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Treatment of Irrevocable Burial Trusts under MA
(DHFS -- Mediecal Ass;stance)

{LFB 2()01~03 Budget Summary Page 365, #17]

C{}RREN T LAW

Trearmenz of Burzal Expenses Una’er MA Undf:r current law persons who are 65 yeats.
of age or older, blind or disabled may qualify for medical assistance (MA) if their resources and
income do. not exceed specified limits.  In determining whether an-applicant meets the resource
criteria, certain types of assets are excluded.. One such excluded asset is an irrevocable trust used
to fund a burial agreement with a value up to $2,500. If an applicant has an.irrevocable trust
 with a valne that axceeds $2 SDG oniy the valuﬂ af the trust. that axceeds $2 5@0 i3 cons1dered a
ceuntabieasset e e e TN R

. In addmon to the $2 50{) zrrevocable bunal trust, other buna} assets are ﬁxciuded fmm
countab}e assets. for the .purpose .of determining MA eligibility, including: (a) burial plots of any
value for any member of the immediate family; (b) burial spaces, which include vaults, caskets;
mausolenms, urns, necessary and reasonable improvements upon the burial space such as
headstones, and arrangements for opening and closing ‘the - gravesite for any member of the
immediate farnily; (¢} an insurance policy purchased for the insured person’s funeral expenses; and-
(dy burial funds for the person and his or her spouse, not to exceed the difference of $1,500 iess the
sumn of any excludabie life insurance and the amount in any mevecable bur;al trust

Aithoucfh MA. resource. hxm!:s exciude all types of prepaxd funerai expenses, current law
regui_a_nnv funer&i directors requires that any prepayments, except for cemetery lots; graves, outer
burial containers preplaced into the burial excavation of a grave, cremation urns, mausoleum spaces
or grave or cemetery lot markers or monuments, must be placed into trust. As a result, an MA
applicant may not be able to cover-the entire funeral and burial costs by purchasing a-buriai plot (or
space}; grave marker, and an irrevocable burial trust (which is limited to $2,500). However, if an
individual is willing to use burial insurance, which has no limit, an individual may dedicate as much
of their assets as he or she wanis to arrange for funeral and burial arrangements.
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.. different. bemﬁclary at any time prior to ¢ cath, after w"" ;

Individuals may purchase ‘burial insurance by making a lump-sum payment or by aking
monthly payments. If a burial policy calls for any excess proceeds to be paid to a secondary
beneficiary, it is considered to be life insurance, rather than burial insurance, for purposes of MA
eligibility. Similarly, if a policy calls for the proceeds to be paid to a private party that is expected,
but not legally required to-use the funds for the-burial costs of the insured, the policy is considered
to be life insurance for the purpose of determining MA eligibility. Although it is not tied to burial
costs; an individual is allowed to exclude life insurance with a cash value of up to $1,500, which
could serve to pay for funeral expenses. :

Current law relating to burial insurance includes a-number of provisions that are intended to
protect consumers. For examp_ié, burial insurance-must:- {a) limit prices for services to no more
than the prices in the funeral establishment’s general price list required under the funeral industry
practices regulations -of ‘the: Federal Trade Commission; (b} indicate whether the' prices are
guaranteed; (c) mchcate what is dﬁne with any funds remammg after funeral expenses have been
paid; and (d) specxfy what services: are tor be provzded T L

b AH funds for a burial {mst must be depesztcd Wlth a bank trast company, savmgs and loan,
or credit union. : The bank or other en{ﬁy must be furnished with a copy of the- burial contract.
Upon receipt of a certzﬁed copy of the certificate of death, ‘together with the written statement from
the funeral director that the burial agreement was comphed w1th the bank or other ent;ty must
reiease the trust funcis to the funeral d1rector ' :

Currant 3aw reqmres that the pcrson selhng or: offennv for Sale the ‘burial services‘be made
the benefimary {D'f the trust. The statutes do niot specify what 1§ dorie if 2 person’s funemi and burial
costs are-less: than the: amount placed in the irevocable: burial trust. --A- person may designate a

ﬁ.'mevocab}e burial trust may have a secondary beneﬁc ar
funeral. Often the secondar}f beneﬁcxary is the person’ s estate, in which case DHFS may recover
excess funds through the MA estate recovery program; If the beneﬁczmy is a family member, any

_ni_-nc)’tme o the current beneficiary. An. .
“to ‘Teceive -any. funds not. used’ for the

remammg funds would not be part of the perssn s estate and could nﬁt be pursued under the’ MA R

estate :fscovery pmgram T

Coumy Funded Bunal Expenses Under current law zf any mdxwdua} who is receiving
pubhc assistance benefits. dies, and the estate of that tecipient .is -insufficient to pay:the funeral,
burial and cemetery expenses for that recipient, the county or tribe is:required to pay up to $1,000 in
cemetery expenses and up to $1,500 for the funeral and burial-expensesnot paid by the estate of the
recipient and other persons. The state is required to reimburse the county or tribe for these
expenses. - Funding to pay-these costs is ‘budgeted:in the Department of Workforce Development
(DWD)." Reimbursement for funeral, ‘butial ‘and cemetery expenses in excess of $3 0{}0 may be
prowded xf }‘.’}W}} approves the rmmbﬁrsemem dae to unusaai c1rcumstances -

If the 1omi fzmerai and buriai f:xpenses for the I‘S{':lplf‘:nt exceed $3 S“ no paymant for the
funeral and burial expenses is required. Similarly, if the total cemetery expenses exceed $3,500, the
county or tribe is not requzred 1o make any payment for the cemetery &xpenses ofthe reczpiem e
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-Funeral, burial and cemetery expenses may be provided only if the deceaséd individual was
receiving benefits: ' (a) under-a ' Wisconsin Works (W-2) subsidized émployment position; (b} as'a
custodial parent of an infant age 12 weeks or under in the W-2 program; (¢} under the MA program;
or{d) under the supplemental security income (SSI) program. -The state does not reimburse the
funeral and burial-costs of persons receiving general assistance (GA), but counties that have a GA
program may -provide funeral -and burial assistance with their-own funds.  Usually, counties will
mirror the state’s reimbursement levels. If the state changes: its reimbursement levels, counties;
althcuwh not reqmred may match those mcreases

Funeral anci burzai expenses may mcluda a.li costs assc:c;ated w1th the preparauon of the.
body, purchase of a casket, burial clothing;. and the employment of .personnel. for funeral and.
graveside :services and transportation. Cemetery expenses may include  cremation, -cremation
permits, interment, opening and.closing of the grave, burial plot, perpetual care, use of.a lowering
device, tent, grass matting; chairs and body storage. When required by the cemetery, expenses may
include a. crypt vault or concreze slab cevemng the top of a wcodcn box and:a g:rave marker. .

GGVERJ\OR '

}Increase MA beneﬁts fundmg by $501 600 ($207 800 GPR and $293 800 FED) in 2002-
03 to refiect the progected costs of i increasing the mammum amount of an m‘evocable burial trust
that may be eexcluded fmm an MA apphcants countable assets, from $2, 500 1o SS 300 “This
change would first appiy to bur:a} trust agreements entered into on January 1 2003 B '

___BI{SCUSSION POINTS

}Cncreasmg the MA nmvocabie buml trust: hmzt may beneﬁt funeral homes becan
MA rwlpaents may be encouraged to set aside more of their resources for their funeral and:burial
costs.- Although Wisconsin provides funding to counties for the funeral costs of MA recipients if
they donot have resources for those services, the funding is limited to $1,500 for funeral and burial
expenses and to $1,000 for cemetery expenses. The $1,500 for funeral and burial expenses may not
cover the full costs of the funeral, and as a result, the funeral home may not be reimbursed for all of
its costs. If ‘more MA" recxplems place more finds' in’ an irrevocable burial ‘trist or other exempt
asset,” there may ‘be fewer cases where “a funeral homes wouki recewe the Eowcr maxinm
rezmbarsemem Ievel aliowad for an mdwent person AR s - :

2.0 In Aprﬂ 1999 tlus ofﬁce surveysd a smaH sampla of counties:to obtmn mf&}rmatmn
on the typical expenditures made for indigent funerals: - At that time, the limit for funeral expenses.
was $1,000. From the information received, the limit of $1,000 for cemetery expenses appeared at
that time to be adequate in:most cases, although not always. On the other-hand;:counties indicated
that funeral expenses typically exceeded the $1,000 payment limit. ‘Brown: County reported that the
average «charge for funeral services was $2;327 in calendar year 1998. - Although each county
varied, it appeared that at least 80% of the burials had funeral expenses in: excess of the $1,000
maximum. One county reported that every burial involved funeral expenses that exceeded $1,000.
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_ 3. .. The May, 2001, issue of Consumer Reports: contained .an article on funeral costs,
and. found that "throughout the country, there are-plenty of standard funerals -- with viewing,
ceremonies, and an-attractive casket-- costing $2,500 to $4.500, excluding cemetery charges.” . The
survey found the median prices charged by small local chains were as follows: (a)$1,110 for
immediate: cremation - with' minimum: casket/container; (b) 51,384 for immediate burial ‘with
minimum:casket/container; (c) $3.099 for standard funeral with alternative: casket/contamer and (d)
$4.067 for standard funeral with 20-gauge steel casket e s

4. Increasing the maximum amount of an 1rrevocabiﬁ bunal trust fmm $2 500 0
$3,300 may allow cértain’elderly and disabled MA " applicants-to become eligible for MA at an
earlier date by allowing such ‘individuals to exclude an additional $800 of assets, tather than
requiring those -assets to be used for the costof their care. It is difficult to precisely estimate the
fiscal impact of this change, since there is-incomplete’ information on the use of burial trusts. ' In
addition, since there ‘is no limit on the amount-of irrevocable ‘burial insurance; it'is not known
whether increased use of irrevocable burial trusts would in part or it whole be offset by decreases in
the use of burial insurance or the amount of funds used to prewpurc:hase a burial plot or grave
marker.

