 and 1993,
federd, sate and county Medicaid expenditures grew from $5.7 hbillion gatewide to over $17
billion ($19.3 hillion in cdendar year 1993). Figure 1 shows the growth over the 10 year
period between 1983 and 1993 in New York City and the rest of the dtate, during which
Medicad spending nearly tripled in both regions

Medicad hes effectivdy become two programs snce 1965. one meding the hedth
care needs of the poor population and one to cover the cods of long term care needs of the
ddely without drict regard to economic daus. Fgure 2 shows the growth in the cods of
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long term care sarvices in New York City and the rest of the Sate snce 1983. Agan, there is
anea tripling in cogsin both regions

Medicad costs in New York greaily exceed those of every other dae. CGR and
NYSAC have sHected deven dates for comparison in this report based on various factors such
as populaion sze, mgor indudries and innovaions in the adminidration of Medicad. The
dates Hdected for compaison ae Cdifornia, Texas, Ohio, lllinois, Pennsylvania, Michigan,
North Cardling Tennessee Minnesota, Wisconsn and Mayland.  Totd Medicad spending in
each date is shown in Fgure 3. New York's fiscd year 1993 cods were higher than the other
states and were even $7.9 hillion aove those of Cdifornia, despite the fact that Cdifornia hes
70% more people.

Naturdly, tota spending figures do not tdl the whole dory. New York Sae has a
larger populaion then dl other dates except Cdifornia and, recently, Texas Many other
demogrgphic fedtures didinguish New York from the comparison dates. But if one looks a
Medicad spending by ay ressondble dandard, New Yok Sae is very much out of line
FHgure 4 shows tha New York spends more than twice the amount per recipient of mogt other
dates. New York's spending per recpient is more than double that of neighboring
Pennsylvaniaand triple thet of Cdifornia

Looking & Medicad spending per cgpita as in FHgure 5, normdizes the comparison
dates. New York, however, is even further out on a limb of gopaent excess. The median
goending on Medicaid per capita in the other states was $353 in FY 1993, while New York
goent $965 for every dae resdent. Smilaly, New York led dl daes in Medicad spending
as a par cent of gross date product, in Figure 6. New York spent 3.8% of the gross date
product of goods and savices on Medicad in 1993 while the median ratio of the other daes
was only 1.7%. The effect of this rdaive profligacy is illugraed in Fgure 7, the ratio of
Medicad spending to totd date spending. New York's Medicad expenditure (combined
federd, date and loca) was 32% of its tota budget on Medicaid in FY 1993 as opposed to an
average of 15.7% for the other Satesin the comparison.

The daming and unsudaneble growmth of New York States Medicad program hes
ingoired various reform efforts in the recent pas. The New York State Department of Socid
Savices hes initiated severd soedific refoms, most of which have been litigated.  The

9
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Comprehendve Medicad Task Force gopointed by Lieutenant Governor McCaughey recently
issued its report with a lig of options to reduce Medicad spending.  This report and recent
DSSinitidtives are summearized in Appendix A.

Acute & Ambulatory Care Services

Acute and ambulaory care incdudes both in-petient and out-patient hospitd care and
care to individuds in physdans offices and dinics The other mgor category of Medicad
codsislong term care sarvices, both care in the home and care in anurang fadlity.

Overview of Mandatory and Optional Services

Acute and ambulatory care sarvices provided to the poor under Medicad fdl into two
caegories, federdly mandated sarvices and services provided a the daes option. States can
offer optiond services defined in Title XIX of the Socd Security Act, that are digible for
the same levd of rambursament from the federd govenment as mandaed services. New
York State isrambursed for haf of dl Medicad sarvices, mandated and optiond.

Thefallowing services are federdly mandated:

Inpatient hospital services,

Outpatient hospitd services,

Rurd hedth dinic savices,

Federdly qudified hedth center sarvices,

Other laboratory and X-ray sarvices,

Nurang fadility (NF) servicesfor age 21 or over (categoricaly needy),
Home hedth sarvices for those entitled to NF care,

Early and Periodic Screening, Diagnogtic and Treatment (EPSDT) for under 21,
Family planning sarvices,

Physidans sarvices,

OO OO OO OO OO OO

Rural hedlth clinics provide health services in rural areas with shortages of persona hedlth
services or primary medical care manpower. Rura health clinic services are mandatory consistent with
state law permitting such services. New Y ork State does not operate any rura health clinics with
Medicad funding.

10



&R

C Nurse midwife sarvices and
C Cetified pediatric and family nurse practitioners sarvices

The Medicad datute dso defines a number of populaion groups as potentidly digible
to recave benefits  Jud as daes may indude catain optiond services in thar Medicad plans
for federd re@mbursement, dates may ds0 expand coverage to optiond populaion groups
The population groups covered by Medicad have been divided into two dases the
"categaricdly needy” and the "medicdly needy.” The Federd government defines what groups
are caegoricdly needy, generdly based on digibility for other wedfare bendfits States can
odfine their own medicaly nesdy populaions usng more generous income and resource tests
than the federd government. Some daes do not exercise this option, while New York defines
the medicdly nesdy as those with incomes within 133% of the levd nesded to qudify for
AFDC.

States can choose to offer the optiond services with catan limitations. Many daes
choose to offer optiond sarvices to only the caegoricdly needy. New Yok Sate has
trediiondly provided the categoricaly and medicaly needy the same st of benefits with no
diginction. Table 2 shows the cos of these optionad sarvices as reported to HCFA for the
categoricaly and medicdly needy in New York Sae?

3The data comes from the HCFA 2082 form, a standard reporting form states use to report Medicaid
expenditures. HCFA defines 31 discrete optional serviceswhich are grouped together in thisform. These services
arelistedin Table 4.

11



Table2: Cogsof Optional Servicesin New York State (Federal, State and L ocal)
Caegoricdly Medically Needy Both Groups
Needy

Mental Hospitd Servicesfor Aged $268,659,457 $508,841,308 $777,500,765
Inpatient Psych. for under 21 $129,782,572 $107,674,275 $237,456,847
Intermediate Care Facility for $868,931,515 $1,471,791,743 $2,340,723,258
Mentdly Retarded

Dentd Services $114,547,725 $29,219,917 $143,767,642
Clinic Services $566,998,738 $225,200,332 $792,199,070
Prescribed Drugs $488,430,016 $144,632,137 $633,062,153
Other Prectitioners $288,053,189 $84,115,334 $372,168,523
Home Hedlth Services $679,926,913 $909,752,847 $1,589,679,760
Other Care $591,297,985 $162,556,606 $753,854,591
Total Optional Services $3,996,628,110 | $3,643,784,499 | $7,640,412,609

Totd spending on optiond services in fiscd year 1993 for New York State was $7.6
billion Spending on optiond sarvices for the medicdly needy was nearly equd to spending
on the caegoricdly needy, even though the medicdly needy number less than 750,000
recipients and the categoricaly needy represent 1.8 million.

Interstate Cost Comparison and Analysis

In order to benchmark Medicad codts in New York State properly, CGR and NYSAC

sected a st of suitable comparison dates. These dates were chosen to indlude mos mgor
indudrid dates plus saverd dates known to be experimenting with mgor reforms.  The
compaison dates ae Cdifornig, lllinols Mayland, Michigan, Minnesota, North Cardling,
Ohio, Pennsylvania, Tennessee, Texas and Wisconan.  Table 3 shows the total 1993 Medicad
expenditure by date and detalls expenditures for the Sx largest spending categories  Inpdtient
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hospitd  expenditures,  <killed nurdng fadlity (SNF) savices and physdans savices ae
federdly maendated while intermediae care fadlities (ICF) for the mentdly retarded (MR) are
optiond. Home hedth sarvices indude federdly mandated sarvices such as home hedth

ades, and optiond services, such as persond care.

Table3: Medicaid Expendituresby Major Service Category (Millions)
State | Totd Inpatient SNF |ICF Svcs. fo] Prescribed |Home Hedth| Physcians
Hospital Services MR Drugs Svcs. Svcs.
MD | $1,721 $551 $248 $58 $111 $51 $98
Wi $1,786 $270 $666 $207 $163 $75 $44
MN | $1,930 $243 $752 $289 $111 $158 $110
TN $1,977 $341 $69 $115 $240 $15 $254
NC | $2,452 $553 $575 $302 $190 $172 $237
MI | $3,077 $804 $662 $1,455 $0 $239 $229
PA $3,886 $947| $1,365 477 $389 $22 $155
IL $4,625 $1,740] $1,153 $522 $331 $131 $241
OH | $4,667 $992 $790 $444 $384 $108 $254
X | $5575 $1,678| $1,048 $536 $445 $248 $606
CA $9,650 $3,427| $1,953 $523 $992 $48 $850
NY | $17,557 $3,928| $4,022 $2,341 $636 $2,158 $288
Source: Hedlth Care Financing Adminigration Form 2082, Statigical Report on Medica
ge, FY 1993.

As previoudy noted, Medicad cods in New York gregtly exceed those of evary date
in the comparison st New York's fiscd year 1993 cogts were $7.9 hillion above those of
Cdifornia, a date with 70% more people New York State dso led spending in four of the Sx
caegories, pending lessthan Cdiforniaonly in prescribed drugs and physdans services

A compaison of cods per redpiat in these sarvices is more meaningful, because New
York Sae has a large population and diginct demogrephic characteridics  Fgures 8 ad 9
show Medicad spending per recpient on two federdly mandated services, inpaient and
outpetient hospitd treetment. New York Sate and Illinois spend ggnificantly more than other
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dates on inpatient hospitd services and for outpatient services New York and Maryland each
gpend about twice as much for each benefidary.

Continuing the process of benchmarking, we now compare the optiond services
provided to NYS Medicad recipients with those provided in a set of comparison daes  HCFA
Oefines 31 discrete optiond services that may be provided in date Medicad programs.  (These
are lumped into broader categories in the HCFA 2082 form daes use to report Medicad
expenditures)  Staes have the option of providing sdected optiond services to the
caegoricaly needy populaion only or to both the caegoricdly and medicdly needy
populations New York offers 26 of these optiond sarvices to both the categoricdly and
medicaly needy.

Tae 4 deals the savices offeeed by New York and the comparison dSates
Minnesota, Wiscondn and Cdifornia eech offer a few more sarvices than New York, dthough
Wisconsn offers severd sarvices to only the categoricdly needy.  All of the dates offer a
leest 19 optiond sarvices eech and most daes offer dl optiond sarvices to both the
caegoricdly and medicdly needy. Pennsylvania provides prescribed drugs to the caiegoricaly
needy only, Wisconan limits 13 of 29 optiond sarvices to the categoricdly needy only and
Ohio does nat offer any optiond sarvicesto the medicaly nedy.

Table4: Optional Servicesin Comparison States

CA|IL [ MD| MI [MN |NY | NC [OH| PA | TN | TX | WI
Podiatrist's X X X X X X X C X X X X
Services
Optometrist's X X X X X X X C X X X C
Services
Chiropractor's X X X X C X X C
Services
Other X X X X X C X X C
Practitioner's
Services
Private Duty X X X X X X C C
Nursing
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Table4: Optional Servicesin Comparison States

CA IL MD| MI |[MN | NY | NC |OH| PA | TN | TX | WI
Clinic Services X X X X X X X C X X X X
Denta Services X X X X X X X C X X C
Physical X X X X X X C X X
Therapy
Occupational X X X X X C X
Therapy
Speech, X X X X X X C X
Hearing and
Language
Disorders
Prescribed X X X X X X X C C X X X
Drugs
Dentures X X X X X X X C X C
Prosthetic X X X X X X X C X X X X
Devices
Eyeglasses X X X X X X X C X X C
Diagnostic X X X X X X X C
Services
Screening X X X X C
Services
Preventive X X X X X C
Services
Rehabilitative X X X X X X C X X X C
Services
IMD Inpatient X X X X X X X X X C
for over 65
IMD NFfor X X X X X X X C X X X
over 65
ICF Servicesfor X X X X X X C X X X C
MR
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Table4: Optional Servicesin Comparison States

CA|lIL |[MD| MI |[MN |NY | NC |[OH| PA | TN | TX | WI

Inpatient X X X X X X X X X C
Psych. for
under 21

Christian X
Science Nurses

Christian X X X X C X X X
Science
Sanitoriums

NF for under 21 X X X X X X X C X X X X

Emergency X X X X X X C X X X X
Hospital
Services

Personal Care X X X X X X X
Services

Transportation X X X X X X X C X X X X
Services

Case X X X X X X C X X X X
Management
Services

Hospice Care X X X X X X X C X X X X
Services

Respiratory X X X X X
Care Services

Total Services 29 25 23 26 28 26 23 23 19 19 20 29
Offered

Note: C = Categorically Needy only, X = Categorically and Medically Needy.
Source: Health Care Financi ng Administration

On bdance the sdected daes ae rddivdy generous in the quantity of optiond
savices offered.  However, many daes ae much more sdective than New York in providing
savices through Medicad and many offer optiond services to the caegoricaly needy only.
Cdifornia; Minnesota and Wiscongn eech offer more optiond sarvices than New York State,

16



&R

however New York spends vesly more on the services it does provide Hgure 10 shows
ovadl dae spending on optiond sarvices, Figure 11 shows spending per recipient and Fgure
12 shows dae goending per cgpita The figures show that New Yok Stae is subdantidly
more generous in terms of indudon and spends more on eech average recipient.  NYS dso
saves more of its populaion.

