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INTRODUCTION 
 

 The Alabama Medicaid program is an essential source of care for almost 940,000 

citizens.  Despite its pivotal role in the health care delivery system, it is beset by ongoing 

challenges characterized by a growing General Fund demand, growing enrollment, and a 

fragmented delivery system.  To address the problems, Governor Robert Bentley established 

the Alabama Medicaid Advisory Commission on October 25, 2012, and defined its membership 

(Appendix 1).   

 The Commission is charged with presenting recommendations on reforming Medicaid to 

the Governor by January 31, 2013.  The recommendations shall address the following:  (i) an 

analysis of the financial needs of Medicaid; (ii) a long-term sustainable financing model; (iii) new 

delivery models that support quality care and cost control; and (iv) an analysis of methods of 

increasing transparency and fairness in the system.  A reformed Medicaid delivery system will 

improve patient outcomes through integration and coordination of care.  Unnecessary 

hospitalization and emergency room use will be reduced with care shifted to the primary care 

setting.  Financing for the system will preserve provider assessments, while controlling cost.  

Payment reform will shift payment from a volume basis to an outcome and quality of care basis.  

In order to understand the Commission’s recommendations, it is necessary to understand the 

current status of Medicaid. 

CURRENT MEDICAID PROGRAM 

Eligibility and Coverage 

 

In 2011, 22 percent of Alabamians qualified for services from Medicaid for at least a 

portion of the year.  Medicaid in Alabama covers 53 percent of births, 47 percent of children, 

and almost two-thirds of nursing home residents.  In 2009, Medicaid accounted for 16.3 percent 
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of all Alabama healthcare expenditures.  Given the significant financial impact of Medicaid on 

the economy, understanding the population served and the services available are essential to 

structuring Medicaid reform.  

As shown in Table 1, Alabama has among the most restrictive Medicaid income limits of 

any state in the nation.  Childless adults are not eligible for Medicaid in Alabama irrespective of 

income.  Parents of children on Medicaid are eligible only if their income is 11 percent of the 

federal poverty level or less ($194 per month for a family of four); all other groups identified in 

Table 1 (with the exception of nursing home and home and community-based waiver clients) 

are eligible only at the federally-mandated minimum level.  While nursing home and home and 

community-based waiver clients are eligible at levels above the federal minimum income 

threshold, the ability to create a qualified income trust allows them to transfer income into the 

trust and become eligible within 30 days, even at the federal minimum income level.  In 

summary, Alabama’s Medicaid program essentially limits coverage to only those populations 

that are federally-mandated. 

TABLE 1 

Who Qualifies for Medicaid:

Alabama’s income limits among the most restrictive in 

the country

� Low-income families  (Family of 4 must have < $194/mo. income)

� Children ages 6-19 (100% FPL)

� Pregnant women / children ages 0-5  (133% FPL)

� SSI for Aged, Blind and Disabled (certified by SSA)  ($730/mth)

� Medicare-related programs (QMB, SLMB, QI-1) ($951-$1277/mth)

� Nursing Home Medicaid ($2130/mth)

� Home and Community-Based Waivers

� Same limits as nursing home
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Much like the restrictive nature of eligibility, Alabama provides very few services which 

are not federally required.  Table 2 identifies those services which must be provided to all 

Medicaid eligibles.  Table 3 identifies services which are mandatory for children but optional for 

adults. 

TABLE 2 

Mandatory Medicaid Services

� Hospital Services – Inpatient and outpatient 
(except mental disease institutions)

� Services at Rural and Federally Qualified Health Clinics (FQHCs)

� Nursing Home care for people over age 21 

(not in a facility for mental disease)

� Laboratory and X-ray services

� Family Planning Services and Supplies

� Services of Physicians, Nurse Midwives and Nurse Practitioners

� Checkups and health services for children (EPSDT)

� Home Health Services

� Transportation

� Pregnancy Related Services

� Dental Services (considered to be the same as physician services)6

 

TABLE 3 

Optional Services

Covered by Alabama Medicaid

Mandatory services for children, optional for adults.

� Prescribed Drugs*

� End-Stage Renal Disease*

� Eyeglasses*

� Home and Community-Based Services*

� Hospice Services*

� Organ Transplants*

� Prosthetic Devices*

� Clinic services furnished in a facility that is not part of a hospital*

*Indicates the optional services covered by Alabama Medicaid for adults under the State Plan or an 
approved waiver.  QMBs receive additional coverage if Medicare makes payment.
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A review of these programs identifies some services, such as dialysis, hospice, or 

pharmacy that the state could eliminate for adults.  However, their elimination would, in the case 

of dialysis and adult pharmaceuticals, not save money but would likely lead to higher inpatient 

utilization, avoidable injury, and even death.  The elimination of adult hospice for clients with 

terminal illnesses would increase inpatient hospital or nursing home use. 