5. .. A review of MA applications filed in February 1997, indicated that 16% of MA
appkcants (approxzmately 600) in that month rep{)rted having burial trusts, w1th an average value of
$1,500. Since the’ average value of the bunal assets was $1; 500, the samp}e suggests that fewer than
300 applicants monthiy would utilize any expanswn in the 11mit for irrevocable buna} trusts In
addition, any increased use of an irrevocable burial trust may be offset by a decrease in the use of
burial insurance or other exempt assets. For some individuals, burial insurance, which has no limit,
may be preferred. If it is assumed that 200 applicants per month had sufficient assets to. utilize the
; -8800 expansmn in an mevozable burial trust ‘and: that i;here were no “offsetting. changes in burial .

' insurance or other exempt assets, MA costs. would increase-by approximately $960,000'($398,400

GPR-and $561.600 FED) annually.  On.the other hand, if only 60 applicants per-month would
benefit from the expansion; MA costs would increase by $288,000:($119,500 GPR and-$168,500
FED annually).- The funding that wouid be prowded in the bill ($5{31 600 all funds) is close to the
rmdpomt of thiS mnge ' _ Fe :

6. : A gas&bie secondmy effect of mcreasmg ti]e hmlt ;&}r an 1rrevocabie bunal tm%t is
that state costs for indigent funeral and burial costs would be reduced in the future, since the MA
recipient would have additional funds in the irrevocable burial trust to support their own funeral and
burial costs. Based on inquiries with counties, it appears that MA nursing home recipients often
may have some of their assets directed to a burial trust or-other burial items.: Nursing homes and
county workers typically advise MA applicants seeking MA coverage of nursing home services that
it may be to their benefit to provide for burial expenses, since otherwise, their MA eligibility would
be delayed until ‘their assets have been depleted to MA eligibility levels. . MA nursing home
recipients make: up a significant percentage of individuals receiving public assistance for burial
costs. There are-approximately 32,000 nursing home residents whose services are funded under
MA. Basedon a limited survey.of counties, it appears that a significant proportion:of recipients of
public funds for burial costs-have some burial funds or other assets to contribute to the cost of the
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burial.  Although it is a limited sample, perhaps 30% to 40% of recipients of public burial
assistance have some burial funds or other resources to contribute to their burial expenses.

7. If the expansion of the Hmit for the irrevocable burial trust causes a net increase in
MA expenditures, MA recipients would have a higher level of exempt resources to support their
burial costs. The increase in burial resources, however, may not befully recovered in lower burial
assistance since: (a) some MA recipients may be trying to bypass divestment restrictions by putting
more into burial funds than needed in the hope that excess funds are left to family members; (b)
more is placed in the burialtrust than is-needed for burial expenses; and (¢) the higher amount of
burial resources may result in higher burial expenses (funeral-and cemetery expenses could not each
exceed $3,500 and remain eligible, though, for public assistance). In addition, any reduced public
assistance funeral costs would not occur immediately, but at a later time. It might be expected that
any savings would not occur for two to Ehrae years In nursing homes, approximately 32% of
dxscharges mayear are due to death o A S B

8. In summary, the pro;ected increase in MA costs Woulé hke}y be partially offset by
savings for state expenses for public burials. However, the savings would not be realized in the
current biennium;‘and the ‘savings would likely be less than the increase in MA costs. It is not
known what portion: of the increase in MA costs would be-offset by funeral savings; but it may be
reasonable to assume that the offsetting savings would range of 20% t0 40%. . . .

5. Although there are a number of exempt assets that may be used to fund funeral and
burial cxpenses increasing “the limit for an- irrevocable burial” trust may provide potentlal MA
recipients more flexibility in provxchng for thieir funeral and burial expenses. ‘Since the average cost
of standard funerals -- with viewing, ceremonies, and casket- costs from $2,500 to $4, 500
' excludmg cemetery charges a iumt hzgher thau $2 500 may reasonable '

10. The esnmated cost of 1ncrcasmg the limit from SZ 500 to $3 3@0 on January, 2003 is
$501,600 all funds.” If the limit were to be ‘increased further to $4,000 on January, 2003, the
estimated additional cost would be $294,100 all funds ($122,000 GPR and $172,000 FED). These
amounts represent the cost for six months. If these limits were in effect for the whole year, the
annual cost would be twice these amounts. R

11.  -The disadvantage of increasing the limit is that it increases the range of exempt
assets, and would allow a number of persons to become eligible for MA sooner, and would increase
MA expenditures. Given that there are a number of exempt assets, including all irrevocable burial
insurance, irrevocable burial trusts up to $2,500, burial space and marker of any value, life
insurance with a cash value of $1,500, and any assets up to $2,000, it could be argued that there are
enough options for an individual to provide for their funeral costs, and that the current limit of
$2.,500 is sufficient,

ALTERNATIVES TO BASE

1. Approve the Governor’s recommendation.
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DT Alternative i oo AT GPR - EED TOTAL

'2001-03 FUNDING (Change o Base)' $207,800 | $293,800 $501.600
{Change to Bill &0 &0 50}

2 Increase :the Hrevocable buriai trust hzmt to $3 OGG on January 1, 2003 Reduce
MA benefits, fundmg in-the bill by $188 100 ($77 700 GPR and Sl 10,400 FED) in 2003-03.

CcARermative 2.0 oo oo oo G @PR e ﬁgg - TOTAL

11-2001:03 FUNDING {Change to Base) CLUS130i100 0 U $183,400 $313,500

A [Changsto Bill . . -$77.700 . -$110400 - $188,100]
30 Increase the 1rrev0cable burial tmst hmzt 10 $3 SOO on January 1, 2003 mcraase

MA benefits funding by $106 600 (S44 200 GPR and $62.,400 FED) to reflect the' pro;ected costs
of i mcreasmg the hrmt

Anernativea e :5':- aol ety o o @PR G oo o FED o 0 TOTAL
- |- 2001-03 FUNDING {Change toBase) ' - © $252,000 . - $356,200° -  $B08,200 | . ’
[ChangetoBilf . $44200 .  $62400  $106,600] |
4 Increase tha 1rrcv0cable buriai tmst hm_zt 1o S4 {}OO on J anuary l 2003 Increase

MA beneﬁts fundmg by $294, 100 {SEZE 000.GPR and $172,000. FED) in 2{)02«03 1o reflect the -
progected costs of i mcreasmg the limit...

wiki B

R Aitematwe4 i Cgp _ : " PED TOTAL
| 2001-08 FUNDING {Change to Base)" 7 gaze 800 $465,900 $795,700
_ : [Change o8l . .. $122.000 - - - $I7TET00-- $294,100] 1.
5. Delete provision.
-Alternative 5 o o B Lo - GPR- - v FED - TOTAL
2001-03 FUNDING (Change o Base) - $0 - © $0 %0
. fChange to Bilf ~ §207,800 - $293,800 - $501,600]

Prepared by: Richard Megna.
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Legislative Fiscal Bureau
One East Main, Suite 301 » Madison, WI 33703 » (608) 266-3847 « Fax: (608) 267-6873-

June 4,200t 7 'Join_t Commi_ttee' on Finance =~ ~ Paper #47_7

Reimbursement for Hearing Aid Services (DHFS -- Medical Assistance)

- [LFB 2001-03 Budget Summary: Page 366, #19]

CURRENT LAW

..., Under the state’s medical assistance (MA) program, the Department of Health and Family
Servxces (DHFS) pays hearing aid provzders the lesser of the maximum reimbursement rate
estabhbhed by DHFS or the provxder s net cash outlay cost. The net cash outlay cost is deﬁned

as. the actual cost to, thc provxder to purchase the heamng aid package or the wholesale cost
However the net ca.sh outiay cost does not include any mailing or hand}mg charges. The current

. maximum re;mbu}:sement rate for hearmg aids is $246 for one ear and $492 or two ears. o
- Additumaﬁ}@ DHFS pays a dispensing fee to providers for the cost of dispensing the hearmg aid.

The current dispensing fee is the lesser of the provider’s usual and customnary cha.rges or $211 f()r
one ear or $316 for two ears. Additionally, MA covers hearing aid batteries and the cost of
repairing hearing aids. . : .