The next st of figures bresks out Medicad spending for individud optiond services
on a cod per recipient bass for fiscd year 1993, FHgure 13, for example, shows New York
State spent over $120,000 in Medicad funds for each person receiving intermedigte care
fadlity levd trestment for mentd retardation. Other daes spent less than hdf of this per
peson. New Yok Stae dso spent vedly more Medicad money per person for services
provided by practitioners other than physdans and regigered nurses, such as chiropractors,
as shown in Figure 14. One area where New York State gppears not to lead the pack in
Medicad spending is dentd services shown in FHgure 15, Texas and Cdifornia each soent
dightly more per person.

One aea where New York has lagged behind other daes is Medicad physician
reimbursament. Medicad physdan rembursement raes in New Yok Sae ae among the
lowest in the country. As a naturd consequence, New York's physicians tend not to teke
Medicad patients, and Figure 16 shows that Medicad spending on physcan sarvices in New
York is lower than other dates. Many services that would  probably be provided by physicans
if rembursement raies were higher ae provided a dinics @ a much higher cos.  These
dinics, as shown in Fgure 17, are condderably more expendve on a per recipient bass than
thosein other dates

In light of these comparisons, New York State policymekers are strongly urged to bring
these cods under contral. It is vitdly important for the dat€s economic competitiveness to
purpossfully restructure New York State Medicad in order to bring codts into line with those
of our competing Sates.

Medicaid Coverage and Private Insurance

Medicad services in New York State are generous when compared to many dates, both
in tems of the number of optiond savices provided and in the induson of the medicdly
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needy population. But how does New Yok States Medicad plan compare with private
insurance?  Such comparisons have been drawn in recent political discourse on the issuie The
fdlowing tables compare the levd of coverage of New Yok Sae Medicad fededly
mandated and optiond savices with three sdected private insurance plans one of IBM
Corporation's most popular employee medicd plans a comprehensve managed medicd plan
for Heet Bank employees and Blue Cross and Blue Shidd in Monroe County.

Table5: Medicaid and Private I nsurance Comparison for Federally Mandated Services I
Federally NYS IBM Corporate Fleet Bank Blue Crossand
Mandated Medicaid Medical Plan Medical Plan Blue Shield
Services (NY Sresidents) (Monroe County)
I npatient Fully Covered Fully Covered after Fully Covered after Fully Covered
Hospital (%25 co-pay) $355 Deductible $200 Deductible per
admission
Outpatient Fully Covered 20% Deductible ($355 Fully Covered $100 Deductible
Hospital ($3 co-pay) maximum) 80% reimbursement(1)
80% reimbursement
Laboratory and Up to 18 tests/yr $250 Deductible(2) Fully Covered $100 Deductible
X-ray ($1 co-pay) 80% reimbursement 80% reimbursement(1)
Nurse Fully Covered $250 Deductible(2) Fully Covered $100 Deductible
Practitioner 80% reimbursement (%10 co-pay) 80% reimbursement(1)
Adult SNF and Fully Covered $250 Deductible(2) Fully Covered Fully Covered
Home Hedlth 80% reimbursement | ($200 co-pay if SNF,
Full Coverageifin $10 co-pay if home
lieu of hospital care care)
Family Planning Fully Covered None Fully Covered None
($10 co-pay)
Physicians Up to 10 visits/yr $250 Deductible(2) Fully Covered $100 Deductible
80% reimbursement (%10 co-pay) 80% reimbursement(1)
No maximum visits
Nurse Midwife Fully Covered $250 Deductible(2) Fully Covered (as None
Fully Covered long asadoctor is
alsoinvolved)
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Table5: Medicaid and Private I nsurance Comparison for Federally Mandated Services

R
| Tables: Meicaid and Privete nsurance Comparison for Federally Mandeted Srvies |

Screening

80% reimbursement

2nd year: 4 visits

Federally NYS IBM Corporate Fleet Bank Blue Cross and

Mandated Medicaid Medical Plan Medical Plan Blue Shield

Services (NY Sresidents) (Monroe County)
Early Childhood Fully Covered $250 Deductible(2) 1st year: 10 visits Fully Covered

3rd year: 2 visits
after 3yrs: 1visit/yr
($10 co-pay)

Sources. Health Care Financing Administration, Monroe County Personnel Dept., IBM National Benefits Office,
Fleet Bank Corporate Benefits Office
(1) Member isliable for amaximum expense of $600 per year.
(2) Deductibleisbased upon salary (3/10 of 1%); $250 is the minimum possible.

Medicad provides full coverage, or full coverage with a nominad copayment, for dl of
the federdly mandated sarvices as required by lav. Any redrictions on the number of vigts
can be waved on a physdan's recommendetion. IBM's plan provides full coverage for only
two services, and then only under cetain conditions Five savices are covered by a $250
deductible with 80% reimbursement, and the rest are not covered. Heet provides full coverage
for dl savices but with higher deductibles and co-payments than Medicad, and some
additiond redrictions as wel. Blue Cross and Blue Shidd provides full coverage for only
three services, four are covered by a $100 deductible and 80% reimbursement, and the rest are
not covered. The next table compares the optiond services offered through Medicad and the
same sdected private plans

Table6: Medicaid and Private I nsurance Coverage for Optional Services
Optional NYS IBM Corporate Fleet Bank Blue Crossand
Service Medicaid Medical Plan Medical Plan Blue Shield
Podiatrist Fully $250 Deductible with Fully Covered $100 Deductible with
Services Covered(1) 80% reimbursement(2) (%20 co-pay) 80% reimbursement(3)




Table6: Medicaid and Private Insurance Coverage for Optional Services

Optional NYS IBM Corporate Fleet Bank Blue Crossand
Service Medicaid Medical Plan Medical Plan Blue Shield
Optometrist Fully If medically related to 1visit every 2 years None
Services Covered another condition, $250 ($10 co-pay)
Deductible with 80%
reimbursement(2);
Not otherwise covered.
Chiropractor None $250 Deductible with Fully Covered $100 Deductible with
Services 80% reimbursement(2) ($10 co-pay) 80% reimbursement up
to $800
Private Duty Fully None Fully Covered $100 Deductible with
Nursing Covered If medically necessary 80% reimbursement(3)
($10 co-pay)
Clinic Services Upto 10 $250 Deductible with Fully Covered $100 Deductible with
visits/yr 80% reimbursement(2) (%10 co-pay) 80% reimbursement(3)
($3 co-pay)
Dental Services Upto3 None(4) None(4) None(4)
visits/yr
Physical Fully $250 Deductible with Fully Covered $100 Deductible with
Therapy Covered 80% reimbursement(2) ($20 co-pay) 80% reimbursement(3)
Occupational Fully $250 Deductible with Fully Covered $100 Deductible with
Therapy Covered 80% reimbursement (%20 co-pay) 80% reimbursement(3)
(25)
Speech, Hearing Fully $250 Deductible with Fully Covered $100 Deductible with
and Language Covered 80% reimbursement(2) ($10 co-pay) 80% reimbursement(3)
Disorders
Prescribed Upto43 $250 Deductible with Co-pay: $3/$6 co-pay
Drugs visits/yr 80% reimbursement(2) $5 for generic drugs
($1 co-pay) $10 for name brands
Dentures Fully None(4) None(4) None(4)
Covered
Prosthetic Fully $250 Deductible with Fully Covered 80% paid
Devices Covered 80% reimbursement(2)
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Table6: Medicaid and Private Insurance Coverage for Optional Services

Optional NYS IBM Corporate Fleet Bank Blue Crossand
Service Medicaid Medical Plan Medical Plan Blue Shield
Eyeglasses Fully None None None
Covered
Diagnostic Fully Inpatient Fully Covered Fully Covered $100 Deductible with
Services Covered after $355 Deductible; 80% reimbursement(3)
Outpatient/Preventativ
e $250 Deductible with
80% reimbursement(2)
Screening Fully $250 Deductiblewith | $10 co-pay (subjecttoa | $100 Deductible with
Services Covered 80% reimbursement(2) frequency schedule)(6) | 80% reimbursement(3)
Preventive Fully $250 Deductiblewith | $10 co-pay (subjecttoa | $100 Deductiblewith
Services Covered 80% reimbursement(2) frequency schedule)(6) | 80% reimbursement(3)
Rehabilitative Upto 30 None Inpatient: $200 co-pay 50% co-pay to $2,000
Services visits/yr for Outpatient: $10 co-pay maximum
Mental
Health
Clinics
IMD Inpatient Fully None 90% Coverage Fully Covered
for over 65 Covered (10% co-pay)
IMD NF for over Fully None None None
65 Covered
| CF Servicesfor Fully None Fully Covered None
MR Covered (%200 co-pay)
Inpatient Psych. Fully None 90% Coverage up to 60 Fully Covered - 60
for under 21 Covered days/yr (10% co-pay) daysl/yr
Christian None None None None
Science Nurses
Christian None None None None
Science
Sanitoriums
NF for under 21 Fully None Fully Covered $100 Deductible with
Covered if medically necessary 80% reimbursement(3)
(%10 co-pay)
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Table6: Medicaid and Private Insurance Coverage for Optional Services
Optional NYS IBM Corporate Fleet Bank Blue Crossand
Service Medicaid Medical Plan Medical Plan Blue Shidld
Emergency Fully Fully Covered Fully Covered Fully Covered

Hospital Covered ($355 Deductible) ($25 co-pay)
Services
Personal Care Fully None None None
Services Covered
Trangportation Fully None None None
Services Covered
Case Fully None Fully Covered Fully Covered
Management Covered
Services
Hospice Care Fully Fully Covered up to Fully Covered Fully Covered
Services Covered $5,000/yr (5)
Respiratory None Considered part of Fully Covered None
Care Services Hospice Care (if medically necessary)
Source: Health Care Financing Administration and Monroe County Personnel
(1) Podiatry services are not covered as a discrete service but are fully covered if they are given in conjunction
with clinical visits.
(2) Deductibleisbased on salary (3/10 1%); $250 isthe minimum.
(3) Member isliable for amaximum expense of $600 per year.
(4) Separate dental insuranceis offered.
(5) Subject to utilization review.
(6) Subject to aschedule of frequency based on the age of the patient.

Table 6 shows that Medicad coverage of optiond services is broader and more
extensive than any of the given private insurance packages. The IBM plan doesnat provide
ful coverage for any of the optiond services without redriction, and no coverage is provided
for 10 savices fully covered by NYS Medicad. Heat provides full coverage without
redriction for five savices and does not cover dx of the services fully covered by NYS
Medicad. Blue Cross and Blue Shidd provides full coverage without redriction for only four
of the optiond services and no coverage a dl for eight sarvices fully covered by New York
Stae Medicad.
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New Yok Sae Medicad expenditures in cdendar year 1993 were roughly $19.3
billion. Table 7 shows what New York State Medicad pad for various services in cdendar year
1993. The other columns show what the sample private plans would have pad by goplying ther
deductibles, copayments and rembursement rates to the same sarvices.  If Medicad recipients
hed been covered by IBM's insurance, the totd cost would have been only $12.8 hillion, a
svings of $6.5 hillion. If those expenditures had been limited to what Heet would have
provided, the totd would have been about $16.2 hillion, a savings of over $3.1 hillion. Findly,
if Medicad had been provided under the same conditions as a typicd Blue Cross and Blue
Shidd plan, the total expenditure would have been $13.4 billion, a savings of dmos $6 hillion.

Table 7. Medicaid Expendituresand Egtimates of the Cost for the Same Services
if Provided by the Sample Private Insurance Plansin Calendar Year 1993
Medicaid IBM Medical Fleet Bank Blue Cross/
Plan Medical Plan Blue Shield
Inpatient $6,169,807,622 $6,146,324,727 $6,156,577,822 $6,169,807,622
Hospital
Outpatient $1,160,262,332 $796,565,074 $1,160,262,332 $891,126,826
Hospital
Lab and X-ray $54,275,648 $6,348,518 $54,275,648 $28,083,518
Nursing $3,833,285,532 $3,816,272,132 $3,816,272,132 $3,833,285,532
Facilities
Home Health $358,939,302 $275,951,442 $358,379,302 $358,939,302
Aide
HomeNursing $139,832,165 $104,972,132 $139,487,485 $100,108,292
Services
Clinics $1,017,432,559 $763,019,047 $1,014,886,209 $793,575,247
Other $532,353,118 $400,745,294 $531,546,258 $419,427,614
Practitioners
Drugs $776,996,610 $446,345,833 $770,739,615 $773,242,413
Dental $121,166,179 $0 $0 $0
Eyeglasses & $39,608,429 $19,804,215 $19,804,215 $19,804,215
Prosthetics
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Table7: Medicaid Expendituresand Egtimates of the Cogt for the Same Services
if Provided by the Sample Private Insurance Plansin Calendar Year 1993

Medicaid IBM Medical Fleet Bank Blue Cross/
Plan Medical Plan Blue Shield
Rehabilitative $19,833,447 $0 $17,850,102 $9,916,724
Services

ICF for MR $2,203,725,529 $0 $2,202,982,929 $0
Personal Care $1,597,335,715 $0 $0 $0
Other Services $1,324,077,607 $0 $0 $0

Total $19,348,931,7%4 $12,785,348,469 $16,243,064,049 $13,406,322,305

Source: Estimates based on figures from the New Y ork State Department of Socia Services, Monroe County

Personnel Department, IBM Corporate Benefits, and Fleet Bank Corporate Benefits

For many reasons, induding the differences in the populaions, it is difficult to meke
cos comparisons with Medicad and privae insurance  Medicad recipients may conditute
a populdion that is less hedthy then private insurance policy holders, they may adso use
medicd services less conddently, and they are entitled to more covered services then private
policy holders  For example, neither Blue Cross nor IBM covers days in intermediate care
fadlities for the mentdly retarded (ICF for MR in the table), and one might suppose that very
few Hest Bank employees reguire this service, which is a paticulaly large Medicad expense

All of these comparison problems notwithgtanding, the difference in expenditures per
recipient between private insurance and Medicaid is striking. A good private insurance plan
can cogt between $2,000 and $3,000 per person annudly if the person is Sngle or in a andler
famly. The cod per pearson drops as family sze increases  In contragt, New York State
Medicaid spent $6,402 per recipient in fiscd year 1993.