 In reviewing Alabama’s eligibility standards and available services, there are very few 

examples where those standards or services exceed the federal minimums.  Likewise, even if 

those few exceptions were rolled back to the federal minimums, it is unlikely that any significant 

savings could be realized. 

Medicaid Financing 

 

In order to contemplate a reform of Medicaid, it is necessary to understand how the 

system is currently funded and where those funds are spent.  In Fiscal Year (FY) 2012, total 

Medicaid expenditures were $5.63 billion.  The federal matching rate (the percentage of total 

funds provided by the federal government) was 67.4 percent with a corresponding state 

matching rate of 32.6 percent.  To fund the $5.63 billion program, a state match of 

approximately $1.835 billion was required.   

If all state match was derived from the General Fund, very few, if any, dollars would be 

left for other essential functions of state government.  Over time, with the approval of the federal 

government, Medicaid has diversified its state match base (Table 4). 
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TABLE 4 

FY 2012 Budget 

Sources of State Share

State General Fund          

$575.4 Million

Certified Public 

Expenditures                 

$499.9 Million

Provider Taxes                            

$341.6 Million

Drug Rebates                     

$65.0 Million

Other (IGTs, Tobacco Tax, 

Transfers)                        

$353.3 Million
Total State Share (Estimated) 

$1835.2 Billion

31%

27%

19%

4%

19%

 

In FY 2012, $575 million was provided by the General Fund.  An additional $353 million 

was transferred to Medicaid from the tobacco tax and other state agencies to provide match for 

services delivered to their clients by Medicaid.  In addition, $65 million is returned to Medicaid 

as a rebate by drug manufacturers. 

A very significant portion of the state match comes from the provider community in the 

form of provider assessments (taxes) and as a credit for unreimbursed cost for care provided to 

Medicaid patients at public hospitals.   

In 2012, Alabama’s private hospitals paid a tax equivalent to 5.14 percent of net patient 

revenue.  In FY 2013, that tax is estimated to yield $243 million to be used as state share.  The 

nursing home tax represents 6 percent of net patient revenue and is expected to yield $105 

million.  Pharmacies pay a tax of $0.10 per prescription, which provides approximately $9 million 

available for match.  In FY 2013, provider assessments are expected to yield over $350 million 

available for state share, which, when combined with federal share, will fund over $1.0 billion of 

care for Medicaid recipients. 
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In addition to the direct payment of provider taxes, hospitals contribute another essential 

component of state share, Certified Public Expenditures (CPEs).  CPEs represent the 

unreimbursed cost of providing care to a Medicaid patient at a public hospital.  The Centers for 

Medicare and Medicaid Services (CMS) allows the state to count and report that unreimbursed 

cost as a state expense.  The federal government then reimburses the state the federal share 

(approximately 68 percent) of that unreimbursed cost.  These funds are available to Medicaid to 

fund additional care.  In FY 2012, CPEs provided just under $500 million in state share.  

Because of this financing model (private hospital provider tax and public hospital CPE), 

Alabama funds its entire $2.0 billion hospital program with no state General Fund dollars. The 

absence of money from the state General Fund in the hospital program has a significant impact 

on Medicaid reform options.  

As noted above, Alabama used multiple sources to generate the $1.835 billion needed 

for its state match to support a total Medicaid program of $5.63 billion.  The Alabama Medicaid 

Agency spends the majority of those funds in six program areas:  hospitals, nursing homes, 

pharmacy, mental health, physician services, and alternative care (Table 5). 

TABLE 5 

Cost of Medicaid programs

Hospital Care, 

2050

Nursing 

Homes, 932

Pharmacy, 593

Mental 

Health, 430

Physicians, 397

Alternative Care, 

395

Health 

Insurance 

Premiums, 

296

Health 

Support, 216

Admin, 207
School 

Based 

Svs, 45

Family Planning, 

64
FY12 in millions
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 Alternative care includes services such as home health, case management, maternity, 

and waiver services, such as home-based care instead of nursing home care.  When analyzing 

those six major sites of expenditures, limitations on their restructuring become apparent. 

 Medicaid pays hospitals on a per diem basis for inpatient care and per encounter for 

outpatient care.  As a result, as utilization increases at a public hospital, unreimbursed cost 

(CPEs) also increases.  This creates additional funding opportunities for the hospital.  The 

combination of CPE funding with episode-based payment discourages decreased 

hospitalization or improved coordination of care.  Likewise, the Alabama Medicaid Agency has 

no financial incentive to drive change, since no money from the state General Fund is invested 

in hospital payments.  Thus, no state General Fund money is saved if utilization is decreased.   