B 1999»(}0 MA cxpendltures for hearmg aids :-md supphes totaied $627 700 In calendar
yea: 2000 2,631 hearmgs aids were purchased under MA.

GOVERNOR

“Provide $250,100 (146,500 FED and $103,600 SEG) in 2002-03 to fund a 15% increase
in the maximum reimbursement rate for hearing aid packages and repair services, effective July
1, 2002, The segregated funding provided for this increase would be avazlable from the MA trust
fund that would be created in the bill.
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DISCUSSION POINTS

1. The Governor’s budget bill would provide funding to support a 15% increase in the
reimbursement rates paid for hearing aids and related services, including the dispensing fees, repair
costs and supplies, beginning in 2002-03. The Governor recommends the increase to respond to
difficulties MA recipients have finding suppliers willing to accept MA reimbursement for the
purchase or repair of hearing aids. Tt is currently estimated that the cost to provide a 15% rate
increase for hearing aid related services totals $362,600 ($212 100 FED and $150,500 SEG) in
2002-03. Therefore, if the Committee adopts the Governor’s recommendations, the funding in the
bill should be increased by $112,500 (865, 600 FED and $46 900 SEG) in 2()02 03 10 fully fund the
projected cost of the Governor’s proposal.

2. A review of wholesale catalogs for hearing aids ‘and supplies suggests that the
current maximum MA reimbursement rate for hearing aids ($246 for one ear and $492 for both
ears) is inadeéquate to cover the wholesale costs of most hearing aids. ‘Of the over 100 hearing aid
prices reviewed, approximately 16% were available for less than $300 for one ear in 1999. Many
low-technology hearing aids appear to be available in the $300-$400 range, while the cost of
hearing aids with more modem technology, mciudmg programmable and dlgzial alds range from

- $500 to $1,500.

307 As arestlt of Tow MA reimbursement rates, MA' rcc;pzems that require hearing aids
find it difficult to find prowders wﬂimg to accept MA reimbursement for hearmg aids.” Since 1997,
the number of hearing aids dzspensed under MA has decreased by approxzmately IO%, from 2,619
in 1997 o’ 2361 in 2001. " This" decrease has come at the same time that the number of MA
rec1pients most 11kely to requxre hearmg aids, (MA rec1pients over the age of 65) has remained
~relatively. stable. Addmonail"y, since’ MA- rmmbursemant rates- only aiiow for the purchase of
heaﬂng aids with ‘the oldest technal@gy, MA rempwnts fmd it dafﬁcult Eo find supphers able to
repan: older Eechno}ogy hearmg a1ds a

4. A comparison of -W_Isconsin’s reimbursement rates for hearing aids compared ‘with
surrounding states indicates that Wisconsin’s MA reimbursement rates for hearings-aids are low.
1linois reimburses providers up to $400° f(:fr auds for one ear and $8(}O for aids for both ears. Iowa
reimburses providers for the invoice cost of” the hearing aids. Minnesota has no maximum
reimbursement rates, but instead purchases hearings aids at volume discounts and pemuts prov1ders
to select hearing aids among the hearing aids available from the state. -

_ '5'._ .~ With the Governor’s recommendations, the reimbursement rate for hearing aids
wcsuld increase fmm $246 for one ear to $’3’83 and from $492 for both ears to $566. These
reimbursement rates would still be lower than surroundmg states and most hearing aids would
continue to be unavailable for MA recipients.
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6. The Committee could increase the reimbursement rate for heafin_g aid instruments
beyond the increase recommended by the Governor. The following table identifies rates that would
be paid for hearing aids for oneear and both ears if rates  were increased by 15%, 30%, 50% or
100%.

Companson of Reimbursements Rates for Hearing AldS
: - {mder Propesed Aiternatlves o

Proposed Increase ~..  Cument . ' 5%  30% o 50% 100%

Reimbursement Rate .

One Ear $246 $283 $320 $369 $492
Both Ears 492 566 640 738 984,

7.~ 'The segregated funding provided in each of the alternatives would be provided from
the MA trust fund that would be created in the bill. Revenues from the trust furid are MA matching
funds the state receives under the nursing home intergovernmental transfer (JGT) program and
replaces GPR that would otherwise be budgeted as the state match for these services.

ALTERNATIVES TO BASE

1. Adopt the Governor's recommendations to provide a 15% increase in the
reimbursement rates for hearing aids and related services, as recstzmated by mcreasmg fundmg in. .
the bill by $112,500: ($65 6(}8 FED. and S46 900 SEG) in 2002-03.- R DR A

Alternative 1 FED SEG TQTAL
2001-03 FUNDING (Change to Base) $212,100 $150,500 $382,600
[Change to Bil §65,600 $48,900 $712.500]

2. Provide funds for a 30% increase in the reimbursement rates for hearing aids and a

15% increase in reimbursemnent rates for hearing aid-related services, by increasing funding in the
bill by $308,500 ($180,300 FED and $128,200 SEG) in 2002-03.

Alternative 2 FED SEG TOTAL
2001-03 FUNDING (Change to Base) $326,800 $231,800 $558,800
{Change o Bilf £180,300 §128,200 $308,500}

3. Provide funds for a 50% increase in the reimbursement rates for hearing aids and a

15% increase in reimbursement rates for hearing aid-related services, by increasing funding in the
bill by $557,700 ($326,100 FED and $231,600 SEG) in 2002-03.
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Alternative 3

FED BEG " JOTAL

200103 FUNDING (Change to Base) $472,600 $335200 ~©  $807,800
: [Change to Bill $326,100 $231,600 o BEE7,T00)
4. Provide funds for a 100% increase in the reimbursement rates for hearing aids and a

15% increase in reimbursement rates for hearing aid-related services, by increasing funding in the
bill by $1,086,700 ($635,600 FED and $451,100 SEG) in 2002-03.

Afternative 4 FED SEG TOTAL
2001-03 FUNDING (Change to Base) $782,100 $554,700 $1,386,800
[Change 1o Bilf $635,600 $451,100 $1,086,700]

5. Delete provision.
| Alternatives. . _ _ FED . ... SEG .. TOTAL
2001-03 FUNDING (C?zange i Base}. S S$0 e 80 80
[Change to Bill - 3146 500 - $1{)3 800 - 5250 100]

: 'Preparé'd by: ‘Rachel Carabell
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Legislative Fiscal Bureau
- One East Main, Suite 301, » Madison, WI 53703 » (608} 266-3847 » Fax: (608} 267-6873

June 4,2001 ~ Joint Committee on Finance Paper #478

Prov;der Fraud and Abuse (DI—IFS - Medxcal Ass:stance)

[LFB 2001~03 Budget Summary Pace 366 #20}

CURRENT LAW

: Provzder Cemf cazzon and Recover} of Payments Under currcnt law the Departmem of
Health and Farmly Serv1ces (DHFS) 1s responsible for cstabhshmg the criteria for certification of
medical assistance (MA) prowders certifying those providers and reimbursing those pmwders
for services they provide to MA recipients in accordance with criteria established in state and
federal law, federal regulations and administrative rules. The criteria for reimbursement of
services are described in handbooks available to MA-certified providers.

IDHFS? is reqmred to recover mﬁney 1mpr0per§y or erroneousiy pmd to a prowder, after" L

pmvzdmv reasonable notice to the grovxder arid the opportunity for a hearing. DHES can recover
improper and. erroneous payments by offsetting or adjusting amounts owed to. the provider,
crediting the amount against a provider’s future claims for reimbursement or by requiring the
prowder to make direct payment to DHFS or its fiscal agent.

DHFS is requircd to decemfy or suspend a provzders ceruﬁcaﬂon um}er MA if after
gwmg reasgnabie notice to the prowde,r and an_opporunity for a hearing, DHEFS finds that the
prmzider has violated, federa} or state law or adnnmstrat;ve rule and such violations are by law,
regulation or rule, grounds for decertification or suspension. No payment may be made to a
provider subsequent to its dscernficaimn or during a period of suspension.

- Autkorzt} t0 Audzr or Invesrzgate and Issue Subpoenas Currentiy, DHFS may appomt
perssnnel to audit or investigate and repert to DHFS on any matter mvoivmg violations or
complaints alleging violations of statutes, regulations or rules apphcable to MA and to
investigate or audit providers to verify that the services or items were actually provided and the
appropriateness and accuracy of claims submitted for reimbursement by providers. Employees
appointed by the DHFS Secreiary to conduct such mvestlgat;ons and audits have access to any
provider’s records, books, documents or other needed information. These employees may also
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hold hearings; administer oaths, take tcst:mony and pf:rfo:m all other necessary dutzes to -brmg
such matters before DHFS for final adjudication and determination. o :

The DHFS Secretary may issue subpoenas for the production of any pertinent books,
records or other information. A person refusing to obey any such subpoena may be jailed by
order of a judge in a court of record in the county where the individual is served. Failure to obey
the subpoena constitutes grounds for decertification or suspension of certification under MA.