Thee compaisons highlight the need for redructuring and cogt saving in Medicad
optiond sarvices Medicad amply should not be the premier insurance plan in New York
State. Policymakers ae urged to adopt cost saving measures that will bring Medicad optiond
savices morein line with whet private insurance plans provide.
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Intrastate Comparison

The cost per recipient for acute and ambulatory care provided through Medicad varies
tremendoudy across New York State  Chenango, Orleans, Jeffeson and S Lawrence
Courties each spend less than $2,000 per recipient on dl acute and ambulatory service, while
Putnam and Nassau Counties each soend over $5,000 per recipient.  Figure 18 shows the 10
lowest and highest spending counties per recipient for dl acute and ambulatory care. Fgures
19 and 20 show Medicad spending per recipient for inpatient and outpatient hospita services
repectivdy. There is a driking variaion between the two services across counties New York
City, for exanple, is the codt leader in inpatient hospitd savices a over $100,000 per
Medicad recipient but goends dose to the date median for outpatient sarvices Conversdy,
Rockland County spends far more than any other county for outpatient hospitd services for
Medicad patients but has rdatively reasonadle (but high) inpatient cogts.

Conditions are, of course, unique in each county. Figure 21 shows the spending per
redpient on Medicad acute and ambulatory care by county, and Figure 22 shows the dlocation
of dl Medicad spending anong counties  An in depth examinaion of the deals of Medicad
reimbursement and rate setting in eech county for each savice ae beyond the scope of this
effort. The extreme vaidion in the per recipient cost of each sarvice, however, dearly merits
futher atention as policymekers grgpple with ddivering sarvices through Medicad  with
greater effidency.

Optional Services: Recommendations

New York must make choices regarding the extensve number and scope of benefits
offered.  While Wisconan, Minnesota and Cdifornia do offer more optiond sarvices then
New York, they are 4ill offering dl sarvices & a less expendve rae than New York and
placdng limitations on the sarvices Optiond sarvices caegories which are not commonly
provided by other daes include occupationd thergpy, screening services, preventive Sarvices,
occupaiond thergpy services for gpeech, language and hearing disorders and private duty
nursing.
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Trangportation sarvices should dso be offered with more redrictions. We support the
federd waver pemitting counties to coordingte trangortation Services across programs
Outsde of Medicad, no other insurer in New York State will pay for taxi sarvice Locd sodid
savices didricts should dso have the authority to prior-authorize ambulette and day trestment
trangportation services offered in New York. Greaer locd control over how these expendve
savices ae utlized and the diminaion of less efident modes of trangport would yidd
sonificant svings

Medicaid and Managed Care

A cog compaison with managed care programs and Medicad reduces the problem of
dfferent services and populaions involved in comparing Medicad to fee for savice private
insurance.  Vaious daes have encouraged voluntary and occasondly mandatory enrollment
of Medicad recipients in sysems where the overdl care of a patient is overseen by a dngle
provider or organization. The hope is that the managed care concept will change provider and
recipient behaviors which contribute to rigng codts under afee for sarvice sysem.

In 1991, the New York State Legidaiure passed the satewide Medicad Managed Care
Act, dedgned to improve the ddivery of qudity, cod-effective hedth care through the
expandon of managed cae The act encourages locd depatments of socid savices to
voluntaily particpate in managed care and edteblishes paticipation goads which incresse over
time The McCaughey report recommends soeeding up this process by requiring nearly dl
non-ddaly recipients to be under such a plan by summer 1996. New York Sae has dso
mandated erollment in managed care programs in a demondration progect in Southwest
Brooklyn.

The Monroe Plan in Rochedter, under contract to the locd Blue CrossBlue Shidd
dfilite has accepted Medicad patients snce 1974. Every patient in the plan is assgned to
an individud physdan by mutud agreemet and dl savices other than emergency room vigts
are coordinaed by that physdan. These services incdude a range of speddis sarvices not
otherwise accessble to Medicad petients.  Paticipaing physdans ae reimbursed a ther
usud and cusomary rates less a 15% withhold that acts as a risk pool. About 14,000 Medicad
recpients are enrolled in managed care through this plan.

26



&R

The Monroe Plan regards engaging providers as critical to success in managed care for
Medicad patients Ancther important fector is the locd flexibility to provide credtive and
diverse member savices to Medicad erdleess  These can indude authorizing trangportation
and babystting to ensure gopointments are kept, member educaion sarvices and measures to
fadlitate compliance  Managers of the Monroe Plan emphesze, however, tha there ae
subgroups thet cannot be managed, such as addicts

Fnenadly, the Monroe Plan has been successul. Rembursed a 95% of the edimated
cost of care for the erdlled population, Monroe Plan pays paticipating physdans "usud and
cusomary” fees while arguably providing grester access to sarvices for its enrolled population.
The 15% "holdback" has dways been returned to the physcans a the end of the year. Some
suggest that managed care enrollees are likely to be better educated and more concerned about
thar hedth then the generd Medicad populaion. Monroe Plan managers suggest that some
adverse dettion is d0 likdy, as access to geddids is much more difficult for Medicad
bendfidiaries outsde the Rlan.

FHgure 23 shows the percentage of Medicad digibles enrolled in HMOs by dae for
fiscd year 1993. The pace of change is extremdy rgpid in this area and some of these dates
have increesad enrollment in 1994 and will continue to do S0 in 1995. Fgure 24 shows the
average Medicad premium payment for qudified and provisond HMOs for fiscd year 1993,
The daes with a andler percatege of the Medicad digible populaion enrolled in HMOs
gopear to have lower cods per recipient, however, this may reflect efforts of initid providers
to eroll hedthier digibles As the enrollment goes up, the cods per recipient gopear to
increese somewhd, but the annud premium payments gppear to be sgnificantly lower then the
annua average cod per recipient under Medicaid.

Synopses of progress in key comparison dates follow as a guide to NYS policymakers
as they move to require managed care participation:

. Cdlifornia origindly enrolled redpients of Medi-Cd, the dates Medicad program,
in managed care programs to decreese expenditures.  This was accomplished by sdting
cgpitation rates a or bdow the feefor-sarvice (FFS) cost. By 1993, Prepad Hedth Plans
(PHPs), HMOs Pimay Cae Case Managemett (PCCM) Pans and Hedth Insuring
Organizations (HIO's) were dl components of the program.  Approximately 610,000 Medi-Cd
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recipients were enrolled in PHPs, HMO's, and PCCM's in 1993, and an additiond 78,700 were
erdled in the HIOs Enrdiment in HIO's was mandatory in two counties, but for dl other
programs enrollment was voluntary.  As the efficiency of FFS Medi-Cd has improved in recent
years, the savings due to managed care programs has decreased.  However, Cdifornia is ill
aggressvdy pursling expandon of maneged cae programs for Medi-Cd redipients.  The
agumat for expangon is bassd not only on savings but dso the adility of managed care
programs to improve access to medicd care-epecidly primary care and preventive services-
and to dleviate Some of the adminidrative burden impased on providers by the FFS system.

In 1993, Illinois enrolled roughly 103,000 Medicad recipients in a fully cepitaed
HMO program. Enrdiment was vduntary, dthough only AFDC redpients were digible for
the program a the time.  Payment was made according to a capitation sructure based on the
age and sex of the recipient to discourage enrdllment of only low-cost recipients, and to avoid
paying more than wha FFS care would cos.  lllinois is currently developing a multi-year
maneged care implementation plan with the god of erdling as many Medicad digbles as
possible throughout the Sate.

Maryland operaed two mgor managed care programs for Medicad recipients in
1993: Maryland Access to Care (MAC), ad access to HMO's. MAC is essantidly a fee-for-
s|vice primay care cae managemeantt program, where Medicad recipients are linked with a
primary care provider who dso serves as a gatekeeper for the provison of specidty care
Approximatdy 225,000 Medicad recipients were enrdlled in MAC in 1993, Mayland dso
operates a much smdler mandatory coordinated care program for Medicad redpients who
misuse the sytem.

Unil recently, Medicad HMO's only opeaed in the Bdtimore metropolitan area
Erdlmat is voluntary, with 67,347 recipients enrolled in fiscd year 1993. Cgpitation rates
ae st according to 19 different categories developed from FFS equivdents  Statewide
participation in the HMO program was goproved in 1994.

Michigan operates one of the larges managed care systems for Medicad recipients
The dae has contracted with HMO's to provide Medicad covered hedth services snce 1972.
Erdlmat in HMO's was voluntary everywhere but in Detroit for most of the program's
higory, and 1992 legidation paved the way for mandaory enrdiment dsawhere  In January
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of 1993, enrdlment was mandatory in four counties and Medicad recipients were enrolled
in managed care programsin 24 of the 83 Michigan counties

Sudies show that maneged care in Michigan hes resulted in dgnificant cost savings.
Through 1990, the date reports an estimated savings of $96 million for the HMO program
compared to FFS cods  Savings estimates reported for 1989 and 1990 were $12.7 million and
$15.9 million, respectivdy. An independent study concluded thet the combined savings for
AFDC/SS bendfidaries covered by Medicad in fiscd year 1990 was $24.2 million, or 17.5%
of combined expected Medicaid FFS expenses.

In addition to the HMO's Michigan operaes a Capitated Clinic Plan and Physdan
Soonsor FAlan for Medicad recipients. The Clinic Plan is patidly capiteted, while the PSP is
many FFS but the recipient's physcian acts as both a provider and a case manager.  While
evdlmat in thee plans is limited, Sudies show that both ae successful a contralling cods,
improving access, and encouraging proper usage of medicd care.

Minnesota's Prepad Medicd Asisance Progran (PMAP) provided mandatory
maneged hedth care to recipients in three counties in 1993, and Sx other counties hed
voluntary programs. Totd enrollment was aout 79,500 in January 1993 - goproximatdy 20%
of Minnexotds Medicad populaion.  Currently, Minnesota is in the process of expanding
managed care enrollment, with hopes of covering the entire Sate by 1995-96.

Savings figures for Minnesotas program are not as dramdic as for Michigan, but the
dudies ae encouraging. The Dept. of Human Services reported edimated savings of $5.7
million in 1987, $6.5 million in 1988, and $1.5 million in 1989. These numbers suggest that
maneged care can hdp to control hedth care cods even when the programs are rdativey
limitedingze

North Cardina had two managed care programs for Medicad recipients in 1993 a
prepad contract with an HMO, and a coordinated care program cdled Carolina ACCESS. The
HMO program sarves the AFDC population in three counties.  Enrdllment is voluntary, and in
1993 there were nearly 3,500 paticipants. Medicad pays the premium for those enrolled, and
dl regular Medicad sarvices are provided except dentd care.  Problems have been scarce and
the program is congdered a success.
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Cadina ACCESS links Medicad redipients with primary care physdans who then
save both as providers of basc hedth care and gatekegpers for other sarvices.  Enrollment is
mandatory for some recipients (AFDC & AFDC rdaed, indigent children, and the aged, blind,
and disbled). Others are wecome on a voluntary beds, dthough some people in inditutions
ad fodter care ae excluded. In 1993, roughly 85,000 recipients were enrolled in the program
in 17 counties. Statewide expangon is currently underway.

Ohio operaes a HMO managed care program for Medicad digible AFDC recipients.
HMO emrdlment is vountay in 13 counties with aout 114,000 paticpants in 1993,
Enrdlmant is mandatory in one county, and goproximatdy 44,600 people participaed in 1993;
in dl, aout 15% of Ohios AFDC-Medicad €digible population of jus over 1,000,000.
Medicad pays a pre-deermined monthly cegpitation payment for each enrollee  Mandatory
evdlmat is legidated to be in effect in three more counties by July, 1996, and dl non-aged,
blind, and disabled will be required to enroll.  Expanson into rurd aress, where HMO's are not
asviadle, will likely take more of a coordinated care gpproach.

Pennsylvania is committed to increesng the number of medicd assgance redcipients
enrdled in managed care plans  In 1993, sx HMO's and one community hedth center hed
agreaments with the dae to provide savices to Medicad digibles  Enrdlment in HMO's is
voluntary, and in 1993 over 171,000 of the dates 1,450,000 digible recipients were enrolled.
The CHC enrolled another 4,000 on a voluntary bass. While the percentage of totd recipients
enrdlled in managed care is low, lower cogts are reported and the date is pursuing expanson
into more aress.

Pennsylvania dso has a program known as HedthPASS, which is a primary care case
menegemat program in Philaddphia County.  The program enrdls nealy dl Medicad
recipients in five Philaddphia didricts, for a totd of over 76,000 in 1993. Payment is based
on a fixed-rate capitated contract, and services not provided by the HedthPASS are pad for
through normd FFS means. The date is currently seeking to expand the program to cover dl
of Philaddphia County, and five additiond counties as wel. Both the HMO and HedthPASS
programs ae reported to be successul in saving money, improving access, and limiting
misue
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Medicad in Tennessee contracted with the Tennessee Primary Care Network to creste
an HMO for Medicad recipients. AFDC recipients in certain aress of the Sate are digible for
the program, and enrdlment is voluntary. Approximady 16,000 recipients paticipated in
1993. Savings are built in to the programn because the monthly capitation raie pad to PCN
canot exceed 95% of what it would cog to provide the same savices to non-enrolled
recipients. Tennessee A0 runs two case manegemeant programs for pregnant women, infants,
and children up to age two who are Medicad recipients.