 The impact of provider assessments is not limited to the hospital program.  While 

nursing homes receive in excess of $900 million in annual Medicaid payments, through a 

provider tax of $105 million they provide more than one-third of the Medicaid state share to fund 

the program.  Likewise, more than one-third of the state share of pharmacy cost is covered by 

the pharmacy tax and drug rebates.  In addition, many of the other services, such as mental 

health, home health, home and community-based waiver, etc., are supported at least in part by 

transfers from other state agencies.  As a result, savings in those programs may have little or no 

direct effect on the Medicaid budget.  Lastly, changes in federal law have limited flexibility in the 

physician program.  Beginning January 1, 2013, all primary care physician payments are 

required by federal law to be increased to the Medicare rate.  Fortunately, for the next two 

years, that increase is funded 100 percent by federal dollars. 

    While the Medicaid budget is heavily dependent on provider assessments and CPEs, 

each presents unique challenges.  CPEs represent an estimate of unreimbursed cost for 

Medicaid patients at public hospitals.  The estimate is based upon 2009 data adjusted for 

inflation.  When the estimated CPE is reconciled to actual cost 2 to 3 years later, the opportunity 

for a significant state liability exists.  If CPEs were overestimated and the federal funds drawn 
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down were overstated, then the state will be subject to a repayment demand.  Alternatively, if 

the CPEs were understated and too little federal funds were drawn, then the state unnecessarily 

spent state funds.  While the state may be able to recover the additional federal funds, their 

absence 2 years earlier may have created an avoidable funding challenge.  In FY 2013, all of 

the hospital assessment ($243 million) and a portion of the nursing home assessment ($55 

million) expire.  If these assessments are not renewed, to maintain the existing Medicaid 

program an additional $298 million from the General Fund will be required.  To replace the 

funds provided directly or indirectly (CPEs) from the providers, over $600 million in additional 

General Fund money would be required.  Based upon the current Medicaid funding system, 

cooperation with the provider community is essential. 

Cost Drivers 

 

Over the last several years, Alabama has faced a growing demand by Medicaid on the 

General Fund budget.  It has grown from 25 percent of General Fund in 2008 to 35 percent in 

2013.  There are five major cost drivers for Medicaid.  They include enrollment growth, medical 

inflation, benefit changes, federal match rate changes, and utilization. 

Table 6 shows Medicaid enrollment over the past decade.  From 2003 to 2007, enrollment 

ranged from approximately 750,000 to 800,000.  However, from 2008 to 2012, enrollment grew 

by almost 200,000, from 750,000 to 938,000.  This increase in enrollment corresponded with the 

economic downturn experienced in both the national and state economies.  This increase 

largely represented individuals who were previously not eligible for Medicaid but became eligible 

because of job loss or insurance loss.  Most of this increase occurred among pregnant women 

and children, as evidenced by the growth in the proportion of births paid by Medicaid from 46 

percent in 2003 to 53 percent in 2011.  Clearly, the economy and its impact on enrollment has 

been a significant cost driver.  Since Alabama must cover the federally-mandated populations, 

this driver is one over which the state has little direct control.  However, as the economy 
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improves, the number of individuals eligible will decline with a potential lessening of demand on 

the General Fund.  However, since the population that constitutes the greatest driver to the 

enrollment increase is among the least expensive, the savings may not be as great as might be 

expected solely based on the decline in enrollment.    

TABLE 6 

Enrollment Growth, 2003 -2012
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 Another potential cost driver is medical inflation.  As shown in Table 7, national medical 

inflation from 2008 to 2012 has never been less than 2.5 percent.   
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TABLE 7 

US Health Care Inflation

Source: US Bureau of Labor Statistics

 

 On the state level, Table 8 demonstrates per member per year (PMPY) Medicaid cost 

from 2003 to 2012. 

TABLE 8 

Alabama Medicaid PMPY, 2003 -2012
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 In 2003, the PMPY cost was $4,872 and in 2012, it was $5,941.  This translates to an 

average annual inflation rate of 2.4 percent.  When the cost increase for the period 2008 to 

2012 is analyzed, the annual inflation rate for those 4 years is less than 1 percent per year.  

Thus, while monitoring medical inflation in Medicaid is always important, it appears that 

Alabama’s Medicaid medical inflation rate has been less than the national medical inflation rate 

over the past 4 years.   