MA Offenses. Persons convicted of committing fraud against MA or soliciting, offering,
accepting or paying remuneration, including kickbacks, bribes or rebates, in connection with MA
payments are subject to fines of more not than $25,000 ‘and-no ‘more than’séven’ ‘years and six
months in prison. Individuals convicted of helping others to commit fraud against MA are
subject to fines of not more than $10,000 and no more- than one year'in jail. The Department of
Justice (DOT) operates a Mechca}d fraud control umt (MFCU} that mvesmgates cases aHegmg
fraud in MA. SR : : : e

Tmnsfer of Busmess Ltabzhz} for Repayment If a provider is liable for repayment of
improper or erroneous payments: or overpayments under MA and that provider transfers all ‘or
substantlaliy all of the assets of the business, both the transferor and the transferce of the assets
are liable for the repayment. Prior to final sale, the transferee is responsible for cc)ntactmg DHFS
and ascertaining whether the transferor 1§ liable for” repayments under MA. These prowsmns

supersede other statutory provmmns regardmg busmess corporatmns nonstock corporanons and_

cooper ahves

If a sale or tra.nsfer OCCUrS | and the apphcable amount of any recovery is not: pmd in full

DHFS may proceed against either the transferor or the transferee. Within 30 days after receiving

notice from DHFS, the transferor or the iransferm must pay the amount in full; Upon failare to
compiv DHFS may brmg an action to compcl payment If the transferor fails’ to pay within 90
days after recewmg nouce from DHFS DHFS may decemfy or susyend that prov1ders
certification. _ _

Certification of Overpaymenrs 1o DOR At ieast annualiy, DHFS must cemfy to DOR the
amount that BHFS may recover for incorrect payments for’ beneﬁts paid under MA if the
incorrect payment results from’ any misstatement or omission of a fact by a person appiymv for
MA. This right of recovery is against the MA remplent and is limited to the amount of the
benefits incorrectly paid. “DHFES may only certify to DOR’ such amounts if it has provided
sufficient notification to'the MA recipient’s last known address at least 30 days prior to when it
certifies to DOR the amount to be recovered. Additionally, DHFS may only certify to DOR any
amounts that have not bcen appealed or are no longer under appeal. Such ccmﬂcatxon to DOR
allows the amount of any recovery agamst a person to be set off from any state tax refund that
may be due ihat person

DHFS Audit Operations. In 1999-00, DHFS recovered appmmmaﬁaly $14.2 million (all
funds) as a result of its provider auditing activities, DHFS has 45.0 positions in its Bureau of
Health Care Program Integrity including nine financial auditors and seven nurse consultants that
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conduct medical audit-and review activities. These positions conduct between 15 and 20 on-site

audits per month. DHFS uses a variety of information sources to determine which providers to

audit, including external data provided by federal ‘authotities, cornplaints and referrals from MA

recipients and other providers: 'Additionaiiy,DHFS uses internal resources to identify potential

~ problem areas, including unusual:claims activity and past performance of'a prﬂvzder DHFS also
randomly selects providers to be audited. A

DHFS audits mciude pre -onsite; onsite and post«-onsﬁe actmtzes

Pre~onszte actavztxes mclude the seiecimn of Ihe prowdf:rs to be audlted developmant of an
audit plan, preparation of data and sending-an audit announcement letter to the provider two weeks
in advance of the audit. : . S X - : :

Onsite activities 1nclude an entrance conference in Wthh DHFS audzt staff expiam to the
provider -the steps involved. in"the audit, identify the-types of documentation needed and the
anticipated length of the audit. After completing the:audit activities, an exit'conference is held, in -
which DHFS audit staff discuss with the provxder their prehrmnary ﬁndmgs and the timeline for the
next steps oy R :

The post~onszte actzv;ty mcludes prowdmcr a ietier 1cienufymg the audn:s prehmnaxy
ﬁndmgs and the amount DHES intends to recover, if any.. Forty-five days following the preliminary
findings letter, if DHFS intends to seek recovery of payments, DHFS provides a letter indicating
that it intends to recover any amounts identified in the audit and nonﬁes the prowder of the
pi'OV}dCIS nght toahearmg : . T, . s S PRI

If the aud;tt uncovers any zu:zmncs that sugge:st ihe provzcier 18 cemmng or has comnutted Lo

' ﬁ‘aud DHFS notifies the DOJ MFCU of iits findings. - If the audit uncovers any activities that -

suggest that professmnai standards are bemg violated, DHFS nonfies the Departmeni of Regulation
and Licensing of 1its: ﬂﬁdmgs g : L e L

GQV'ERNOR -

" Decrease the MA" beneﬁts appropriatlon by $20’? 500 ($86, 600 GPR and $12O 900 FED) i in
2002-03 to reflect projected MA benefits savings that would result by eaactmg the following
statutory mod;ﬁcaﬁons Wthh are mtended to reduce fraud and abuse by MA prov;ders

Limit on zke Number of Cemf ied MA Providers. Authorize DHFS to limit the number of
providers of particular MA services that may be ceértified, or limit the amount of resources,
including employees and equipment, that a certified provider may use to provide particular services
to MA recipients, if DHFS finds that: (a) exxstmg certified providers and resources provide services
that are adequate in quahty and amount to meet the need of MA recipients for the particular
services; and (b) the potenna} for MA fraud and abuse exzsts 1f addmonal pmvzders are cemﬁed or
addmcnal resources are used by cert;ﬁed prcwders

Recoveries and Opportunity for a Hearing. Delete the requirement that DHFS provide an
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opportunity for a hearing. before recovering money improperly -or erroneously paid to an MA
provider. Instead, require DHES to provide an opportunity for the provider to present .information
and argument to DHES staff, before DHFS could recover money improperly or erroneously paid.
Require. DHFS to establish a. deadline for payment of a recovery and reguire providers. to. pay
interest. on any delinquent recoveries at the rate of 1% per - month Or: fractien of -a month from the
date of the overpayment. st o s dest

Fees for Repeat Offenders. - Authorize DHFS, after providing: reasonable. notice and an
opportunity for a hearing, to charge a fee to a provider that repeatedly has been subject to recoveries
because of the: provider’s failure to follow identical or similar billing procedures or to follow other
identical or similar program requirements.  The fee could not exceed $1,000 or 200% of the amount
of any repeated recoveries, whichever is greater. The revenue from these fees would be used to
pamaily suppon the costs of conductmg prov:der audms and mvesngaﬂons

Reqmre a pmvxder sabjected to such a fee to pay itto DH:FS wﬁhm 10 days after recmpt of -
the fee notice or the:final decision after an administrative hearing, whichever is later. ‘Authorize

DHEFS to recoverany. part of a fee not paid within the 10 days by reducing any payments owed to

the provider for services provided. Further, authorize DHFS to refer any such unpaid’ fees not

recovered to the Attorney General for collection. Specify that failure to pay such a fee is grounds
for decertification as an MA provader Specify that payment of the fee does not relieve the provider
of ‘any other legal hablhty fer racovery, but payment of the fee is not ev1d€nce Of vmlanon of a
S{amte or mle : : LoELTED . . = .

Revenue recewcd from the payment of fees charged to repeat offenders under thls provaszen '

would be credited to a new PR appropnation The ability to charge providers a fee for repeated

R __re:covenes would first apply. to rape&ic& rccovenes from the zdentical provxder that a.re made on the A
' -'bﬂlsgeneraleffectwedate e SR i o

Resn iction on Prowder 5 Pamczpanon Reqmre DHPS to restrict a provaders pamc:ipation
in MA, rather than suspend 'a provider’s certification, if after giving reasonable notice and
opportunity for a hearing, DHFS finds that the provider has violated a federal statute or regulation
or a state statute or rule and the violation is by statute, regulation or rule grounds for decertification
or Testriction. Raquire DHFS to suspend the provider pending a hearing. if DHFS includes in its
decemﬁcatwn notice findings. that the provzder s continued participation in MA pending the hearing
is likely to lead to u'retnevable loss of pubhc funds and 1S unnecessary 1o provade adequaie access to
services to MA recipients. Reqmre DHFS to issue a written decision as soon as practicable after the
hearing. . These provisions would first apply to violations of federal and state statutes, regulations
and rules cornrmttad on the bill's gcneral effect date. :

Requzre Surezy Bond as a Condman of Cert;ﬁcatwn Autho&ze DHFS to requlre as a
condmon of certification, all provzders of a specific service, to file with DHFS, a surety bond issued
by 2 surety company licensed to do business in Wisconsin. Prowders subject to this pmwswn
would be those that provide MA services for ‘which. providers have demonstrated szgmﬁcan{
potential to violate specified MA offenses, to require recovery or to need additional sanctions.
Require that the surety bond be payable to DHFS in an amount that DHFS determines is reasonable
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1n view of amounts of former recoveries against providers of the specific services and DHFS’ costs
to pursue those recoveries. =

* Require DHFS to promulgate rules to specify: (a) those MA services for which providers
have demonstrated significant potential to violate specified MA offenses; (b) the amount of the
surety bonds; and {(c) the terms of the surety bond; including amounts, if-any; without interest to be
refunded to the provider upon withdrawal or decertification from the MA program. R

Certification of Overpayments to DOR.:-Modify the provision that requires DHFS to certify
to-DOR, at Jeast annually, any amounts that:are subject to recovery to include recoveries owed by an
MA ‘provider sothat the amount of the recovery can be setoff from any state tax refund that may be.
dugto the promder ' - : St - : -

Transfer of Busmess Operations. Require DHFS to require a person ‘who takes over the
operation of a provider, to first obtain certification for the provider’s operation, regardless of
whether the person-is currently certified. - Authorize DHFS to withhold the certification until any
outstanding:recoveries -are. paid.. Specify that before a person takes over the operation of an MA:
provider that-is-liable for repayment of improper: or erroneous payments:or overpayments, full
recovery of the improper or erroneous payment or -overpayment must-be made. Upon request,
DHFS must notify the provider or the person that intends to take over the operation of the provider
as 10 whether the provider is liable for a recovery.