Only recently has Texas begen to look towards managed care as a solution to control
Medicad cods Two pilot programs are currently in use The fird is an dl-indusve care
program for the ddealy on Medicad cdled PACE. The program is only avalade in El Peso,
ad it is in the process of meking the trandtion from a patidly to a fully capitaed sysem.
Wha makes this program unusud is it concentrates on the high risk dderly populaion, insteed
of thelower risk AFDC participants, as mos HMO plans do.

Texas is d=0 piloting an HMO program in Travis County. Medicad recipients have a
choice between a federdly-qudified HMO and a non-comprenensve PHP. The HMO s fully
capitated, and the PHP is cgpitated only for primary care sarvices A primary case management
program (PCCM) isdso in theworks.

Wisconsn ewdls Medicad redpients in Dane, Eu Clare and Milwaukee Counties
into HMO's to receve ther medicd cae  Nine HMO's saved goproximady 120,000
MA/AFDC recipients in 1993. All MA/AFDC recipients in Milwaukee County are mandatorily
enrdlled, whereas due to a lack of providers only enough AFDC recipients to fill the HMO's
are required to eradll in the other two counties A sudy in 1987 damed that the HMO
program saved over $100 million in Medicad dollars for the period from 1984-87, and an
addition $20 million in savings wias projected for the following two years

Fans ae undaway to implement a primary care provider case management program,
a high-cos case management program targeted a long term and chronic care recipients, and a
pilot progran to provide coordinated medicd and sodd savices to dissbled Medicad
recipients.  Wiscondn will dso paticpae in the OnLok prgect for nurang-home digble
ddaly, and is discussng managed care plans to cover aess of the date where these other
plans may be unfeesble
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Managed Care: Recommendations

New Yok Sae mug folow the leed of other daes in implemeting aggressve
maneged care plans. In fact, 15 dates nationwide have goplied for or received 1,115 wavers
from HCFA to implement managed care on a mandatory bess datewide The fact tha New
York State has continued to offer an aundant range of optiond benefits outsde the confines
of a managed care arangement and with little effort to impose control over how the services
are gpproved and pad for, has contributed substantidly to the program’s cods

Additiondly, New Yok Sa€s Medicad program spends millions of dollars on the
Odivery of treiment to dients with chronic doohd ause problems These individuds are not
required to enroll in managed care programs and therefore do not have access to a primary care
physdan. New thresholds and time limits on the ddivery of Medicad-funded dcohol and
drug abuse trestment should be considered.

As NYS DSS has recommended, we believe that managed care enrollment be a pre-
requidte for access to optiond savices This may sve as an incentive for accderaed

managed care growth.

We further recommend that the date goply for a feded waver to trander the Home
Rdid (HR) populaion to Medicad with the condition that they would be enrolled mandatorily
in managed care prograns.  The dtate would be meeting the federd test for providing coverage
to an uninsured population for federd purposes while & the same time entitling the date to
Federd Financid Paticipaion (FFP) for HR coverage.  Currently, the date receves no FFP
for its coverage of the HR population and loses its Federd Digoroportionate Share Payments
for evay HR recipient erolled in managed cae. Making savices to the HR population part
of the FFP pat of Medicad will provide immediate savings to dae and loca governments
Additiond savings will be redized by putting this population into menaged care. FFP for HR
would place HR and ADC cases on an equd footing, enabling acrossthe-board reductions in
access to optiona sarvices.
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Long Term Care

Some of the cods of long term care like nurang fadlity services and home hedth
savices ae fededly mandated. New York State dso provides non-medicd persond care
savices for the dderly as an optiond sarvice Long term care is the fasest growing part of
Medicad, as illudrated previoudy in Figure 2. Between 1983 and 1993, the cogt of long term
care has grown from $2.0 hillion to $5.7 hillion, now nearly a third of totd Medicad spending
in New York State.

Long Term Care: Interstate Comparison & Overview

We have sen that New York State spoends more then other dates in providing most
Medicad sarvices. This is true in the area of long term care as wdl. Medicad has ffectively
become two programs, one for the hedth care needs of the poor and the other a program for
the ddely, many of whom ae midde dass. Fgure 25 shows Medicad spending by socid
security recipient (as a proxy for totd populaion over age 65) for the daes under
congderdion. Agang this measure, New York State spends more than double any comparison
date.

Nursing Home Care

Nurdng home expenses dominate long term care expenditures in each dae Sae
Medicad expenditures for SNF cae per recipient bass ae shown in Fgure 26. New York
State spends more than double mogt other dates for each nurang home resdent.  The different
dates employ complex ad diverse methods for nurang home reambursemat. Tade 8 gives
the average rate for eech dae, rate for different levels of care where gpplicable, and the range
of reimbursement rateswhere available,
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Table8: Medicaid Nursng Home Care I
Sate Levd of | Average Range of Per cent Medicad
Cae Medicad Medicad Per Resdent Days
(Sae Per Diem Diem Payments (1992
Classf) | Rate
Tennessee Levd Il $106.31 $66.98 - 82.64
$116.46
Levd | $65.41 | $48.14 - $68.09
Texes $59.70 $47.45 - 75.56
$100.57
lllinois $70.17 61.25
Michigen Classll| $94.16 72.96
Class| $68.78
North Cardina SNF $90.39 | $70.55- $97.04 72.71
ICF $68.02 | $58.40 - $72.49
Wisoongn $75.03 | $33.88-$91.16 69.76
Maylad $81.80 70.03
Cdifomia Levd B $76.82 | $71.10- $86.89 69.24
Levd A $57.04 | $55.17 - $60.21
Ohio $90.00 73.32
Penngylvania SNF $81.41 60.05
ICF $68.85
Minnesota $88.21 $44.37 - 63.17
$229.88
New York $130.00 $55.00 - 83.43
$244.00
Source: HCIA and Arthur Andersen
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The table shows tha New York State has the highest average per diem Medicad
ramburssment of any dae in the compaison, and an exogptiondly wide range of
reimbursement raes to individud fadliies Along with Tennessse which dso has a high
Medicad rembursement, over 80% of New Yok Staes nurang beds are filled with Medicad
paients a any given time  FHgure 27 shows the percentage of Medicad resdent days for the
dates with the highest and lowest for 1993.

While the cogt of care in New Yok Saes skilled nurang fadlities gredtly exceeds
other daes the labor cods in those fadilities do not appear to, according to surveys taken by
the Hospitd and Hedthcare Compensttion Sarvice Caegories of employess with varying kil
levds are liged in Table 9, which shows that the median hourly wages in New York States
nurdng homes are bdow the naiond median, in some casss subdatidly lower.  Only the
Catified Nurse Aide is pad above the nationd median. The hourly wages are representative
of dl types of homes proprigtary and not for profit, and al bed Szes It should be noted thet
the number of respondents in some dates in some labor categories was not aufficient to make
the survey authoritative for dl labor caegories for dl dates. However, this research is a
vauabletoal that alows comparison across dates.
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Table9: Median Hourly Wagesfor Nursng Homes I
Sate St Charge Precticd Charge Catified | NurssAide
Nurse | Saff Nurse Nurse Nurse NursAide | (w/o Cert.)
(RN) (RN) (LPN) (LPN)
Cdifomia $17.63 $18.20 $14.06 $13.66 $6.26 $7.28
lllinois $15.16 $13.00 $10.53 $10.66 $5.92 $4.38
Marylad $17.87 $16.60 $11.76 $13.67 $6.73 $5.65
Michigen $14.52 $15.00 $12.80 $13.70 $6.34 $6.90}
Minnesota $15.02 $15.04 $11.41 $10.37 $7.99 $7.56
New York $15.07 $14.13 $9.10 $9.41 $7.33 N/A(2)
N. Cardina $15.69 $14.13 $11.85 $11.64 $6.02 $6.47
Ohio $16.42 $14.94 $12.86 $12.29 $6.68 $6.58
Pansylvania $15.71 $15.43 $11.25 $11.42 $7.52 $6.30]
Tennessee $16.21 $14.91 $10.74 $10.12 $5.13 $530|
Texas $13.55 $16.05 $11.37 $10.57 $4.87 $M.51
Wisoonsin $14.74 $14.45 $11.98 $11.08 $6.49 $7.18
U.S. Median $15.26 $15.33 $11.13 $10.82 $6.03 $6.24
Source: Hospital & Healthcare Compensation Service, Nursing Dept. Compensation Report 1994-95
(1) New York State Law prohibits long term care institutions from hiring uncertified nurse aides

Other characteridics of the nurang home indudry in New Yok State may account for
the increesed cods  New York has a reputation as a heavily regulated date, where the cods
of compliance with date reguldions are higher than in other daies These cogts of compliance
trandae into generd and adminidraive cods and Fgure 28 shows the dates with the highest

and lowes generd and adminidrative cods for nurang homes.

Catan types of homes tend to have higher generd and adminidraive cods The
netiond average for generd and adminidrative codts was $18.72 per resdent day for dl types
of homes in 1993. Sydem dfilisted homes have the lowest adminidrative codt, $17.67 per
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resdent day, and not for profit homes have the highest, $21.30 per resdent day. Freestanding
fadliies without sydem dfiligtion had higher adminigraive cogs $1851, and government
owned homes had expenses of $20.87 per resdent day. Only 29 of New York States 630
nurdng homes are sydem dfiliaed, according to HCIA, an indudry conaulting firm.  About
hdf of New York's homes are proprigtary, 262 are not for profit, 56 are run by the Sate or
county governments and eight do not teke Medicad petients The rddive death of sysem
dfilisted propriclary homes, with especidly powerful incentives for cost contanment, may
contribute New Y ork State's higher codts.

Home Health Care/Personal Care

Tuming from nurdng home care to home hedth care, New York Staie's spoending is seen
to be even further out of line with other Sates Fgure 29 shows spending per recipient in New
York State is more than double any other date and more than triple most daes  Pat is
explaned by New York's persond care program to provide non-medicd services to the ddely
and other populaions, which is uniquein its scope and unpardlded in its expense

In contreg with nurdng homes, the median hourly compensation of some labor
categories in the home care indudry excesd the naiond median. This is egpeddly true in
New York City in the more highly skilled nurang postions, as shown in Table 10. Statewide,
however, the median hourly wages ae ressondbly dose to the ndiond median in mogt
caegories.  As is the case with nurang home rates, the smal number of respondents in certain
caegories in some daes does not qudify dl of these daa as authoritative.  Neverthdess, on
ba ance these numbers dlow for reasonable comparisons across Sates and regions.

37



Table10: Median Hourly Wagesfor Home Care
Sate St Hi Tech Prectical Home- Home Homemaker-

Nurse Nurse Nurse meker Hedth Aide | Hedth Aide

(RN) (LPN) HcA) | HcAn) | Heam)
Cdifomnia $20.56 $20.95 $15.34 $7.75 $9.20 $9.00
lllinois $18.88 $15.61 $12.49 $4.60 $8.62 $5.53
Maylad $17.64 $18.80 $21.55 N/A $7.A4 $9.50
Michigen $17.40 $17.55 $15.87 $4.87 $7.46 $7.18
Minnesota $15.60 $18.37 $14.90 $7.24 $8.65 $9.10
New York $19.00 $17.99 $16.95 $6.88 $7.00 $7.41
NY City $27.02 $31.73 $19.62 $6.88 $7.74 $7.40
N. Cardina $16.50 $15.95 $13.83 $6.95 $6.30 $5.53
Ohio $16.07 $17.41 $14.50 $.20 $7.59 $7.41
Pennsylvania $16.64 $16.97 $14.28 $6.25 $7.75 $7.00
Tennesee $15.16 $15.87 $10.30 $5.29 $6.86 $7.30
Texas $17.00 $17.46 $11.00 $4.38 $7.50 $6.35
Wisoconan $15.18 $15.18 $10.75 $5.29 $7.10 $6.97
U.S. Median $16.38 $18.13 $12.00 $5.75 $7.40 $7.17
Source: Hospital & Healthcare Compensation Service, Nursing Dept. Compensation Report 1994-95

The use of pasond cae savices (as an optiond service under Medicad) varies
dramaticdly from dae to dae  All of the Sates in our dudy utilized mechanisms to control
paymat raes to providers. States not operaing soldy under specid waver programs have
meade concerted and bold efforts to maintain redigic program cods

Savices in Michigan ae capped a $350 per month with savices for recipients in
group home settings, recaiving alower rambursement rate.
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Cdlifornia rambursss providars a a rae dightly aove minimum wege and requires
counties which are ds0 payes of the savice to pregoprove dl savices  Counties in
Cdifornia pick-up 35% of the Medicad share for thee sarvices and are therefore not likely
to over prescribe services.

Maryland sets drict per diem rates for PC Leve | ($10 per diem), Leve 11 ($20 per
dan) and Levd 1l ($25 per diem). Mayland dso diminated the service for nonfederd
digibility categories of recipients which diminated 22,000 recipients from the program.

North Cardina limits sarvices to 80 hours per month. Providers use para-professond
ddes and are rémbursed a a rae of $10.80 per hour. Wavers are operated for specid
populaionsinduding children, disabled adults and the developmentally discbled.