 A third potential cost driver would be a change in the benefits provided to Medicaid 

recipients.  Over the past decade, Medicaid has not made significant changes to the benefits it 

provides.  Therefore, it is unlikely that benefit design is a cause of the increasing demand on the 

General Fund.  Table 9 demonstrates the lean financial structure of the current Medicaid 

program.  This data was released by The Kaiser Family Foundation in 2012 and is based on a 

state-by-state comparison derived from 2009 data.  In the analysis, Alabama had the third 

lowest spending per eligible per year.  Only California and Georgia had lower costs.  This 

should not be interpreted to suggest that Alabama has low cost due to efficiency, though that 

may be a partial answer.  Alabama’s low cost is also based on limited eligibility and more 

restricted services compared to other states that have more generous eligibility limits and richer 

benefit packages. 
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TABLE 9 
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 The fourth possible cost driver is a change in the Federal Medical Assistance 

Percentage (FMAP) (Table 10).  FMAP is the percentage of total Medicaid spending in Alabama 

paid by the federal government.   

TABLE 10 

General Fund Appropriations Have 
Grown With Loss of Stimulus Subsidy
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In 2008, the FMAP rate was about 68 percent and the General Fund appropriation was 

$472 million.  At that time, there were 750,000 eligibles in Medicaid.  With the onset of the 

recession, federal stimulus funds were provided to Alabama from 2009 to 2011.  As a result, the 

federal matching rate went from 68 percent in 2008 to 78 percent in 2010 and 74 percent in 

2011.  Despite growing enrollment, General Fund spending on Medicaid declined in 2009 and 

2010.  By 2010, with 850,000 enrolled, the General Fund requirement had fallen to $310 million 

caused by the increase in FMAP.  However, as the stimulus funds ended and the FMAP 

declined, the General Fund requirement for Medicaid increased.  By 2012, with FMAP returning 

to 68 percent, Medicaid’s General Fund need was at $575 million.  The increased need for 

General Fund is exacerbated by the lack of a decline in enrollment.  With an FMAP relatively 

stable at 68 percent and enrollment stable at 938,000, it is not surprising that Medicaid’s 

General Fund need will remain elevated.  The significance of the role of FMAP on General Fund 

requirements is highlighted by the situation projected for 2014.  The FMAP is adjusted annually 

based upon the state’s per capita income relative to the national average.  In Alabama, because 

of an improvement in our per capita income, FMAP will decline in 2014 by 0.41 percent.  While 

small, that change will require an additional $22 million state dollars to obtain the same amount 

of federal dollars as was available in 2013. 

Clearly, a significant driver for increased Medicaid costs is the interplay between a 

change in the FMAP and a change in enrollment.  While the increase in FMAP is initially helpful 

to the state, the return of the FMAP rate to normal levels (68 percent) coupled with a sustained 

increase in enrollment has created a tidal wave of demand on the General Fund.  Unfortunately, 

neither of these factors are ones over which the state has control.  Likewise, two other factors 

will have a negative impact on the General Fund in FY 2014.  A Medicare Part B premium 

increase mandated by the federal government will cost about $6 million more in state funds.  In 

addition, the implementation of the health insurance exchange mandated by the Affordable Care 

Act will result in enrollment of an estimated 35,000 individuals already eligible but currently 
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unenrolled.  This woodwork effect will cost an estimated additional $7 million state dollars.  Like 

FMAP and enrollment, these represent two additional factors over which the state has little 

control.   

Fortunately, the last driver, healthcare utilization and coordination of care, may represent 

a cost savings opportunity over which the state can exact some control.  As previously noted, 

the current hospital funding and payment system provides no incentives to decrease utilization, 

reduce length of stay, minimize emergency room use, or coordinate care.  This is demonstrated 

in recent data reported by The Kaiser Family Foundation (Table 11). 

TABLE 11 

Total Hospital Utilization

Indicators per 1,000 Population Alabama United States
Percent 

Differential

Admissions 134 114 17.5%

Emergency Room Visits 482 411 17.3%

Inpatient Days 697 613 13.7%

Outpatient Visits 1,839 2,106 -12.6%

Source: Kaiser State Health Facts, 2010 data

 

Kaiser reported that in 2010, Alabama hospital admissions were 17.5 percent higher 

than the U.S. average and inpatient days were 13.7 percent greater.  Likewise, emergency 

room visits were 17.3 percent higher and outpatient visits were 12.6 percent lower than U.S. 

averages.  While decreasing hospital and emergency room utilization will not result in cost 
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savings in the current funding structure, as the hospital reimbursement system is modified and 

high-risk patients are case managed, decreased utilization will result in state savings. 