If a person takes over the operation of a provider and any apphcabie recoveries have not
been made, in addmon to wnhholdmg certification as a provider, DHFS may proceed against the
person takmg over the provzders operation.” The person taking over the provider’s operation must

pay. anv apphcab}e recc)very n: full wzthm 30 days after the person receives natiﬁcatwn from DHES ...
about any recovery. “If' full- payment is. not received within 30 days IDHFS may brmg action to" VA

compel payment or decermfy the person or restrlct hlS or her partlcspaum in thc MA program or
DHFS may do both.

' Spe<11fy that whenever ownersth of ‘a nursing home or commumty—?aased facility is
transferred to anmther person ‘or persons, both the transfﬂree and the transferor must compiy with the -
above provxszons, if the transferor was’ an MA' prov;der Under current law, only the transferee is .
responsible for complying with the provzsmns Te crardm g recovery of payments before the transfez of -
a facility’s ownership.

To take over the operation of a provider would mean to obtain any of the foiiowmg {a)
ownersth of the prowders business or all or substantially all of the assets of the business; (b)
majority control over decisions; (c) the right to any profits or income; (d) the right to contact and
offer ‘services to pauents, clients, or resxdems served by the provider; (e} an agreement that the
provider will not compete with the perscm at‘all or with respect to 4 patient, client, resident, service;
geographical area, or other part of the provider’s business; (f) the right to perform services that are
substantially similar to services performed by the provider at the same location as those performed
by the prowder or (g) the nght to use any distinctive name or svmbol by WhiCh the provider is
known i in connection with servmes to be provxdsd by the person '
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“These provisions would:first apply to sales or other transfers completed on' the bill’s general
effective date. :

DHFS Access to Provider Personnel: and Records. Specify that, upon request by DHFS
audit staff, a:provider must provide access to-any provider personnel as needed. Specify that under
the written -request. of the- audit - staff -and *upon. presentation:of such authority, providers and
recipients must provide the anditstaff access to any needed patient health care records of a recipient.

- Specify that failure or refusal of a provider to-accord DHFS- auditors or investigators access
to' any provider:personnel; Tecords, books, MA: patient health care records, or other requested
documents ‘or. récords: constitutes .grounds- for decertification or-suspension of.the provider:{from
participation in MA. Specify that no payment may be made for services rendered by the provider
following decertification, durmsz the penod of suspe,nsmn or dumng any penod of prowder s failure
or refusal to’ accerd suc:h acccss LT : . S

DHFS Auz}zonty to: Subpoena vazders Repea;i the IDHFS Secretarys autherzry toissue
subpoenas to:individuals who are: required-to pmwd«e specified information for the-purposes-of an
andit, investigation, examination, analysis, review: or other authorized functions- rclatmg to the
program and pmwsmns reiatmg to-the issuance and enforcement of such subpoenas ' SR

DISCUSSION POINTS

'_ I.. The Govem@rs r@c@mendatmns are mtendad to strengthen the Dﬂpamnent ]
authonty to recover overpayments or payments made in error, that are identified as pa;{t of provider

- audits, DHFS Jindicates -that the urrent statutes lmm ts: abahty to_ recover xmprepﬂr or. ..
ovezpaymems :fmm prowders of ceztam servzces that are. not typzcally covered under other health
care plans, such as Medicare or pr;vate insurance.. Such services mciude spccwhzed madlcal o

vehicle transportatlon mdependent nursmg and personal care services.

o2 ’I‘he bill reduces the MA benefits appmpnatmns by $207,500 (386,600 GPR and
$120 900 FED) in 2002- 03 1o reflect the adxmmstraucn s estimate. of the 1mmedzate savmgs that
would be realized if the Governor S, reconnnendanons were: enacted However enacung these
provzsmns would' lakeiy generate Eong -term. savmgs to MA by f:nablmg DHFS 1o more effectweiy
deal with those providers that repeatedly abuse the MA program by not following proper billing
procedures and proamm reqmrements

Adchtlonaily, DHPS mchcates thaa; thesa pmvzsmns wouid enable DI{FS aud;t staff to more
effectively focus their activities on 1denufymg new instances . of fraud and abuse, by. rﬂdm:mg thc
amount of time. the audn sta.ff sp@nd on known problem provzders Thas could be accamphshed by
strﬁngihenmg DHFS’ abzli%;y 1o act against thcsez: _providers and increasing mcentzves for provxders to
comply with embtmg b;iim pi‘ocedures and _program mqun‘ements

3, Some provider. groups have expressed concern that the pmwszons in the bﬁl could be
abused by DHFS if interpreted broadly and could unfa;rly treat providers pamcipaung in MA,
However, two points should be made in response to this concern. First, MA is a program that
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provides-health -care services to low-income families, the elderly and the disabled. : As such, the
program 1is not intended to guarantee providers a source of revenue to support: their operations.
Moreover, providers voluntarily participate in the program. Second, as the administrator of MA,
DHFS 'would have an interest in using the ‘authority’ provided in the bill in-a ju’dit:ibus manner.. If
DHFS abuses this-authority to the ‘extent that prov1dcrs no’ ionger partxczpate in the provram thxs
could reduce MA recipients ability to access services. L

4. In February, 1999, the U S. Departmcnt of Health and Human Services, Health Care
Financing Administration (HCFA) published its Comprehensive Plan for Program Integrity. In this
document; HCFA indicates that promoting the integrity of Medicare and MA is a top priority and
that promoting provider integrity is'essential to ensure that beneficiaries obtain quality medical care
cost effectively. - HCFA indicates that previously, many ‘providers have regarded participation in
Medicare (and MA) asan entitlement; ‘particularly because prowders could ‘obtain provider stards
and bﬂhng numbers without hawnf-r to meet any standards to ensure that they are’ ﬁnancaally sound; -
accountable busmess partners Once provzciers aré. ‘billing’ Medacare {and MA); it has been'difficilt
to find and penahze prﬁmders that are bad busmegs ;;armers or otherwme rmse program mtegnty
questzons ' : : S - : :

s Appiymg these pmvxs:tons 0 ali provxder groups ‘would enstire that each group is
treated equally: Addmonaily, ‘while certain prov1der groups may currently be ‘the target of DHFS
audit efforts, applying the pr0v1s1ons to all provider groups assures that DHFS would be able to use
thcse provas;ons Wl’(h provlder greups that became pmblemanc in ihe future S -

Lzmxt on the Number Of MA va;ders and Resources

o 6 The bﬂl Would author;ze DHFS to hmlt the namber Qf pmvxders ef parﬂcular MA

“ service that may be cemfied or Timit. the ameum of resources, including employees and equipment; . S

which a certified provider may use to provide particular services, DHFS" argues that restricting the
number of certified providers or resources @vailable to provide services would limit:the a‘mhty of
mcre prowders to enter an ajready samratead market and encourage 1mproper bzihngs for serwces

Tms a.rgumem was am<:uiiatﬁd i a. March 1994 bemsiai;vc Alldit Bureaa rcport on__' '
specialized medical vehicle transportation services. In its report, the Audit Bureau indicated that, -
according to ‘health: care researchers and financing:‘experts, new providers entering a medical -
services ‘market - encourage increased - service utilization ‘and therefore increase program
expend;turas ‘New providers increase the availability of & service and, in’ seeking new clients,
encourage those who might otherwise have continued to do without a'service to useit. Therefore,
the Audit- Bureau’s’ repert notéd, both ‘new: and- established providers facing increased market
competition have incentives to recruit new clients who might not otherwise use specialized medical
transportatzon servzces fundzf:d under MA

SR Rﬂpresematwes of some- provzéers have expressed concern that this provision is too
vague‘-and it is unclear how DHFS would use this authority. However, the bill specifies that DHFS
could ‘only restrict the number of providers or resources if it found-that existing certified providers
and resources are adequate-in quality and amount to meet the neéd 'of MA recipients and that the
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potential for fraud and abuse exists: 1f addmonal prowders are cemﬁed or additional resources are
used by certzﬁed prov1ders o _

8 If the Conumttee wanted to ensure that there was legxslauve review: of the criteria
DHFS would use in exercising this authority, the Committee could modify the bill to require DHES
to promulgate administrative rules specifying how DHFS would determine which providers and
Tesources wouid be subject to such imntatmns