Wisconsin mantans the mosd generous program with no limitations on hours of
sarvice. However prior authorization is required after 250 hours of service per cdendar year.
In 1993 the date spent $28 million on PC for 7,000 recipients. Wisconsn did cut program
cogts for home care savices across the board dgnificantly in 1994 yidding $100 million in
svings Success was dtributed to 1) drict prior authorizetion for dl sarvices 2) an efort to
mirror Medicare guiddines as much as posshle

Asset Transfer Rules Encourage Middle Class to Seek Medicaid
Eligibility

The cods of over 80% of SNF beds in the State of New York are paid for by Medicad.
Highility for Medicad is determined by a complex st of rules governing income and ast
levels induding the type of assts tha can be retained without jeopardizing digibility and the
"look-back" period before which other assets can be tranderred to other ownership.  The
explosve growth of the cogt of long term care in New York has been dtributed to rdatively
liberd asset trandfer rules, particularly for home care

Deemining actud asset trander behavior is extremdy difficult, thus edimates of the

cost efects of changes in assat-trander regulations are highly uncatan.  With an authoritative
evauaion of gpend down behavior, CGR and NYSAC will be adle to predict the budgetary
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impects of policy changes such as more dringent assat trander rules or increesed use of LTC
insurance. Funded by a grant from the Robert Wood Johnson Foundation, the Stete of New
York hes been piloting a program amed a encouraging more extendve use of LTC insurance

Diffeeet dates have teken vaying goproaches to deding with the asset trander
problem. These are summarized in the following section.

Maryland

The dae has taken some geps to control Medicad edtate planning and close loophaoles,
eg. 1992 reguldions dtribute dl funds in a joint account to the Medicd Assgtance gpplicant.
New regulations and policy materias have been drafted in reponse to OBRA 93. There is a
dgrong Medicad edae planing bar axd the mot common atifidd impoverisment
techniques are the use of trugts and annuities.

Divediture control, liens and edde recovery have not been egpeddly pdliticaly
sndtive No edate recovary is pamitted if there is a surviving spouse, blind or totdly
dissbled child or child under 21. Maryland wes the fird dae to establish a red propety lien
program and expects to recover about $2 million in 1994. The Depatment of Hedth and
Mentd Hygiene hes the authority to meke dams agang the edtates of decessed Medicad
patients Edtate recoveries over the lagt 10 years have averaged $1.4 million annualy.

Privae long term care insurance is reedily avaldble and there are adequae home and
community basad care and asssted living fadllities

There has been no dgnificant change in the percentage of Medicad to private pay
patients in nurdng homes since 1986 and there have been no recent changes to the Medicad
budget and to nurang home reimbursament leves

Minnesota

Minnesota is contralling Medicad edae planning by seeking federd gpprovd  through
wavers and date plan amendments of provisons represanting the largest loopholes A
commisson has dso been st up to sudy long teerm care  Legidation is dso being developed
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to implement options pemissble under OBRA 93. There is a drong Medicad edate planning
bar inthe date.

The most common atifidd impoveriiment techniques are purchesing annuities and
the making of outright cash gifts Divedtiture contral, liens, and edae recoveries have been
poiticdlly sengtive, but recet legidaion has been succesful nonethdess  The Medicad
lien program was passed in 1993 and no revenue informaion is yet avaldble Under the
Medicad edate recovery program the totd dae and federd funds recovered have averaged
between $5 and $9 million since 1990.

The date has a vaidy of dterndives to nurang home care, but qudifying dandards are
amilar to those for nurang home levd care There is no high qudity long term care insurance

program.

Pennsylvania

The date has recently tightened the regulation of the resource "burid resarves' as an
dighility loophole. They are developing new date legidation in response to OBRA 93, There
is a gdrong Medicad edae planning bar. Medicad qudifying trusts ae the most commonly
used atifidd impoverishment technique Red property liens have been especidly pdliticaly
sengtive, but thereis no overdl Medicad lien program or estate recovery program.

Persond cae homes, domidliay care homes and other assded living fadlities are
datewide dternatives to Medicaid and private long term care insurance is available

The increase in the number of Medicad recipients in nurdng homes from 91 to 93 is
gregter than the increese in the daes populaion over 65 years of age. The increese in totd
Medicad payments to nursng homes has been 201.6% between 1986 and 1993.

[llinois

It hes been recently recommended that the lllinois Depatment of Public Assgance be
given the authority to:
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C fileliens on property owned by Medicad recipients

C recover the cod of medicd assdance provided to a pamenently inditutiondized
individua before age 65, and

C recover assgance from the edate of the recipient's community spouse.

Discussons ae undeway to drengthen the Department's ability to control Medicad
edate planning. OBRA 93 is under review and changes in date lav are antticipated for
implementing the 36 month "look back" period and for the trust providons There is a lage
Medicad esate planning bar and burgeoning dder law indudry in lllinois

Ore of the mog common impoverishment techniques is for adult children to dam
savices wee provided over a number of yeas in oder to judify a trander to them.
Divediture control and edate recovery have been pdliticaly sendstive and there is ongoing
concern thet more restrictive Medicaid policies may affect vulnerable seniors

The dae began a Medicad lien program in 1994. Under its Medicad edate recovery
program, the state recovered $6.2 million in 1993 and incurred $437,000 in cogs  Officids
dae tha thee ae cod-efective dtenaives to Medicad avalable such as home cae
assded living and private long term care insurance,

The Medicad census in nurang homes has increased from 61% in 1982 to 67% in
1992. The long term care component of medicd assgance expenditures has risen from 29%
in 1984 to 35% in 1992. Nursing home reimbursement leves have increased from $29.11/day
in 1983 to $70.80/day in 1993.

California

Legidation was recantly enacted which requires the filing of TEFRA liens and liens
agangd the red propety assats of surviving spouses.  Cdifornia has a federdly gpproved Long
Tam Cae Patnership Program that permits a disegad of ceatan asss, for digibility
purposes, for individuds who have goproved long term care insurance.  The date is in
compliance with OBRA 93 requirements.
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The naiond Academy of Elder Law Attorneys is active in Medicad etae planning and
mery atorneys contact digibility workers in order to discover loopholes.  Prior to OBRA 93,
the mos common impoverishment technique was to trander red property into joint tenancy
or dmilar forms of ownership. The Edae Recovery Program has been a sengtive issue ad
advocates such as the Cdifornia Advocates for Nursng Home Reform have been very criticd
of recat legidaion. Cdifornia is implementing a Medicad lien program in order to comply
with mandatory date legidaion. Since 1990/91, its Edate Recovery Program has annudly
recovered between $20 and $22 million while spending between $1.5 and $1.8 million.

As a Medicad dterndive, the date supports a federdly goproved in-home supportive
savices program, aswell as afederdly goproved long term care partnership program.

The avarage census of Medicad patients in nurang homes has been between 60% and
70% over the lagt 10 years. A drop in the totd nurang home census in the last few years has
caused a higher per patient day expenditure by the Medicaid program.

New York State

New York has recently dosed a loophole which involved the credtion of specd
Medicad-qudifying truds  Enadling dae legidaion is currenly pending which would
implement the OBRA 93 trander, trust and Medicaid recovery provisons.

Medicad edate planning is extendvey used in New York, both by atorneys and
catified finendd plaones Both groups often contact Medicad personnd  for  digibility
information.

The most commonly usad impoverishment techniques indude trandes purchese of
exempt asets edablishing joint accounts and annuities.  The trander of assets to children is
probably the most popular. Prior to OBRA 93, many ederly were dble to aval themsdves of
the dates extensve Medicad home care services due to loopholes in federd Medicad lawv
regarding assat trandfer.  Approximatdy 55% of patients in New York nurdang homes ae
Medicad-digible a admisson. Based on a compaison with Connecticut, date officids have
conduded thet divedtiture is more common in New Y ork.
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Divediture contral, liens and edate recovery have been politicdly sendtive  Anecdotd
evidence suggedts thet adult children of seniors may be more concaned then their parents
regarding OBRA 93 provisonsin thisarea

New York has a Medicad lien program adminigered by 58 counties and other locd
juigdictions. Recoveries are reported to the dae, dthough they are commingled with "other
refunds” preduding a cod-benefit andyss of the program. The dae has dso implemented
a Patnaship for Long Tem Cae Program, a public-privae patnership which links private
insurance to Medicad.

Ovedl, aout 83% of dl nurang home resdent days in New York ae pad for by
Medicad and the percentage who are digible & admisson appears to be increesing.  Projected
Medicad expenditures for nurang fadlities are $4.7 hbillion in 94-95 and reimbursement rates
have risen from $88.17/day in 1985 to $131.65/day in 1993.

Intrastate Comparison

The larget component of long tem cae savice cods is nurang fadlies  In fiscd
year 1993, Medicad spending on nursing home care was dmost $4 hillion, compared to $2.3
hillion for persond care and home care combined. The median cost per recipient for a Say
in a nurdng fadlity in 1993 was $34,465, as shown in Fgure 30. The county with the lowest
expense per recipient was in Genesee County, $25,145, and the most expensve was New York
City a $57,532.

Soending patterns between pearsond care and home care suggest that these sarvices are
duplicative.  For purposes of andyss, we have combined them and cdl the combined category
"homebasad cae” Spending on homebasad care is heavily dominated by Downdate socd
savice didricts.  The county by county vaiation in the cods of homebased care (induding
both home hedth care and pasond care) is Sgnificatly greater then that of nurang faality
cae, as shown in Fgure 3. NYC spending on home-based cae was dmost $22,000 per
recipient, roughly four times the median for dl the counties Nassau, Westchester and Putnam
each spent more than $15,000 per recipient. Figure 32 shows the didribution of tota
Medicad spending on home based care in 1993, Spending on home-based care is heavily
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concentrated in NYC and five additiond countiess New York, Nassau, Westchester, Erie,
Suffolk and Monroe spend 93% of thetotd.

When cdculaed as dollars spent per dderly resdent, home-based care spending in New
York City wes over nine times the date median & $1,830 per resdent over the age of 65 in
1993. (see Fgure 33). Contrary to our expectaions, this is not due to high wege rates. The
weighted average reémbursement for Parsond Care Assdants (both levds) submitted to NYS
DSS is $11.35, less than the average paid in many updtate counties. In its favor, NYC dso has
proportionady fewer nurdng home admissons as does Nassau County, the number two
soending county in homebassd cae Only 36% of NYC ddely ae in nurdng homes
compared with the datewide median of 39%. HFgure 34 shows the rae of nurang home
admissons for the ten highest and lowest counties  Nurdng home codts are much higher then
the date average, however, leaving NYC tied with Rockland County in tota spending on nursing
home cae pa dderly resdent. NYC and Rockland both spent about $2,100 per ddely
res dent, while the Satewide median was about $1,300.

The vaidion in Medicad spending on totd long term care (nurdng fadlity and home-
based care) across New York's counties is shown in Figure 35, a mgp of long term care
goending by redpient. As long teem care is the fagest growing componet of Medicad
gpending, it is ariticaly important for policymakersto bring these costs under contral.

Long term Care: Recommendations

The Medicad-funded sarvices providing long term care to New York Sates dderly are
the fages-growing pat of the NYS Medicad budget. High cods result from a combination
of pevease incetives and duplicative adminidration.  Truck-9zed loopholes have endbled a
dift of dientde from the poor to the middle dass credting a new and increasngly-cosly
entitemat complete with a large and powerful paliticd base. As more and more New Yorkers
decide to dhift ther assats to ther children and ther long term care burden to ther felow
citizens, NYS will move further down the pah to virtudly-universd coverage, something New
Y ork taxpayerscan ill afford.

Long term care services are currently provided by a broad aray of programs and
providers. Savices ranging from incddental persond care to skilled nurdng fadlity admisson
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are offered under corflicting digibility rules through programs with overlgoping purposes and
unchecked scopes.  In some cases, this leeds to premaure admisson to a nursng fadlity; in
others, excessive use of home-based servicesisthe reault.

The sgpadion of nesds assessment from finandd accountability inevitably leads to
higner cods Severd initidives across the dae atempt to provide an incative to baance
need and cod. Thisbdanceisrequired a two ends of the gpectrum of long term carel

C More hame care and less nurang home care and can save taxpayers a Sgnificant amount
of money provided that home care is usad as a diverson from inditutiond care or as
ameansof ddaying entry to an inditution.

C In many cases home care is gpproved when not drictly needed, taking money that could
be used to meet other societd needs.

Inditutions supervising needs assessments must have an incantive to "jus sy no" unless
denying the sarvice will dearly leed to more serious illness or disability.  While home-based
care can (and should) reduce the need for more codly inditutiond care, data from across the
Sate of New York demondrate that home-based care is being provided to many who would not
othewise be inditutiondized. In some cases home care would improve qudity of life for the
redpient and would be dedrable if these services were codless.  In other cases, denying home
cae may force a continued indegpendence that will prevent a debilitating dependence and
presarve physicd and mentd cgpability in the petient.

Link Approval of Careto Financial Accountability

May of the sarvices provided to the aging are provided a the recommendation of
caegivers (such as physdans hospitd discharge planners or CHHA employers) who have no
finandd incentive to limit the totd quentity of care  Unlike a broken leg, the amount of care
tha can be provided to as3g with long term illness or the fralty of age is highly vaidble
Were money no object, the patient generdly prefers more care to less Yet the amount New
Yok taxpayes cen dford to spend for hedth care is limited. More cae for one will
utimady mean less cae for another.  Without gppropricte and redidic financd incentives,
caregiverswill avoid hard choices about rdative need.



&R

The agency gpproving care mudt have a finendd incentive to limit cos.  Providers of
home-based care are often dlowed to goprove a leve of care with virtudly no oversght from
those who pay the bills  Overdght needn’t involve a strong-arm bureaucracy. There ae many
dfferent modds of ensuring finenda accountability. Severd dterndives are discussed bdow.