WORK OF THE COMMISSION (Appendix 2) 
  

The Alabama Medicaid Advisory Commission met for the first time on November 1, 

2012.  That meeting provided an opportunity for an overview of the challenges facing the current 

program.  During that meeting, the Executive Committee was selected and began the process 

of collecting input from interested parties and other states.  The Executive Committee met four 

times by phone and in person before the next Commission meeting on December 12, 2012.  

During the first Executive Committee meeting on November 14, 2012, the Committee was 

presented information on two possible delivery system redesigns.   

 United Health Care, on behalf of commercial managed care companies, presented a 

vision for how that delivery system could save Alabama money and improve outcomes by 

improving the quality and coordination of care.  Manatt Consulting presented an alternative 

model, which was developed for the Alabama Hospital Association.  Rather than use a 

commercial managed care firm, Manatt proposed the development of regional care 

organizations that would be developed locally and governed by the local community and the 

community providers.  This proposal was based on an expansion of Medicaid’s existing patient 

care networks both in geographic scope and administrative responsibility.  Current patient care 

networks exist in four areas around Mobile, Opelika, Tuscaloosa, and Huntsville.  Currently, 

these systems reimburse providers using the existing fee-for-service model.  Patients at high 

risk are case managed to reduce hospitalization and emergency room visits.  Currently, patient 

care networks cover children and the aged, blind, and disabled populations.  They do not 

currently cover maternity patients, Medicare/Medicaid dual eligibles, pharmacy benefits, or long-

term care benefits.     
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 Over its next three meetings (November 28, December 6, and December 7, 2012), the 

Executive Committee heard presentations from officials in Louisiana, Kentucky, Tennessee, 

Oklahoma, Arkansas, Oregon, and Connecticut.  A comparison of PMPY costs demonstrates 

that Alabama has lower costs than any of the states that made presentations (Table 12).  During 

those presentations, information was provided by Kentucky identifying the problems associated 

with the very rapid implementation of a new delivery system.  Both Tennessee and Louisiana 

shared their success with commercial managed care.  Louisiana has a unique system where 

both managed care organizations and patient care networks were operating and competing with 

each other.  Conversely, Oklahoma and Connecticut explained why they had chosen to 

abandon commercial managed care.  Arkansas provided information on their new delivery 

system which does not use a managed care organization but relies on a very robust data 

analytics system to drive payment incentives and disincentives to improve outcomes.  Oregon 

described their new delivery model based on community care organizations.     

TABLE 12 

Cost PMPY of States Commission Has 
Interviewed Compared to Alabama
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 At the next full Commission meeting on December 12, 2012, a representative of an 

existing Alabama patient care network made a presentation.  After hearing this presentation and 

reviewing the work of the Executive Committee, the Commission asked Medicaid to use its 

actuary, Optumas, to develop financial scenarios for presentation at the next Commission 

meeting.  Optumas was asked to present a comparison of the savings achievable by expanding 

the patient care networks statewide versus moving Alabama into statewide commercial 

managed care.  For the purpose of the exercise, the covered populations were the same (both 

excluded the long-term care [LTC] and the waiver populations).  Likewise, both models were 

expected to manage pharmacy costs through a pharmacy benefit manager (PBM).  Since 

decreased hospital use does not reduce costs in the current system, and it is impossible to 

predict the design of a reformed hospital system, hospital savings due to decreased use were 

eliminated from the model.  The Alabama Medicaid Agency worked with the actuary and the 

commercial managed care organizations over the intervening weeks to ensure consistency of 

data analysis.   

 On January 16, 2013, the Commission heard the results of the analysis conducted by 

Optumas (Appendix 3).  Optumas presented the results of three different scenarios.  The first 

assumed that no changes were made to the Medicaid program.  That analysis projected a total 

5-year expenditure for the Medicaid population, excluding the LTC and waiver populations, of 

$15 billion, including a required state match of $4.89 billion for FY 2014 to FY 2018.  This 

served as the baseline against which the expanded patient care network and the managed care 

organization analysis were compared.  It should be noted that removing the LTC and waiver 

population reduces total baseline cost by almost 50 percent.  This highlights the need for a 

future examination of those services. 

 The expanded patient care network, including the same populations in the baseline and 

with the implementation of a PBM, was projected over 5 years to reduce state spending from 

the baseline by $148 to $320 million.  A similarly designed managed care option, using data 
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provided by four commercial managed care companies, was projected for the same population 

to yield savings over 5 years of $268 to $364 million (Table 13). 