9, s Under the: bﬂi ﬁ i posmbie that DHFS couid deternune ’Ehal ﬂmre are currently too
many promders in an area that.are. certified 10 prowde a type of MA service. However, these
providers may depend on the continuation of MA payments-to. support their businesses. If the
Committee determines that the Department’s authority to limit the number of certified MA providers
should not apply to current MA providers that first seek certification as MA providers on the bill’s
general effective date.  Under this alternative, DHFS would be prohibited from, disconunmng the
certification of. current MA pmwders based on the criteria. spec;ﬁed in the bill.. i

Opportumty for a Hearmg

~10.  Currently, once DHFS notifies a provider of its intent to recover improper or
erroneously paud claims, a prowder has an opportunity for a hearmg before. DHFS can proceed with
the recovery. -Such hearings are held before an administrative law judge employed. by the
Department of Adrmmstratmn 5 Dlwsmn of Heamngs and Appeals. Such a hearing provides the:
opportunity for the provider to argue against the recovery before an 1m;:ama1 judge and to depose
DHEFS staff under oath. DHFS indicates that in calendar year 2000, of the 900 audits conducted by
DHEFS, providers in 45 of those cases used Lhe opportunity for a heamng to plead their case to an
.admmxstratxve laWJudge L i S DL : :

11 . Prowders argue that the prowsmn in the blﬁ to chmmate the oppc)xtumty for a DOA |

heann_g and to_ms_tcad have providers argue to DHFES staff is not sufficient to maintain the providers’
rights to- argue fairly against a recovery. First; providers argue that DHFS is less likely to decide
against itself than an impartial judge. Second, providers argue that without being able to depose
DHPS staff they are anable to-ascertain all of the standards that were: used durm gan aud;t

Third prov:ders argue that Whﬂe provzders aiways retam the abl,‘uty to - proceed agamst
DHPS through the circuit courts, this process is costly for the provider. Additionally, the record a
court would use to determine if a recovery was proper-is:based on-the records established during the
hearing.  If the record is not properly established based.on a meeting with:DHFS because of the
provider’s inability to obtain certain information, then the court’s- ablhty to thoroughly review a
decision is limited. C : - S : : .

12.  DHFS staff indicate that the primary purpose for including this provision in the bill
is based on DHFES staff efficiency... When a provider exercises the.right to a hearing before a
recovery, the hearing is scheduled based on. the convenience of the administrative law judge and
DHFS staff must appear at the hearing at a time specified by a judge. These hearings often interrupt
audits currently underway and therefore -delay the completion of audits of other providers. By
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eliminating the DOA hearing requirement, DHFS can schedule meetings with the provider and their
representatwes in between audlts and at the convemenee of DHFS staff.

130 The Conmuttaa cou}d delete the provision fmm the bill that elmuﬂates a provider’s
right to a hearmg before DHFS could proceed with a recovery if it determines that the convenience
of DHFS staff time is not a sufficient reason to deny providers the right to argue their case before an
administrative law judge and the right to depose DHFS staff. Such rights assure-that providers are
able to argue their case falriy S0 that funds are not recevered 1mpr0periy

Fee for Repeat Offenders

=14, . DHES staff indicate that the purpose of the provision to charge a fee to repeat
offenders is to sanction providers that repeatedly violate MA reimbursement policies, regardless of
the number of times that provider has been audited and subject to recoveries. These providers,
DHFS argues, have no incentive to- follow" the MA reimbursément policies uhder current law,
because the provider only risks Tecovery of an amount equal to the origmal payment. This limits the
audit staff’ s ablhty to pursue other servxce areas and provzders that reqmre attent;on from DHFS
auditors. < :

15. The bill does not specify how many times a provider would have to vmiate the same
program or billing procedures to be subject to such a fee. Providers argue that violating billing
procedures two or three times should not be sufficient to warrant payment of the fee prowded in the
bill. However, undet the bill, the fee only applies to recoveries. Recoveries only occur as a result of
audit findings, after the payment has already been made. Therefore, the fee would not apply in
cases where the MA ﬁscal agent demed 2 claim up front because the claun did not meet the criteria
_ for bﬂhng purposes L : S : : o

1'6. DHFS 1nd1cates t‘nat 1f it audlts a prowder :—md finds that a prowder is not properly
billing or documenting their costs, that provider should come into compliance with billing
requirements. Subsequent to an audit, providers are educated about what steps to take to ensure that
future claims are properly provided, documented and billed.

Therefore, DHFS argues, if a provider is subsequently audited and has not changed its
billing -or . documentation practices. according to. the. findings of the first -audit, it would be
appropriate to subject that provider to the fee because the provider had failed to modify its
procedures based on the first andit. This fee would not be applicable if the second audit finds other
problems with the provider’s billing procedures that were not uncovered in the first audit.

17.  If the Committee determines that a provider that violates the same billing and
program requirements after being audited should not be subject to a fee for those violations, it could
delete this provision from the bill.
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ALTERNATIVES TO BASE

1. Approve all of the Govemor s recommended Rtatutery changes and reduce ’\«{{A
benefits funding by. $86,600 GPRand $120,900 FED in 26@2—03 to refiect pro)ectad savmgs in MA
benefit costs that wouiti be: rcahzed with these changes. - -

-A!_t,gmatwjm;l Choomend tigre T L @PR e o FED o o TOTAL
2001-03 FUNDING (Change to Base) © 7" " =$86:600 ' ='$120,900. “$207500 10
{Change to Bil $0 50 $0;

oo 20 oo Modify. the Governor’s recommendations by selecting one alterridtive from each
SECEION. iy hs i s e ey N TR e

o ”:5 A & Restrictmns on the Number ef Cernfied Pravxders and Resources

o1 Adopt the Govemors recommendanan to authonze DHJFS to restnct the number of e
certzﬁed provzders or resources used to provade pamcular services to MA recipients if DI{{FS makes

spe(:lﬁed ﬁndmgs '

. 2 Reqmre DHFS to submit propossd adnnmstranvc ruies to the Leglslatzve Council
staff by. the ﬁrst day. of the six month following . enactment of the bill that specifies the criteria
DHES. would use to restrict thc number of cemfi@d prov;ders and resources. under the authority-
provzdeci in the, bill. : :

A W Spemfy that ﬂns provmon would ﬁrst appIy to a prowder that seeks_cemﬁcauon as .

“an MA provxder on the bﬂl 8 general effec‘ﬁve date S

4 Adopt both 2 and 3.
s i :Mamta,m curren't }aw A
| B. Opportumty for a Hearmg

17 Adopt the Governors recommendation to eliminate a provider's opportumty for a
hearmg before DHFS could proceed with a recovery and instead specify that a provider ceuid
present mfc;matien and argument te DH’ES staff before DHFS cou}d proceed wzth a recovery

2. Mamtam current law
C. Fees for Repeat Offenders

L. Adopt the Governor's recommendation to authorize DHFS to charge a fee to a
provider that repeatedly has been subject to recoveries because of the provider’s failure to follow
identical or similar billing procedures or program requirements.

2. Maintain current law.
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3. Delete provision.

Alternative 3 GPR FED TOTAL
2001-03 FUNDING (Change to Base) 50 80 3G
[Change to Bilf . $85,600 $120.800 $207,500]

Prepared by: Rachel Carabell
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Legislative Fiscal Bureau
One East Main, Suite 301 ~ Madison, W1 53703 « (60B) 266-3847 » Pax: - (608) 267-6873 . . ..

June 4,'200_1' o '_':'_Iqi;i’__it:'Coﬂ_lmi_ttée_oh”Fihan'Ce " Paper#479

~ Provider Certification Staff (DHFS -- Medical Assistance)

[LFB 2001-03 Budget Summary: Page 369, #21]

CURRENT LAW

. Under cuxrent 1aw, DHFS is respon31ble for estabhshmg the cnteria for certification of
medacal assistance (MA) prov 1ders cemfymg those providers and relmbm"smg those providers,
for services prowded to MA ref:ipxents in accc)rdance with crltena established in state and federal_
law, federal rcgulations and adnumstranve mies T '

The Bureau of Health Care Program Integnty (BHCPD currently asszgns 1.0 certification”
* specialist to oversee provider cemficauon policies and criteria. - This posmon is ‘responsible’ for-' '

developing’ pohczcs and " criteria - for - certification of prov:aders, ‘teviewing decisions on
controversial or questzonable apphca!:mns ‘submitted by providers seeking certaﬁcatmn and
coerdmatmg with the Department of Reguiatwn and. Llcensmg (DRL) regarding standa:ds for
professmnal hcensmg standards and the status of a prowder s professwnal license. The state’s
MA-fiscal agent, Electronic. Data. Systams Inc., is responsxble for proccssmcr paperwork
subm:{ted hy providers seckmg cernﬁcauon as an MA prowder '

GOVERN()R

Provide $14~4 600 ($’?2 3{}0 GPR and 5372 300 FED} in: ’70{}2~03 and 2.0 positions ( 1 i}
GPR position and 1.0 FED position), beginning in 2002-03; toaddress increased provider
certification workload. The bill would provide 2.0 auditors for BHCPI to review applications for
MA certification and recertification, conduct on-site reviews, verify‘information provxded in the
apphcatzon and detennme an apphcant § abahty to provzde serwces to MA pamczpants '
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DISCUSSION POINTS

1. The requirements for certification of providers are identified in administrative rules.
For most medical professionals, such as physicians, dentists, podiatrists, chiropractors, physical
therapists and optometrists, holding a current license to practice is sufficient to become certified to
provide services under the MA program. Other professionals, such as audiologists, occupational
therapists, alcohol and other drug abuse treatment providers, must be accredited by national
professional accrediting organizations or meet other professional certification requirements
established by other agencies. MA certification standards are more extensive for providers of
certain services where other such licensing,. acc:redmnﬁ or certification standards are not available,
such as providers of case management, personal care and spec1ahzed medical vehicle (SMV)
transportation services.