Single Point of Access

Ore modd that baances nesd and cog is the "dngle point of access' modd. The
difference in pasond cae use from county to county demondrates that differences in
philosophy and prectice a the socid sarvice didrict can influence the totd cost of persond
cae. Quffok County, while dill one of the larges consumers of persond care savices, choe
to inditute tighter controls on persond care services beginning in 1991.  Spending on persond
cae fdl from $58 million in 1991 to $42 million in 1993, a period when persond care
goending in mog counties rose. The county edtablished "task-based care plans” aming Saff
nurses with a angle page assessment indrument to use in goproving leves of care  Suffolk
County DSS is confident enough of its new modd that it would like to extend its goproach to
CHHA and private-duty nurang services

Hold Providers Accountable

The Monroe County Depatment of Socid Services has proposed a different gpproach.
Inits Long Term Care Accountability Proposal, Monroe County DSS proposes to reduce the
levd of oversght of providers!, subdituting a common assessment insdrument and  outcome
evduaion. By monitoring totd cos of cae and paient outcomes Monroe County DSS
beieves that it will be in a better podtion to endorse paticular modes of care and will
gmultaneoudy gather data for use in future experiments with cgpitated rembursement.  The
mee act of publishing outcomes and cods by provider is expected to Sour competitive
Improvement among providers

“Monroe County suggests that providers would be completely exempted from NY S DSS
regulations and would be governed only by DOH rules. As aresult, each provider—even in the personal
care and Long Term Home Hesalth Care Program—would conduct their own assessment, freeing the
socia service district from the costly double assessment requirement.
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Capitated Reimbursement

A capitated rembursament sysem has been adopted by the Independent Living for
Seniors expaiment in Rochedter (a PACE project). Intended to maintain a home dients who
woud otherwise enter nurang home care, the ILS program recaives a fixed re@mbursement for
each of its dients While many ague tha common assessment indruments—pearmitting  both
better edimates of service needs and better andyds of paient outcomes—mugt come firg,
we bdieve that thee is auffident informaion avaladle for extensve expaiments with
capitated rembursement in long teem care  Assoddions of hedth care providers tha indude
providers of home care and inditutiond care should be encouraged to propose large-scde
intistives

As a fird gep, capitated rembursement for home-based care not provided to specid
populaions under a federd waver should be edtablished on a pilot bass An agresd-upon
asesment tool could assgn a prospective recipient into a discrete st of service dasses A
lump-sum fee would then be pad to the provider to perform a required set of services. The fee
would be st lower than that expected cost of care under a traditiond feefor-service
ramburssment modd.  Savings @ove and beyond the fixed fee would be retaned by the
provider who would aso asorb losses due to higher sarvice needs.

Provide Personal Care and Private Duty Nursing Only Under Federal Waiver

In kegping with the practice usad in other sates, New York should make gregter use of
soedidized Medicad waver programs which dlow the date to desgn spedific care plans for
amilar populaions requiring home cae. For example DSS could goply for a wavers to
provide socid day care services.

An andyds of the comparison dates paticpation in the persond care program
indicates tha New York is one of the only dates to offer the progran wholesdle with few
limitations on provider rambursament, dient digbility or the levd and socope of services
offered. New York is the only date to offer private duty nurdng services with few limitations
and not under Speddized fedad wavers that dlow for diret program limitations. Mo
dates offer Persond Careto specia populations under specid federd waivers.
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Where savices are not ddivered through a specd walver, drict limitations are placed
on savice hours, provider reimbursement rates and the payers of the sarvices (either the date
or county) are required to authorize services prior to ddivery. We drongly urge New York
Sate to adopt a Imilar gpproach to most optiond sarvices, but particulaly persond care and
private duty nurang.

Walvered programs could be talored to meet the nesds of AIDS paients qudifying for
Medicad home cae savices as wdl as Alzheme patients.  These groups are currently
recaving dandard Persond Cae or CHHA levd savices These populations are more
expendve than the typicd geiaric dient and younger then the traditiond home care dient.
As other dates have found, sarvices are ddivared more dfidently and codt-effectivdy  under
gpecidized prograns desgned for more expensve dient populations None of our
comparison gates provided servicesto AIDS patients outside of walvered programs.

Waivers commonly used by other gates indude the following:

C 1915 (b) Freedom of choice wavers to lock target groups of recipients into particular
providers,

C 1915(c) Additiond home and community-based sarvices to paticular groups of
Medicad recipients to avoid inditutiond placement. Allows dates to define an aray
of non-medica and supportive services asif they were Medicad;

C 1915 (d) The “Oregon Waver” dlows a date to congder nurang home and community
based dterndive expenditures as one cgpped pool of expenditures Expenditures which
exceed thetotd cogt cgp are not federdly rembursable.

Dexpite a lage ddely population, Horida has been tremendoudy successful in
containing costs due to extendgve use of the walvers cited above. The key to the waver's cos-
containmeant is the fact that expenditures are cgpped, the number of participants are capped and
sarvices mugt be authorized by case manegers.

49



&R

Coordinate Home-Based Care

Medicadfunded programs sarving the long teem care needs of the ddealy ae
duplicstive and adminigered by severd diffarent dae agencdes Pasond cae savices for
example, are adminigered by NYS Depatment of Sodd Savices (DSS) while the Long Tem
Home Hedth Care Program (LTHHCP), filling many of the same neads is adminigered by the
NYS Depatment of Hedth (DOH) and DSS. Home hedth sarvices and private duty nursng
are offered through cetified home hedth agendes (CHHAS) who ae generdly supervisd
only by DOH. Nurgng homes are principaly under the jurisdiction of DOH. The EISEP
program is supervised by the Office for the Aging.

Eliminate Duplicative Programs

Minimelly, al programs providing home-based care should be merged. The status quo
is an adminidraive nightmare thet is itsdf codly and hinders reform efforts The home-based
cae progran tha remans should have effective controls over access, dandard rates of
reimbursement across levels of care and asingle reporting Sructure.

Some express concern that loss of spedid sarvices now avalable under the federdly-
wavered Long Tem Home Hedth Care Program would increese totd cost.  Some of thee
savices (paticulaly sodd day cae) should be reaned through a sgpade Home and
Community-Based Waiver. If these goecid services are managed to ensure that they reduce
expense rather than increase it by digdlacing the contributions of family, friends and neighbors,
then they should be avalable to al consumers of home-based care, not smply those enrolled
inaspedd program.

Merge Departments of Health and Social Services

The problem of dud overdght is exacerbated by a sense of competition between DSS
and DOH that is goparent to dl who work with ether agency. Both are quite "turf conscious’
and, as a reault, devdop regulaions that are not only duplicative, but conflicting. In a paper
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tilted Regulatory Conflict in Home Care> Monroe County DSS itemizes the corflicts
between the reguldions, noting in the case of home hedth ade and pasond care sarvices that

The interplay of regulations in this area is a best bewildering. It appears that
Socid Savice Regulations expect the CHHA's to leave case contral within locd
socid sarvices bounds as socid savices is to be responsble for the overdl
needs of the paient, compiling sarvice reguirements aranging for the ddivery
of care, monitoring care and authorizing dl cae At the same time Socd
Savices Regulaions dlow a CHHA to provide nurang supervison as long as
the plan for supervison is accepteble to the dae Hedth Depatment and the
CHHA assumes dl responghility for the home hedth ade program. Socd
Savice Regulaions reguire the CHHA to assume dl responghility for the home
hedth ade program, but dont reguire the CHHA to assume the same
regponghility for the persond care sarvices program.  According to Socid
Savices Reguldaions, the CHHA is to recommend gppropriate action to the
socid svices cae manager which suggests that the case manager IS
responsble for determining how a dinicd problem should be handed. The
Hedth Regulaions dealy dae tha the CHHA is fully responsble for persond
care and home hedth sarvices.

The report continues to itemize spedfic conflicts between the reguldions, nating the
date Office for the Aging regulaions governing the Expanded In-home Savices for the Aging
(EISEP) dso conflict with DOH regulaions.

A cae can be made for adminigeing the home cae program dther under the
Depatment of Sodd Sevices (who pays the hills) or the Depatment of Hedth (arguably
better equipped to oversee a hedthreated program). As suggested above, however,
determination of qudity and quantity of care cannot be separaed from financid condderation.
We recommend that these two departments be merged, diminaing a rivdry that confuses locd
agendes and providers, exposes sodd sarvice didricts to legd action (because of the volume
of regulaion and the conflict between DOH and DSS regulations) and increases the codt of
hedth-rdaed socid savice cods  Wee DOH and DSS meged under a common
adminigrdive dructure, conflicts between qudity of care regulation and cod-control

®Richardson, Burt. Regulatory Conflict in Home Care. Monroe County Department of Social
Services, April 1988.
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intigives could be resolved without an gpped to the governor or legidaure.  We further
recommend that the merged depatment have inhouse representation from the Office of
Regulaory Reform that would be devoted to reviewing the probable cost of reguldions
promulgated by DOH/DSS.

Eliminate Cost-Based Reimbursement

While hedth care providers would resant the suggestion that they are smply adjuncts
to govenment in the provison of hedth sarvices to the indigent, this is how they are treated
finenddly. In the private sector, parties to a contract agree to a price and both parties assume
the assodiaed risk:  The contractor assumes the risk of agreeing to pay too much (subgtantialy
more than actud cost) while the contractee assumes the risk of cost exceeding the agreed-
upon price. The hedth modd is based on the princple of cog reambursament, the risk
gpparently whally borne by the contractor just as if the contractee were part of the contractor's
organization. The rembursement modd is popular in hedth care finendng for two reasons
Frg, many bdieve tha competitive pressures will leed to a dedline in the qudity of cae
Second, the contractee is often a public or non-profit entity. From this perspective, cost
reambursement ssemsonly fair.

In the private sector, differences in the age of plant and equipment or the cogt of inputs
does not afect the price the contractor is willing to pay for services  Bidders with lower cogts
are more likdy to make a prfit; bidders with a lower cost bass have a poweful incertive to
gther reduce cods or find another markel.  Yet if we bdieve that we have a mord obligation
to remburse hedth care providars for cods incurred, then differences in cost bass must leed
to different raes of rembursemet. This is in fadt, how mog hedth care providers in the
Sate of New York are paid for services rendered to Medicaid-dligible resdents.

In the cae of home hedth and persond care savices rémbursement rates for 410
providers Satewide are determined by NYS DSS through a time-consuming review of two-year
dd audited finendd daements. Usng a methodology esablished by the endbling legidation,
DSS ddff review totd spending by severd categories of direct care and traning cost per
savice hour (with a caling imposed by the trended, centered meen regiond cog), add "pass
through" cods that have no celing (rents, depreciation, interest on red edtate debt and severd
other cods), add adminidrative cods per savice hour (limited to no more than 28% of direct
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cost), a fixed profit (determined by reference to treasury bill interest rates) and a complex
trend factor to account for inflation. In the case of Monroe County, this methodology
gengates 50 sparde raes for the persond care program done for ten different providers.
Different providers of the same sarvice are pad dgnificantly different sums as a result.  Rates
for a Parsond Care Assgtant Levd I, for example, range from $11.20 per hour to $14.45,
smply because the providers have a different cost bess The higher cogt provider will receive
amog 30% more for providing the same sarvice

Clearly, the high cogt provider has no incative to reduce cogt unless adminidrative
costs exceed the 28% cagp or the direct cost per hour exceeds the regiond cgp. Such a sysgem
adso invites careful atention to the didribution of costs and internd accounting  procedures
Providers who offer only home care sarvices to Medicad dients have less latitude firms with
a more vaied product mix would be wdl advised to employ a <killful accountant. The
methodology dso leads to anomdies tha ae dearly irrdiond: Persond Cae Assdant Levd
| reimbursement rates in some counties (such as SUffadk and NYC) are actudly higher than
the Levd 1l raes even though Levd Il requires a higher kill levd. The reason given is that
the adminidraive cos componet is soreed over fewer hours, driving up the hourly overheed
for Leve | care

The levd of effort for NYS DSS to cdculade and mantan multiple rates for 410
datewide providers is ds0 condderable.  As the new governor seeks to reduce the size of the
Albany bureaucracy, counter-productive regulations with  dgnificant  gaffing  implications
should be high priority target.

Establish Uniform Rates

Ineffident providers should not be guaranteed a higher levd of compensation than more
dfidet provides While some ague tha differences in codt reflect a different case mix,
dffeat raes are dready st for "hard to sarve' dients |IF had to sarve dients are difficult
to place dter impogtion of a uniform rae, the "hard to serve' calegory can be more carefully
diginguished, based on a common asessment tool. We bdieve tha, in the absence of
compdtitive bidding, uniform rates should be st datewide, with regiond adjusments for wage
differentias
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Quffok County has been awarded a waver from NYS DSS regulations in this respect.
Its fird initigtive (in 1991) involved directing care hours & low cogt providers, offering the
high cog provides the opportunity to unilaerdly lower rates in order to continue to get
busness In 1994, Suffok recaved goprovd for a uniform county rate. While the average
PCA Levd 1l reimbursement (as cdculaed by NYS DSS) for dl Suffolk County providers was
$12.80, the county received approva to pay a uniform rate of $12.50 to dl providers. In 1995,
the county has gpplied for goprovad of a uniform rate of $13.00, $.43 less than the average rate
cdculated by NYS DSSfor its providers.

Award Personal Care/Home Care Contracts Through a Bidding Process

Qiffdk County deff have explored converting the "rambursament” sysdem to a more
convertiond privatesector dyle bid process  Given the levd of competition in the persond
caehome care market, the county could st up a process to award a fixed number of hours to
a limited number of successul bidders.  With adequate reporting and oversght, bidders who
dd not meet qudity of care dandards would be unable to bid for future contracts or, under
catan drcumdances, could have exiding contracts severed.  While uniform rates would be
an improvement, we bdieve that qudity care and dgnificant cos savings could be achieved
through a competitive bidding process.