TABLE 13 

© Optumas

PCCM Total

Savings (FFS)

PCCM State Share

Savings (FFS)

MCO Total

Savings

MCO State Share

Savings

SFY14 $83m - $151m $27m - $49m $142m - $165m $46m - $53m

SFY15 $88m - $180m $28m - $58m $143m - $181m $46m - $59m

SFY16 $88m - $207m $29m - $67m $174m - $220m $56m - $71m

SFY17 $95m - $218m $31m - $71m $182m - $259m $59m - $84m

SFY18 $102m - $230m $33m - $75m $189m - $299m $61m - $97m

State Savings 

with Current 

Funding

$148m - $320m $268m - $364m

Savings Comparison between Baseline and 
Optumas PCCM and MCO Scenarios

16

 

 While these models represent potential savings, there were other revenue concerns 

raised during the discussion (Table 14).   

TABLE 14 

© Optumas

PCCM State Share Savings (FFS) MCO State Share Savings

Total Savings $148m - $320m $268m - $364m

Impact of Pharmacy Assessment $(49)m $(49)m

Impact of Hospital Assessment $(1,343)m

Adjustment for Hospital Savings $(15)m - $(84)m

One Time IBNP Cash Flow Impact* $(78)m

45 Day Capitation Delay** $107m

MCO Premium Tax $563m

1115 Waiver ?? ??

Expenditure Cap ?? ??

Potential Funding Issues

19

* Per Mercer’s Analyses
** Will be a savings in SFY14-SFY18 but a cost in SFY19

 



19 | P a g e  

 

 Alabama’s pharmacy tax is based on minimum payments to pharmacies.  The pharmacy 

representative on the Commission felt that the industry would oppose continuation of the tax if 

there were a significant reduction in payments to pharmacies through a PBM.  This was 

projected to result in a loss of $49 million over 5 years.  Likewise, the Alabama Hospital 

Association expressed skepticism that the hospitals would support the renewal of the hospital 

provider tax set to expire on September 30, 2013, if the state were placed into commercial 

managed care.  Given the size of this revenue source ($243 million in FY 2013 and $1.343 

billion over 5 years), its loss would significantly impact the Medicaid program.  Another fiscal 

issue which requires consideration is the unfunded Medicaid Incurred But Not Paid (IBNP).  The 

IBNP represents payments due for services already performed but for which no bill has yet been 

received by Medicaid.   

Medicaid’s IBNP has been estimated at $379 million ($125 million state share) for all 

populations (Appendix 4).  The state share of IBNP for the populations included in the analysis 

is estimated at $78 million.  To address this potential issue, which could result in paying the 

unfunded IBNP and the capitation payments to a risk-bearing entity at the same time, Optumas 

proposed avoiding this cash flow problem by delaying initial capitation by 45 days.  While this 

addresses the problem at inception, it shifts the problem to the end of the period, when the 

capitation would have to be paid for 45 days after the end of a contract. 

 The meeting included robust discussion on the Optumas analysis and a brief 

presentation from a commercial managed care organization representative.  Following 

discussion, the Commission approved by voice vote, with only one dissent, a recommendation 

that the state be divided into regions; that the patient care networks be expanded statewide; and 

that populations served within the networks be expanded.  In addition, each region is to move 

toward becoming a risk-bearing entity capable of contracting with Medicaid to provide care to 

recipients for a fixed amount.  The motion was amended to ensure that a region could have the 
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option of contracting with a commercial managed care organization to provide care, rather than 

developing a community-based network.   

 The Commission also discussed requesting an 1115 waiver from CMS and the need for 

a Medicaid budget cap.  An 1115 waiver could provide federal funds to support the 

transformation of the system.  Funds could be used to acquire the hardware, software, and 

other tools needed to evaluate outcome and costs in the system.  With the shift from a per diem 

and encounter-based payment to a capitated payment, some hospitals are likely to experience 

significant financial problems.  Funds from the 1115 waiver could be used to ensure the stability 

of financially vulnerable hospitals.  Because there is little experience in the Alabama healthcare 

system with risk-bearing, there will be a need for the establishment of risk pools to assist newly 

formed regional networks.  A potential source for the funding of these pools would be from an 

1115 waiver.  While the transition to risk-bearing community networks may be possible without 

an 1115 waiver, it is more likely with one.     

 A cap on Medicaid expenditures, coupled with the implementation of a capitated 

payment system, may help ensure the fiscal certainty that the state is seeking.  A cap on 

expenditures could be applied to total Medicaid expenditures, the state share of Medicaid 

spending, per member per month cost, or Medicaid as a percent of the General Fund.  It is 

essential the cap be based on actual expenditures not just appropriated funds which may fail to 

include operating deficits.  While any one or a combination of these approaches could stabilize 

spending, it would be important that legislation to implement the cap allow the state adequate 

flexibility to impose adjustments if it appeared that the cap would be exceeded during a fiscal 

year.  A cap should also have a mechanism to deal with significant unexpected economic or 

catastrophic health events that could dramatically increase the Medicaid rolls or budget.   