2 Since 1992, the number of certified MA providers has increased from approximately
30,000 to over 42,000. The certification process has become more complex as a result of increased
certification requirements for a number of provider groups, including home health agencies, durable

medical equipment suppliers, ‘agencies providing resplratory care services and specialized medical

vehicle transportation services.

3. DHFS indicates that the 2.0 auditor positions W(:suid perform verification and
_ wvestagative functions that the current 1.0 cemﬁca‘ﬂon speuahst is unable to do. These auditors

would conduct background mvesneauons on new apphcants to determme if a provxder has been
convxcted of fraud or terminated as a prowder from MA or Medlcare Additionally, through on-site

interviews, these anditors would verify the information provided on the certification application and

determine if adequate supphes and mventory emsﬁ to provxde se,rvmes and that servmes are acmaﬂy
> bemg perfgrmed s e : L . R

o 4'-- In A Febmafy, 2001 report the Ofﬁcc of the Inspector Genf:ral (OIG) in the U S o

Department of Health and Human Servaces recommended that the Health Care Financing

Adnumstratxon (HCFA) in con;unctlon wnh states, strenvthen the cemﬁcauon standards for MA

prowders by duphcatmg or ciosely parailelmg those used for Medicare. Speczﬁcaﬁy, the OIG report
identified the need for states to mdependently Verlfy information submitted by providers, conduct
on-site visits to provider offices and verify whether a provider is excluded from participating in
other federal programs, since federal law prohibits the distribution of federal funds to these
providers. In its comprehensive plan for program integrity, HCFA indicates that it has been
successful in identifying problem suppliers of durable medical equipment through the use of on-site
visits for all new suppliers seeking certification under Medicare and intends to appiy the use of on-
site visits {o other categones of. prowders e -

: 5, . DHFS mdicaies that its cur,rcni auditor siaff ievc::i is: not sufﬁc;ent to adequatcly
vcnfy information provided by providers on certification applications and conduct on-site visits as
recommended by the OIG. Currently, only SMV transportation providers are subjected to on-site
reviews prior to full certification. Once an SMV provider completes the application for certification
and provides all the required information, that provider is given provisional certification for $ix
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months, until an on-site review can be performed. These reviews are considered audits and can
involve recovery of any payments made dunng the $iX months }f the review detenmnes that
1mpropef payments were made SRR S : e

6. D}EFS md}cates that its efforts o improve: the venﬁcation of provzder mfonnation
prior to certification would initially focus on those providers of services that are not otherwise
regulated either by DHFS or the Department of Regulation and Licensing.” DHFS would first
modify the certification requirements for.suppliers of durable medical equipment to-specify that all
new supphers could not be cemfied until‘the on-site review was ccmplete

7. Con51stent w;th the OIG recomendauons to prevent poss;ble frauduien{ activity, it
may be approprxate to increase DHFS’ resources to verify information on a provider’s certification
application prior to full certification;. With the current DHFS staffing level,-such providers may not
be identified until after a pmwder has. been. pald for services. :While DHFS can always proceed
against a prawder tha{ comrruts fraud agamst MA, such post-payment recoveries may not always be
easy to coHect ' :

8. The b111 would prowde $144, 600 (all funds) for costs associated with provzdmg 20
auditor posmons in 2002-03. However, it is estimated that the cost to provide 2.0 auditor positions
would total $123,000 ($61,500 GPR and $61,500 FED) in 2002-03. Therefore, if the Comumittee
chooses to authorize the positions recommended by the Govemor, the funding in the bill should be
reduced by $21,600 ($10,800 GPR and $10,800 FED) in 2002-03 to reﬂect reestlmates of the costs
of 2.0 aud1tor posmons

9. - The Comttee could provzde $6i 600 (S3O 800 GPR and 530 800 F’ED) and 1.0

... (0.5 GPR and 0.5 FED) auditor position to increase DHFS activities to verify information included. . .
~with the certification apphcanon and increase on-site reviews of prowders seebng certification.”

‘Such action would reflect a recognition that verification of mformataon included in certification
applications is-a priority, but that sufficient information is not available to justify 2.0 auditor
positions. Since these activities are not currently being performed, except with respect to SMV
service providers, providing 1.0 position could be considered sufficient increase in resources to
conduct such activities.

10.  Finally, the Committee could delete the positions recommended by the Governor if
it determines that sufficient information is not available to justify increasing verification activities
related to provider certifications. If investigation of new applicants for certification is a priority,
DHEFS could reassign its existing audit staff to conduct these investigations. Such is the case with
the current on-site reviews of SMV service providers. However, doing so would divert these staff
from audits of existing providers.
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ALTERNATIVES TO BASE

| '1. | Adopt the Govemors recommendatlon 1o provzde 2 O audﬁor posmons begmnmg in
2002-03. In addition, reduce funding in the b111 by 310 8{}0 GPR and $10, 800 FED to reﬂect
re:cstzmates of the costs of. thcse ‘positions.

| Alternative ¥ oo 0 e anomsiionesr Gt i@RReoen . o BEDS TOTAL |
| 2001-03 FUNDING {CrangetoBase) 10 T UU$EEB00T T $B1.5007 - $128,0000 |
e {Ghange Bl ... ... -$10800; . .. ~$10,800. o~ $21,800] +--
2002—03 POSITIONS (Change to Base) 1.00 1.00 2.60
[Changeto Bl .. ... . ... 000 . - @800 .  -000]

00 Rediice fundmg by $41 500 GPR and $41 500 FED aﬁd delete 1.0 position ( 50 GPR
posmon anct 50 FED pos;tmn) in 2002—03 to prov1de 1. G auditor posmcn for BHCPE o

Alternative2 - . GPR sén ToTAL T .
. _2001433 FHNDiNG {ohange foBase) . 8§30 800 $30,800. - $61600
: [Change s ~34”! 5000 —$41 500"":_'_ ' '_ ~$83003j
:2002-03 Posmons (Changeto Base) 050 . 0s0 100
: Bt o {Change to Bill Rl LG s U s L 1.00)
3. Delete provision.
| Aternatives ... . ... . GPR. FED . - T¢
ey _'2001433 FUNI}JRG (Ohange to: Base) L e e L0
RN [Ghang@roB:ﬂ SO '-$72300_:__ e
"2002433 Pasmor«s (Change to Base) . . 000
{Change to Bilf -1.00

Prepared by: Rachel Carabell
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Legislative Fiscal Bureau
One East Main, Suite 301 » Madison, WI 53703 « {608) 266-3847 » Fax.. -{6_08}.267-68:7_3__ R

June 4,200t ~ Joint Committee on Finance . Paper #480

School-Based Health Services (DHFS - Medical Assistance)

1995 Wisconsin Act 27 established school-based health services as a medical assistance
(MA) benefit... School-based health services are MA-eligible services provided to MA-eligible
students by school districts, cooperative educational service agencies (CESAs).or:the Wisconsin
S_chec)ls{_:for the Visually Handicapped:or the Deaf. - The services that can be reimbursed as
school-based health services. include:: (a) speech, language, -hearing and: audiological services;
(b) occupational and physical therapy services: {(c) nursing services; (d) psychological counseling
and social work services; (e) developmental testing and assessments; (f) transportation if
provided ‘on-a day the student receives other - school-based: health services; and (g) durable
meéical equipmem o e e e - o . . .

Schools prowde the state’s match for qchooi*based health services. Prior to the 1999-01
biennium, of the federal matching funds received for school-based services, 60% was distributed
to 'school providers and 40% was credited to the state’s general fund. Under provisions of 1999
Wisconsin Act 9, in the 1999-01 biennium, after the first $16.1 million in federal MA matching
funds available for school-based services, of any additional revenue received, 90% is distributed
to school providers and 10% is credited to the state’s general fund. Under current law, beginning
July. 1, 2001, 60% of all federal matching funds for school-based health services will be
distributed to school providers and 40% will be credited to the state’s general fund.