Overhaul Rate Setting for Nursing Homes

While rae sdting for persond care assgants gppears convoluted, it is a mode of
rationdity compared to the way reimbursement rates are st for nurang homes It is once
agan, a cod-based reambursament sygem. On its face the sydem offars a dandad
rembursament for direct cods caemix adjused, for evay nurang home in the dae
Indirect codts are added, based on actud reported costs. An additiona factor for "non-
comparables’ is then added, based on actud reported cods for unusud services such as dentd
cae or daf physcdans Fndly, actud cepitd cods (deprecidion and interest, based on
higoricd cogts) are added to the rae  The fdlowing adjugments are dso incorporated into
the sysem, however:
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C Direct cogt reimbursement varies in a corridor around the base price. The corridor is
"agymmdricd” in that it lowers rembursament more for low cost homes then it rases
it for high cos homes Once again, this has the efect of pendizing effident producers

C Indirect cost reimbursement aso varies around the base price. For reported cods
within the corridor, variaion is based on differentid wages by region. Unfortunadly,
the wage adjusment is based on a 1987 wage survey unless usng the 1987 survey will
redt in a lower reimbursement than the origind 1983 survey. Nurang homes ae "hdd
hamless' to changes in wage raes between 1983 and 1987. Rdaive wage changes
since 1987 areignored.

C Incredibly, dl the cogt data used for adjusments around the base reimbursement for
direct, indirect and non-comparable expenses is based on 1983 financial reports. All
changesin relative operating cogts Snce 1983 are ignored.

Not surprigngly, this methodology leads to dgnificant inequities in rembursement
across the Sate of New York. As rdaive wage differentids between the NYC metro area and
the rest of the Sate have narrowed since 1983, downdae nurang homes appear to be rddivey
better compensated then their updae cousns, dthough further andyss is needed for this
condudon to be firm. NYCs dilemma tedifies to the problem:  Although share of New
York's ddely in nurang homes is less than the datewide median, NYC dill leeds in totd cost
per dderly resdent. This could, of course be a reflection of an adverse cae mix. The
difference is Sriking, however.

Once agan, a cod-basad payment sysem rewards inefficdency and encourages credive
finendd management. As capitd expenditures ae reimbursed based on hidoricd cod, there
isagrong incentive to refinance property when dl higtoricd cogts have been paid.

A unifoom rate of rambursament for nurang homes adjusted by casemix index and
curent wage differentids, would reward efficdent provides and encourage codt-cutting among
inefficent providers

Long Term Care Providers Should Maximize Medicare Reimbursement

All long term care providers should be required to maximize Medicare rembursement
for sarvices ddivered.  The fact that nursng homes and home-based care providers can recave
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higner rembursement from Medicad then Medicare encourages premaure shifting of codts
from one program to the other. As the cos of Medicare is fully reambursed by the federd
govenmet, thelocd and Sate governments would save money as aresult.
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Promote Competitive Climate for Health Care Provision

To what extent is the rembursement sysem for NYS hedth care providers intended to
presrve exiding inditutions? There gopears to be drong bias in the sysem agang dlowing
nurang homes, hospitals or other providers to go out of busness On one levd, this is
underdandable Hedth care inditutions ae mgor employas and ae pillas of thar locd
communites  Unfortunatdy, the long term hedth of the community is not saved by
protecting finanddly-threstened indtitutions

Encourage For-Profit Health Chains to Operatein NYS

Concans aout qudity of cae and fear of competition among providers have combined
to persuade the State of New York to prevent the growth of for-profit hospitd and nurdang
hore chains in the dae.  Hedth care is arguably the most regulated indudry in the State of
New York. The gate has assumed powers of coercion that can cripple any hospitd that violates
dandards of cae  The prindpa rik from for-profit chans is the rik of Sreamlined
management, increesed capitdization (a citicdl issue for many of NYSs hogpitds) and
competition with established hedth carefirms

Stimulate Formation of a Market in Nursing Home Licenses

Nurdng home beds like taxi meddlions in New Yok City, ae atifiddly limited in
number. While easing recently, the Sate has had a savere shortage of nurang home beds, kept
limited by the conviction that chegper care could be provided through other means and that
limiing beds was an effective way of preventing codly cgpitd growth (which would, of course,
be rambursed through the Medicad rate). At the present time, nurdng homes can grow only
through acquiring another fadlity, bringing the assets dong with the license We bdieve that
the date should open up the industry to maket forces endbling competitive operators to
expand and parmitting ineffident fadlitiesto dose.

Reduce Regulatory Burden on Agenciesand Providers

All ssgments of the hedth care indudry, induding locd sodd savice didrict offices
and county depatments of hedth, suffer from codly, unnecessry reguldion.  The Office of
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Reguaory Reform (ORR) should meke DSS and DOH reguldions a top prioity. By
convening medtings of county-levd soeddids, ORR should idetify aress in which NYS
exceeds the drict reguirements of the federd code (such as the requirement that NYS socid
savice didricts make an digibility determingtion in 30 days, indead of 45 days as required
by the federd government) and work to reduce the requirement to the federd leve.

Excessve reguldion by DSS and DOH regarding specific care reguirements opens up
dl membeas of the hedth care indudry to lawslits from advocacy groups.  Fortunady, high
qudity care and regulaory conformity are not the same thing. The date would do a sarvice to
the indudry by implementing smple common assessmat procedures and publishing the
resllts  The risk of negaive publicity for consumer-oriented inditutions would encourage the
highest cost-effective dandards of care.

Develop Meaningful Nursing Home Cost Comparison for NYS and Comparable
State Nursing Home Care

Due to differences between the sarvices induded in NYS rembursement rates and
nudng home rambursament raes of other daes it is difficlt to "benchmak"' the
performance of NYS homes againg those in other geographic areas. As pat of an effort to
raiondize nurdang home rambursemet/pricing, the date should conduct a thorough andyss
of compaaive cods The dam by updae homes tha downdae homes ae better
compensated is difficult to confirm or deny with avallable data, for example,

Rationalize Eligibility Rulesfor Home Care and I nstitutional Care

The rdaivdy high cog of private nurdng home care (driven ever higher by bdow-cogt
Medicad rembursement) encourages widespread edate planing amed a Medicad
dighlity. The goped of "protecting your life savings' hes crested an indudry of financd
advisors and ddelav dtorneys who specidize in devices to protect assets from Medicad.
This phenomenon efectively makes Medicaid amiddle dass entitlement program.

Percalved inequities in the program (particulaly asset and income rules between home
cae and inditutiond cae) and the fat tha Medicad digibility through “drategic
impoveaishmat” has become the expected thing (everyone is doing it . . ) has virtudly
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dimnated any digma that was once assodated with Medicad digibility. The fact thet the
trangtion from private payment to Medicad rambursemat is seamless withink NYS nurang
homes makes any remaning gigma irrdevant. As a reault, the wedthies group of retiress in
United States history are paying remarkably little of the cogts of their own long term care.

Use of long term care savices is further complicated by digibility reguirements that
vay dgnificatly between home hedth cae (HC) and inditutiond care (IC). Essertidly,
dighility for HC or for dngle pasons requiring IF are no differet then digibility for any
other Medicad sarvice The pearson recaiving care and his or her spouse (in the case of HC)
mus be essatidly dedtitute to quify. Asdesigned, Medicad isaprogram for the poor.

Ast rules for inditutiond care for maried couples are different, however. In the
evat tha one member of a maried couple housshold must enter an inditution, the spouse
remaning in the community can retan dmog $75,000 in asts plus ay amount of equity in
a home On its face this difference gopears to encourage inditutiond care in the event that
one member of amarried couple household requires long term care.

Unfortunatdy, the dtudtion is further complicated by different  "look-back”
requirements in HC and IF. The date condders ass dther given away within 36 months of
goplication or put into trus within 60 months of gpplication to be digible to pay nurang home
costs, thus ddaying Medicad digibility. There has been no look-back period for HC, however
(dthough this change has been proposed by Governor Paaki). This provison permits virtud
ingant digibility (in teems of assets) for HC, thus encouraging use of extendve HC savices
when inditutiond care may be amore gopropriaie dterndive.

Consider L ess-Redtrictive Eligibility as Trade-Off for Higher Compliance

Practicdity suggests that condderdtion be given to digibility requirements that are less
drict, not more drict. Eldelaw atorneys are cgpable of finding loopholes in virtudly any
legidated change. The chdlenge for public policymakers is to make a case for compliance
through a st of rules percaved to be eguitable, and smultaneoudy increesing the cost of
avoidance. Were the assts and income dlowed for digibility more generous compliance
with the dear purpose of the program might be more likdly.
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Eliminate "First Dolla" Coverage

The use of Medicad to finance long term care for the middle dlass is not a problem
limited to the State of New York. Further sudy of the impact of dterndive digibility rules
on behavior is needed. As the average day in a nurang fadlity is less than three years, many
ugges that intidives tha diminate “firg dola” coverage (i.e have the effect of encouraging
the recipiet to pay for initid dages of cae) can reduce totd codts dgnificantly.  Present
dighility rues have an “dl or nothing’ qudity: Medicad coverage is only guarantesd when
the recipient can demondrate legd impoverishment.

A NYS initigtive funded by the Robat Wood Johnson Foundaion offers automatic
Medicad digibility (from an asst, not income, perspective) to individuds who purchese long
term care insurance that covers the firg three years of need. Incentives to participate in this
program should be strengthened.

Other dternatives tha have the same effect should be explored. Andyss of the extent
of private pay v. Medicad coverage for nursang fedlity care in the gate would be useful. It is
dfficut to detemine wha share of the resdent population of nurang homes manipulated ther
asts to achieve digibility, dthough with 83% of resdent days now pad for by Medicad the
proportion is probably quite high. Modded loosdy on the long term care insurance initidive,
the date should explore libardizing digibility guiddines in tems of assas in exchange for
the dimination of the "fird dollar coverage’ charadteidic the program now entalls Medicad
dighility for long teem care could be provided as a publidy-funded insurance policy with a
subdantid deductible. At the present time, for those who plan ahead with good legd advice,
the palicy carries no deductible with respect to assdts

Develop Viable Reverse Mortgage Option

The trestment of home equity in asset cdaulaions should be resructured.  Although
the date ataches a lien to propety a the time that digibility is determined, the time from the
period from the time the lien is atached to the paint a which the edae is utimady sdtled
is often subdantid. More aggressive ex post atachment of edae ass is one dtenaive
(other dtates are more successful a asset recovery; New York State could learn from ther
expaience). More effective use of a “revarse mortgage’ through which home equity can be
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withdravn from a resdence on a periodic payment bass Just as New York has worked with
the insurance indudry to devdop the long term care insurance initidive, an effort with the
finendd indudry to develop aviable reverse mortgage option could be fruitful.

By bringing a private finendd entity into the rdaionship, the date would secure its
share more quickly and assign the resdud asset vdue to an inditution thet is better-equipped
to look dfter its continuing vdue It is not uncommon to find that homes are Ieft abandoned
for years following the admisson of the owner to an inditution. In such cases there may be
inuffidet vadue remaning to saidy the daes lien. The dae could contribute to the
formation of the asst in various ways, acting as guarantor of a life edae in the family home
for example, insuring that the Medicad recipient or spouse will keep ther home as long as it
IS needed.

Tighten Controls Over Estate Planning Aimed at Medicaid Eligibility

Strict and vigorous enforcement of asset-trandfer prohibitions is a necessary part of any
atempt to reform digbility sandards, paticulaly if dighility rues ae libedized in ay
way. The 36 month look-beck period on tranders (which Governor Pataki recommends
extending to home care) could be lengthened to conform to the look-back period on truds.
Loopholes will have to be paliced assduoudy, with frequent changes in daute, if necessary.
The mord judification (end poliicd will) for i enforcemet might be achieved if
digibility criteriaare raiondized firs, however.

Current Federd and New York Sate laws dlow a Medicaid gpplicant to have $3,200 in
exempt resources, $1,500 burid resarve and unlimited burid items such as burid spaces,
caskets, burid crypts headdones etc.. The current Federd and New Yok State Law dlows
the Medicad agpplicant to buy these same items for any blood or mariage rdaive There ae
no limits on the codts of these dlowable burid items

Limit Buria Exemption

We proposed thet the totd amount of money thet is dlowed for burid items be limited
and that further limits be placed on rdatives for whom these items can be purchesed (i.e
goouses, and dependent dissbled children). At the same time, while tightening the loophole
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that permits the burid exemption to be used to shift assts it is important to ensure thet the
dlowance for an individud's burid expensesis adequate.

Extend Recovery Period

Currently, asset recoveries can only be made from the estates of decessed Medicad
clients who were 55 years or older when they died. Recovery from edates is only dlowed for
W to 10 years of Medicad-padfor medicd cae many persons are in recapt of Medicad
benefits for more than 10 years There is ds0 a prohibition agang recoveries if the Medicad
recipient is survived by aspouse, minor child or dissbled child of any age

We recommend that recoveries be made for the edtaes of persons for any age for an
ulimited number of years of Medicad-padfor cae  Also, these recoveries should be
pursued unless the dient is survived by agpouse, minor child or dependent disabled aduilt.

Encourage Family Responsihility

Current Medicad lav dlows paets to have thar incomelassats exempted from
condderation in the Medicad digibility process when their dissbled child receves care in
catan medicd inditutions (nurang homes devdopmenta centers) or in the Care & Home
Prograns.  We propose disclosure of parentd incomelassats for these now exempt Stuations
and devdopment of a diding scde support schedule that would make the parent respongble
for aportion of ther child's Medicd care, but not impoverish the parents

In a rdaed areg, Section 3666(a) of the NYS Sodd Savices Law currently permits
pesons who live with legdly responsble rdaives to recave Medicad if the legdly
responsble person refuses to met thar medicd needs.  This contravenes exiding federd
regulions and permits a soouse or parent to obtain Medicad for ther spouse or child meeting
other nexds This places the burden on the locd didrict of initiging litigation agangt such
goouse or parent to recover cods  This requirement is inconsdent with other need basd
programs adminigered by DSS and is an unnecessry burden on the legd resources of locd
socd savices didricts Medicad expenditures would be subgtantidly reduced on the locd,
dae and federd levds as Medicad digibility could be denied to ingppropricie cases where
a legdly responsble rdaive has smply refused to meat the medicd needs of ther dependent.
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Current Medicad reguldions dlow rddives (typicdly the adult children of the
Medicad gpplicant) to be credited with 50% of a joint bank account (between the reatives and
the goplicant). This dlows the goplicat to become digible for Medicad benefits without firgt
exhauding the totd amount of this resource, even though mog or dl of the money in the
acoount wasinitidly and exdusively the saving of the gpplicant.