 Another issue briefly discussed at the Commission meeting was the need for an 

implementation timeline with specific benchmarks for the creation and development of patient 

care networks.  The Alabama Medicaid Agency should be empowered to intervene if a region is 
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unable to meet specific requirements for organization, care delivery, provider contracting, risk-

bearing, etc.  It is essential that a timeline be enforced to ensure that Alabama maximizes the 

savings available from this model, as well as to ensure high-quality patient care and improved 

patient outcomes. 

COMMISSION RECOMMENDATIONS 

 

1. Alabama be divided into regions and that a community led network in each region 

coordinate the health care services of the Medicaid patients in that region.  Regional 

care networks will formally engage consumer input and oversight at all levels of 

governance and operation.    

2. The expanded regional patient care networks become risk-bearing organizations.        

3. Regions may choose to contract with a commercial managed care organization to 

provide care, risk management, or other services in the region.   

4. The Legislature where appropriate, and Medicaid where administratively possible, shall 

authorize regional care networks throughout the state and establish an implementation 

timeline.  Specific benchmarks shall be set that must be met by the networks.  Failure to 

meet the benchmarks shall authorize state intervention.   

5. The Alabama Medicaid Agency should seek an 1115 waiver from CMS to implement the 

transformation to managed care. 

6. Legislation should be developed to create a Medicaid cap, provided that the legislation 

ensures adequate flexibility for the Alabama Medicaid Agency to address federal 

mandates, rules, and regulations; economic uncertainty; catastrophic health events; and 

provider rates. 
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7. Because of the essential role of provider assessments in funding the state share of the 

Medicaid program, the Commission encourages the renewal of the hospital and nursing 

home provider assessments. 

8. Because of the complexity of the CPE, the lack of transparency in its calculation, and the 

potential future liability created by its use, the Commission recommends the Alabama 

Medicaid Agency work with CMS to convert some or all CPEs to intergovernmental 

transfers (IGTs) to provide funding for the hospital program.   

9. Because the current hospital system, by paying per diem and per encounter, 

encourages utilization rather than coordination of care, the Commission encourages the 

Alabama Medicaid Agency to explore changing the current hospital payment 

methodology to a system that pays for outcome, such as the All Patient Refined 

Diagnosis Related Group (APR-DRG).  Any such change should consider the 

uniqueness of maternal and child health patients who are high users of outpatient 

services. 

In addition: 

1. The Commission strongly supports efforts to identify and punish fraud and abuse in the 

Medicaid program.   

2. Because of the significant portion of Medicaid expenditures excluded from consideration 

when LTC and waiver populations are excluded, the Commission strongly supports the 

efforts of provider organizations that will in the near future develop programs for 

coordination of LTC and waivers. 
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© Optumas

Goals of a Reformed System

�Health Care System
�Improve health outcomes through integrated 
care and better patient compliance

�Reduce unnecessary hospital and ER visits

�Financial and Operational
�Preserve and enhance provider contributions
�Control and/or reduce cost
�Reduce fraud and abuse of system
�Shift payments from volume to accountability 
and outcome basis

�Improve service and administration through 
improvement of data systems
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Key Characteristics of Current 
Delivery System

�Relatively low cost per member

�State share is financed primarily by 
provider assessments, Inter-
Governmental Transfers (IGT) and 
hospital Certified Public Expenditures 
(CPE)

�Drivers to increased General Fund (GF) 
demand

�Recession driven enrollment increases

�Loss of Federal match subsidies
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Alabama Has Third Lowest Cost Per 
Member

4

Alabama has 
the 3rd lowest 
PMPY cost

2009 Data from 

Kaiser Foundation

*Indicates Mississippi
**Indicates Georgia

*

**
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Current State-Share Funding 
Mechanisms (CMS Approved)

Partners’ interests 
must be 

considered in 
transforming 
Medicaid
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General Fund Appropriations Have 
Grown With Loss of Stimulus Subsidy
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Growth Driven by More Eligibles and 
Less Federal Match Subsidies
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Outline

� Scenario 1 – Fee-For-Service (FFS) is 
current Delivery System (Baseline)

� Scenario 2 – Primary Care Case 
Management (PCCM) Statewide

� Scenario 3 – Managed Care Organization 
(MCO) Statewide 

� Savings Comparison between Baseline 
and Scenarios
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Scenario 1 – Current Delivery System

�Maintains current delivery system and 
represents baseline scenario
�PCCM in regions 1-4
� FFS in regions 5-12

� Identified members eligible for PCCM 
program 
�$0.50 PMPM for Non-Chronic members
�$8.50 PMPM to physicians for Chronic members 
and $9.50 PMPM to network

� Base data was CY10 and CY11
� Accounted for enhancement payments and 
provider taxes
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Scenario 1 – Current Delivery System

� Incorporated adjustments for Incurred but 
not Reported (IBNR), maternity program 
change, trend and PCCM savings

� Includes State Administration of 1.7% of 
premium so that scenario can be directly 
compared to PCCM and MCO scenarios
�Previously State Administration was 3.4% 
however a portion will remain regardless of the 
direction the State goes with the program

� Pharmacy rebates accounted for once 
savings are modeled
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Scenario 2 – PCCM Statewide

� Assumes PCCM expanded to regions 5-12 
and to all Medicaid members Statewide

�Used same base data as Scenario 1
�CY10 and CY11
�Data adjusted for enhancement payments and 
provider taxes

� Incorporated adjustments for IBNR, maternity 
program change, and trend

�Pharmacy rebates accounted for once savings 
are modeled
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Scenario 2 – PCCM Statewide

� Incorporated impacts due to a PBM

� Incorporated impacts due to Statewide 
PCCM savings

� Includes State Administration of 1.7% of 
premium so that scenario can be directly 
compared to Current and MCO scenarios
�Previously State Administration was 3.4% 
however a portion will remain regardless of the 
direction the State goes with the program
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Scenario 3 – MCO Statewide

� Assumes MCO established Statewide

�Used same base data as Scenario 1
�CY10 and CY11
�Data adjusted for enhancement payments and 
provider taxes

� Incorporated adjustments for IBNR, maternity 
program change and trend

�Pharmacy rebates accounted for once savings 
are modeled
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Scenario 3 – MCO Statewide

� Incorporated impacts due to a PBM

� Incorporated impacts due to Statewide 
MCO savings

� Includes MCO administration and profit so 
that scenario can be directly compared to 
Current and PCCM scenarios
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Total Baseline 

Costs

Total Baseline 

State Share

SFY14 $2,796m $906m

SFY15 $2,887m $935m

SFY16 $3,004m $973m

SFY17 $3,130m $1,014m

SFY18 $3,261m $1,057m

TOTAL $15,078m $4,885m

Total Baseline and State Costs (Excluding LTC 
and Waiver Populations)
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PCCM Total

Savings (FFS)

PCCM State Share

Savings (FFS)

MCO Total

Savings

MCO State Share

Savings

SFY14 $83m - $151m $27m - $49m $142m - $165m $46m - $53m

SFY15 $88m - $180m $28m - $58m $143m - $181m $46m - $59m

SFY16 $88m - $207m $29m - $67m $174m - $220m $56m - $71m

SFY17 $95m - $218m $31m - $71m $182m - $259m $59m - $84m

SFY18 $102m - $230m $33m - $75m $189m - $299m $61m - $97m

State Savings 

with Current 

Funding

$148m - $320m $268m - $364m

Savings Comparison between Baseline and 
Optumas PCCM and MCO Scenarios
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PCCM and MCO Savings Drivers

17

� PCCM Savings
�Mostly through incorporation of a PBM
�Also PCCM Savings from chronic populations
�Offset by increased non-medical load for PCCM 
fees

�MCO Savings
�MCO Savings (Hospital, Pharmacy, and 
Lab/Rad)

�Offset by increased non-medical load
�Also offset by slightly higher trends

© Optumas

Savings Comparison between Baseline and 
Optumas PCCM and MCO Scenarios

� PCCM(+) and MCO(++) 
� Inpatient – reduction in admits due to more integrated 

care management
� ER – lower intensity visits avoided due to more efficient 

patient management by physicians
� Outpatient – shift in utilization due to reduction in 

inpatient utilization
� PCP/FQHC/RHC – increase in utilization due to care 

management and shift in ER utilization; promotion of 
preventive services

� Rx – savings achieved through PBM

� MCO(++)(in addition to above)
� Lab/Vision – savings achieved through aggressively 

managing specialty vendor
� Payment integrity program – to remove fraud/abuse
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PCCM State Share Savings (FFS) MCO State Share Savings

Total Savings $148m - $320m $268m - $364m

Impact of Pharmacy Assessment $(49)m $(49)m

Impact of Hospital Assessment $(1,343)m

Adjustment for Hospital Savings $(15)m - $(84)m

One Time IBNP Cash Flow Impact* $(78)m

45 Day Capitation Delay** $107m

MCO Premium Tax $563m

1115 Waiver ?? ??

Expenditure Cap ?? ??

Potential Funding Issues

19

* Per Mercer’s Analyses
** Will be a savings in SFY14-SFY18 but a cost in SFY19
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