Consider Segregating Long term Care Servicesfor the Elderly

The Sae of New York should consder devdoping a progran for dSatewide
implementation under federd waver tha would separae dl services for the dderly from the
edablished Medicad program.  Inditutiond care, home care and persond care sarvices for
dighle persons over the age of 65 would dl be adminigered jointly. Home care and persond
care savices for the non-dderly would remain untouched by the walver.

The bendfits of a sgparate program would be twofold:  Frg, coordination of long term
care savices for dl leves of acuity would be esser.  Second, a sparate program can more
esdly acocommodate different digibility rules

Conclusions

New York State can no longer afford to spend $19 hillion dollars per year on Medicad.
The Medicad program medts the needs of many and employs a large number of date resdents
yet the da€'s cgpadity to fund sodd services in the future will depend on presarving its fiscd
dability. We urge the date to take seps to foder a dimae of competitiveness  The long-run
wdl-bang of the people of the date depends on a dynamic economy that continues to retain,
grow and attract quaity employment.

The formula for reform is complex. As dl pats of the hedth care indusry are whally
or patly dependent on public rembursament, the date mud teke the lead in making lading
change We mud exchage atiquated rembursement methodologies for smple pridng
gydems that reward the efficdent and encourage others to reduce cost or leave The da€'s
redrictions on out-of-date hedth care invesment should be lifted, dlowing for-profit hedth
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care corporaions to dimulate change in our hospitds and nurang homes  Fadlities mugt be
dlowed tofall.

A solution mugt be found to the problem of long term care. As Baby Boomers age, the
pressure on Sysems supporting the aging will dramdicaly increese.  If present trends continue
into the next century, New Yok taxes will drive busness and individuds from the dae in
record numbers. Membas of the Bay Boom will not begin demanding long term cae
savicesfor another decade or s0. Lt sreform the system while we have a chance.

Frdly, the date should aggressvely pursue the dereguldion of this indudry.  While
dl agree tha qudity of care is criticdly important, excessve regulaion takes hedth care
providers avay from paients Nurdng homes, hospitds home care providers and socid
savice digricts spend far too much time and far too many taxpayer dollars Smply conforming
to reguldions The NYS Office of Regulaory Reform should convene forums across the dae
with providers ad locd offidids to identify regulaions that add more to cod than they add to
the qudity of care,

We goplaud Governor Pataki’s commitment to tame the Medicad monder. Bold action
and politicad courage will be needed to effet fundamentd, lasing reform.  Lavmekes
providers and advocacy groups must work together to plan for the future, not protect the pest.
The future economic vitdity of the dateisa deke.



&R

Appendix A: Summary of Recent Reforms and Cost
Control Measures

DSS Initiatives
Podiatry

Podiary is an optiond savice under the feded Medicad regulations Saes are
required to provide coverage for podiary sarvices to children under 21 as a pat of the Ealy
Periodic Screening and Diagnogtic Treatment (EPSDT) program. New York Sate law requires
coverage for dl Qudified Medicare Bendficiaries and DSS decided to maintain coinsurance
ad deductible for dl Medicae/Medicad dud digibles Medicad continues to pay for
podiary services when provided as a pat of a dinic service when the dl indusive dinic rate
is billed. The proposed New York Sate Hedth Access Fus initigive would diminae this
coverage.

The federd, date and locd cost savings from diminaing coverage of podiary sarvices
are edtimated to be $2.5 million.

Medical Care Coordinator Program

A program scheduled for implementation in 1992 would have limited medicd coverage
to the Home Rdigd (HR) populagion. This progran was known as the Medicd Cae
Coordinator Program, and it gave HR recipients the option of receiving care through a managed
cae or primay care coordinaor or recaving a reduced peackage of benefits through a
physcian who was not a part of the program. The sarvices not covered in this ingtance induded
nursgng home care and other long term care services

A oourt injunction prevented the implementation of this program. The expected annud
svings from this program were $29.7 million, $21.1 million in date and $8.6 million in locd
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Home Relief | npatient Limitation

This was proposad in 1992, and would have limited inpatient Medicaid coverage to 32
days pa yer maximum for the Home Rdid populdion. It was liigged and never
implemented.  The expected annud savings were $86.8 million, with $43.4 million in federd
and $21.7 million each in sate and locd savings

I nfertility Treatment

While family planing is a fededly mandaed savice, daes have the option of
providing infetility treetment. DSS is in the process of diminaing this coverage with a
combined federd, sate and loca savings of between $500,000 and $1 million annudly.

Co-Payment

In 1992, nomind copaymetts were implemented for catan spedfic services
Examples indude a $25 co-payment for an overnight inpatient say and a $3 co-payment for
non emegency room vidts  The Pharmecauticd Sodety of the State of New York brought
liigetion againg the co-payment for prescription drugs ($2 for brand name drugs $50 for
generic) and this portion has not been implemented.

There are a number of exemptions mandated by the federd government, such as inability
to pay, axd some provided by the sae  Annud savings from the co-payments ae
goproximatdy $18 million federd, sate and locd.

Transportation

The Executive proposed to redructure norremergency medicd trangportation in the
1994-95 budget. The proposd <chifted dl provider transportation other than emergency
ambulance savices and trangportation for the mentdly dissbled from program spending to
adminidraive spending.  Under the proposd, the legidature would gppropriaie funds to be
dlocated to each didrict as a block grant for the didrict to adminiger. The totd savings was
$99 million, with a gtate share of $24.75 million. Thelegidature rgjected the proposd.
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Medicaid Drug Utilization Review

In accordance with the federd Omnibus Budget Recondliation Act (OBRA) of 1990,
DSS implemented a Drug Utilizetion Review (DUR) program for date Medicad bendficaries
in January, 1993. There are two segparate parts to the program, a Progpective DUR (ProDUR)
and a Rerospective DUR (RetroDUR). Both prograns ae intended to insure that
prescriptions for outpatient drugs, which is not a federdly mandated service, are gopropriate,
medicaly necessary and not likdly to result in adverse medica consequences.

ProDUR ams to prevent ingppropridte presription acquidtion by petients RetroDUR
is dedgned to educate ingppropriatdy presribing phyddans  The edimaed annudized
savings from ProDUR are $900,000 and $7.4 million from RetroDUR.

Recipient Restriction Program

DSS has adminigered the Recipient Redriction Program (RRP), dnce 1978, The
program desgnaes primay providers for sdected Medicad recipients with a demondrated
pattern of abugve utilizetion of savices Redpients may ds0 be redricted for engaging in
fraudulent practices, such as «dling drugs obtained through Medicad or loaning Medicad
cads Snce 1978, 42,362 individuds have been redricted to primary providers. DSS
edimates the program has resulted in state savings of $200 million snce 1991

Utilization Threshold Program

In 1990, DSS deveoped and implemented the Utilization Threshold (UT) program for
Home Rdid redpients between the ages of 21 and 64. This progran edablished thresholds
or savice limits on the number of physdan and dinic, pharmacy and laboratory services that
Medicad would pay for. In 1991, the program was expanded to dl Medicad digible persons.

Thresholds were edablished for maendatory and optiond ambulatory medicd sarvices
by reviewing past use by New York States Medicad recipients.  There is a detalled procedure
for threshold exemption & the request of the recipient or provider. The program is thought to
have achieved its god of reducdng unnecessary use and abuse of medicd services and redizes
esimated totd savings of $59 million annualy with a state share of $17.7 million.
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Personal Care Reforms

Persond care is an optiond benefit under the federd Medicad program. New York has
made various atempts to curtall the benefit provided under the persond care sarvices category
and therate of expenditure growth.

The 1992-93 Executive Budget proposed a cgp on parsond care savice hours of no
more than 156 hours pa month. The subsequent daute was chdlenged in the courts.
Projected gate savings from the proposd were $200 million annudly.

The 1991-92 Executive Budget proposed diminating persond care Levd | savices
These are the least intendve home care savices avalable and involve housekesping tasks.  This
legidation was not enacted. Projected Sate savings were $25 million.

Another provison of the 1991-92 Executive Budget was an initigtive to edtablish
utilizetion standards in persond care sarvices  This was prompted by a wide variaion in the
number of hours of persond care services prescribed throughout the sate Some high cost
home care cases andyzed by DSS exceeded nurang home care  Indead of establishing
gandards, limits were imposed on the avaladlity of home care which excesded catan cods
Thelimits have yet to be resolved in the courts

A 198990 proposa later enacted into lav mede Persond Emergency Response
Sydams (PERS) a savice under the Medicad program outsde of Home and Community based
svice waves  Initid savings of $5-10 million were achieved and 1992 and 1993 datutes
required the use of PERS in reducing home care cods

In order to address the problem of phydcians prescribing hours of persond care
unnecessaxrily in response to family pressure DSS implemented limits on hours of cae
Physdans ocould 4ill prescribe cae by service but were prevented from specifying the
number of hours Projected State savings are $10 million annudly.

The Shared Aide or Cluser Care program was implemented in the mid 1980s to reduce
oneonone cae Shaed Aide programns have been increesngly utilized and savings ae
edimated to excead $10 million annudly.
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In response to the large rate increases for persond care savices that often resulted
from individud negatigtionss DSS devdoped a daewide rembursement methodology for
persond cae svices The rembursemat mehodology hes dabilized rate growth by usng
an annud trend factor. No savings are projected.

Private Duty Nursing Reforms

Like persond care sarvices, private duty nurang is dso an optiond benefit.  The sarvice
mugt be authorized by a physdan with the prior goprovd of the Depatment of Hedth. Receant
Exencutive Budgets have proposed diminating private duty nurdng as a discrest sarvice under
Medicaid. The dimination was never enacted.

DSS devdoped regiond payment fees in reponse to ggnificat increesss in the fees
pad for private duty nurdng sarvices to dabilize cost growth.  While the fees have not been
formaly implemented, the counties and the Sate have used them in negotiations

Asset Transfer

The federd government hes authorized deaes to use the same assat trander rules for
home cae as for nurang home digbility dgemingion. DSS edimates tha nealy 1,000
indviduds gan Medicad access eech year by trandaring asssts  The necessary legidation
was never serioudy conddered.  The annud savings from gpplying the same ass#t trander rules
to home care are estimated to be $5 million.

Summary of Comprehensive Medicaid Task Force Report

The Comprehensve Medicad Task Force gopointed by Lieutenant Governor
McCaughey, recently developed and rdeased a report contaning proposds for cuts in the
date's Medicad budget. The options presented would cut $1.2 hillion from the date's 1995
96 Medicad budget if taken in totd. About haf of the dollar totd in proposed savings comes

from proposed changes in the payment rates to nurang fadlities hospitds home care
providers and persond care providers. Ancther large savings would come from the propos

to mandate managed care for most Medicaid beneficiaries, exoegpting the ederly.
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The proposd to mandate managed care is based on the da€es experience snce the
pessge of the datewide Managed Care Act of 1991. Under the proposed initiative, the
Depatment of Sodd Savices would sak a waver from the U. S Hedth Care Fnandng
Admingration to enrdll dl Medicad recipients into a form of managed care, a full or partid
cgpitation plan or a primary care coordinator plan. The task force makes assumptions about
the savings to be derived, 10% for full cgpitation for example, and determines the totd annud
savingsto be $102 million.

The report contains various proposas to limit hedth care provider rates to hospitds
The proposds in the report are intended to reduce payment to hospitds for Medicad patients
who are not eralled in managed care plans.  There are some which dter the very complex
formula used to cdculate Medicad rembursement rates, the New York Prospective Hospitd
Ramburssment Methodology.  Others place caps on rembursement or length of covered days
for diffeeent savices The totd of the proposaed reductions from limiting rates pad to
hospitalsis $238.8 million.

The recommendetions for limiting payments to nurang homes are dmila.  The report
hes proposads to lower rembursement rates generdly and for spedific codts and sarvices The
tota proposed savings for the date are edimated to be $233.8 million. Proposds to limit
rales for home and persond care provides incdude reémburdng & 1994 levds and an
adminigrative and gened cost cgp for totd etimated savings of $66.8 million.  Other
proposas limit rates paid to pharmecies and free ganding dinics

The pasond cae program in New York State provides non-medicd assdance to
Medicad recipients in thar homes  The report recommends dimingting Levd | pasond care
sarvices, basc housskesping functions, and cgpping persond care a 100 hours a month.  These
recommendations are estimated to save the state $87.4 million.

The report dso recommends reducing benefits in certain optiond savices  Non
emagency dentd services, dinicd psychologid services, private duty nurdng, rehabilitation
and thergoy sarvices and case management sarvices would be diminated for dl adults Home
Rdig adults would be digible for medicd cae only in hospitd inpaient and outpatient
depatments and in free danding dinics The totd savings from these sarvice reductions would
be $57.9 million.
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The dae could achieve $39.0 million in savings through effidendes in trangportation
ad other aess The report recommends locd didrict flexibility, copayments for
trangoortation and incertives for home vigtation. Other proposds incdude changes in long
teem cae dighility requirements pedficdly diminding the spousd right of refud,
goplying ast trander rules to home care, and reducing the resource leve retained by the
spouses of nurang home patients.
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