GOVERNOR

Estimate that MA reimbursements for school based services deposited to the general fu:ad
Wculd total $8 1 mzlimn annually.
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4 Atternativez
1 '2001-03 FUNDING (Change to Base)
. {Change to Bil

g

GPR ~ FED  TOTAL |

 $500.800 S706,0000  $1,208,700
$500,800  §706.000  $1,206,700]

3. - . Maintain current law.
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- Legislative Fiscal Bureau
Omne East Main, Suite 301 » Madison, WI 53703 » (608) 266-3847 » Fax: (608) 267-6873

June 4, 2001 Joint Committee on Finance Paper #482

Prescription Drug Assistance Programs (DHFS -- Medical Assistance)

Informational Paper

A number of proposals have been introduced in both the 1999 and 200! legislative
sessions that would establish a prescription drug assistance program for some Wisconsin
residents. In his 2001-03 biennial budget, the Governor included a proposal to use the medical
assistance (MA) program to provide prescription drug coverage to certain elderly Wisconsin
residents. Additionally, in February, the Senate adopted Senate Substitute Amendment 1 to 2001
Senate Bill 1, which would establish a prescription drug assistance program for Wisconsin
residents 65 years of age or older with income at or below 300% of the federal poverty level. A

. number of bills have been introduced in the Assembly that would establish a prescription drug =
assistance program for certain Wisconsin residents. These bills are pending approval in the "

Assembly.

This paper 1s intended to assist the Committee and the Legislature in considering both the
Governor’s proposal and the legislative proposals by providing information on prescription drug
use and the availability of coverage and other issues that could be deliberated.

Prepared by: Rachel Carabeli
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SECTION1 -

- ‘Background

“ As of April 2001, 26 states have established ‘some type of prescription drug assistance

program. Eleven of these programs were created before 1990 Many of the remaining programs

were created since 1999. - 'Additionally, many states have recently expanded their prescription’

drug assistance programs. The creation and expansion of these programs represent these states’
response to significantly rising prescription drugs costs in the late 19903 and Ehf: lack of a
prescnpmon ch‘uabeneﬁt avaﬂable under Medlcare A -

" According to the Us. Department of’ Hcaith and Human Serwces, Health Care Fmancmg-

Administration (HCFA), national -expenditures- for prescnptmn dmgs increased from- $40.3

billion‘in 1990 to $116.9 billion in 2000, ‘representing ‘a'19% average annual increase over that

time period. Much of this increase was funded by public and pr:vate third-party payers, including
pnvate health insurance plans and’ gevemmem health care programs. Tn 1990, public and private
third- party payers paad apprommatdy 41% of national ‘prescription dmg costs.  In 1999, pubhc
and- prwate third-party ‘plans paid approxzmateiy 65% of these costs.” Nonetheless, the increases
in out—of~poc§<et costs for presc:npﬁon drugs, from $23. 8 billion in 1990 to $34.9 biliion in 1999,

have focuseci attentmn on those 1nd1v1duals that do not have thlrd-party coverage for prescnptxon'

drugs

Thc increasing costs associated with prescription drugs are primarily a result of research

and technological advancements that have significantly increased prescription drug utilization

o and costs. an of the largest groups _affected: by thlS trend are: mdzwduais without” prescnptmn- -
: 'drug coverage ‘and individuals with hagh drug “costs. Because these are national trends, many -

peopia believe that the ‘problem is most a;;proprzate}y adéressed at the federal level. For a
number ‘of years, there has been congressional support to provzde at least some Medicare
enrollees with some prescription drug coverage to address the issue. - However, to date, no
federal legislation has been enacted. Due to the lack of federal action, many states have enacted
programs to a531st mdlwdua’is parncuiarly M‘edicarc fznre}}ees m paymg for thmr prcscrzption
drugs ' :

"Some of the programs established in’other states and proposais currently being

considered by Wisconsin’s Legislature have f(}cused on persons over the ‘age of 65 ("seniors”) as

a way of targeting those most affected by the rising trend in prescription drugs. -Seniors are most
likely to be disproportionately affected by the increasing trend in prescription drug costs for two
reasons. First, they rely more heavily on prascnptzon drugs than non-elderly mdmduals and are
more hkely to have chromc condmons that require a daily routine of medications to mamtam
their health. Se,cond semors are Eess hke}y to have tmrdnpaﬂy coveraoe for prescnpnon dmgs
than nonelderly individuals. '
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Income and Prescription Drug Use Among Seniors -

There are approximately 700,000 seniors in Wisconsin. Based on data available from the
federal Social Security Administration, it is estimated that approximately 169,000, or 24%, of
seniors live in households that have income that is at or below 150% of the federal poverty level
(FPL)... This compares with approximately 23% of all Wisconsin residents that live in
households with income below .150%: of the FPL, based on data available from the 1990 .U.S.
Census. In 2001, 150% of the FPL is cquai to $12 885 annually for one. person and $17, 415
annuaiiy for two persens o

Semors spend a s1gmﬁcant}y Iarger pomon of tha;r income cm medicatmns than t;he rest
of the population. According to the U.S. Census Bureau, in 1998, all consumers spent
approximately $346 annually, or-1% of their total household expenditures, on prescription and

non-prescription drugs. Seniors spent $670 annually on prescnpnon and nen-prcscriptlon drugs, _

_ represcnimg 2. 7% of thmr tetai household expﬁndzturcs

ngher 0ut~of—pocket drug costs for seniors is parﬁy duc 10 kugher use of medlcations by R

th,xs group 1In. a report 1ssned in Iu}y 2000 the ‘Kaiser Famﬂy F(mndauon md;cated that the
average | numbf:r of prescnpuons ﬁﬁcd nearly znples from ages 45 to 75 years, from an avsrage of
4.3 prescnpuons per. person. to 11 4 prescriptions per_person annualiy As a result, average
expenditures also increase with age. Even among seniors, age matters in terms of cost.

According to data ‘available from the 1996 Medicare Current Beneficiary Survey, average per

capita spending for prescription drugs for mdmduais 65-69 ye&rs of age was $595 annnaiiy, '_

compared to-§729 for individuals 80-84 years of age

oy The sec:cmd rﬁason that the mcreasmg trends in prescnpimia dmg c' 'ts;dzspropomonate}y_' A
"affect seniors is- bs:cause a. hlgher pmpomon of them do not have: thzrd»—party _coverage - ef TRI

prescnptmn dmgs cempared with nonelderly persons. This is przmam}y because seniors rely on
Medicare as the primary source of their health care coverage and Medicare has never provuied
coverage of outpatzent prescnptzons cirugs : - o

Accordmg to HCFA m }996 an estzmated 23% of non»Medxcare beneﬁcmries had no
drug coverage at any time during the year, while approximately 31% of Medicare beneficiaries :

had no drug coverage at any time during the year. Additionally, the portion of Medicare
beneficiaries without any drug coverage increases with age. Approximately 36% of Medicare
beneficiaries, 80-84 years of age, had no prescription drug coverage in 1996, compared with
28% for Medicare beneficiaries, 65-69 years of age. . .

Data avaﬂabie from HCFA also mdmates that the pomon of ’V{edma.re bcneﬁczanes
without prescrzption dmg coverage increases as income decreases In 1996, 39% of Medicare
beneﬁmames with income between 100% and 150% of the FPL had Do prescription dmg
coverage, compared to 25% of the Medicare beneficiaries with income abo've 300% of the FPL
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-Additionally, the 1996 Medicare Current Beneficiary Survey found that Medicare
beneficiaries ‘living in urban areas were more likely to have drug coverage (69%) than
beneficiaries living in non-metropolitan areas (54%). i

Available Coverage for Prescription Drugs

There are .a number of sources for prescription drug coverage for seniors. However,
many seniors do not have access to these sources, or the coverage available from these sources is
limited or expenswe ; : : Co

i Employer«Sponsored Healrh Care In 1996, ernpioyepsponsomd pians were Ehe source
of co_vcr_age for.about 60% of the non-Medicare population and 28% of Medicare beneficiaries.
Large size firms, firms with more than 1,000 employees,-are the most likely to offer health care
beneficiaries to their retirees. Based on an employer survey, approximately 41% of large firms
offered health beneﬁts to retirees in . 1998. Surveys indicate that approximately 22% of firms.
with 500-1,000 employees offered hcalth care benefits to retirees in 1999 and only 8% of firms
with fewer than 200 employees offered such health care coverage in 1998. e

. The percentage of employers that offer health care coverage to retirees has decreased in
rccent years. According to HCFA, this is partly because of accounting rule changes that require
firms to account for benefits promised to future retirees as a current liability, but rising health
care costs in-general, and prescription drug costs in particular, are also believed to be .a
contributing factor.  In addition, according to different surveys, employers are increasing the
portion of costs retirees must to pay for their health care coverage or mcreasmg €ﬁ°1bihty
raqmremems befere an employer wouid prowde coverage toa retlree :

Medzml Asszstance Certam Ioqucome Medzcare beneﬁcaanes havc coveragc far: B

prescnp{mn dmgs because they also qualify for medical assistance (MA), which offers a
comprehensive pharmacy benefit. However, not all Medicare beneficiaries enrolled in MA have
prescription drug coverage.. ‘For "gualified Medicare beneficiaries” and "special low-income:
Medicare: beneficiaries,” MA only pays for certain. Medicare :premiums, - coinsurance and
deductibles. - It-does not pay-for services for these individuals that are not covered under
Medicare,- mciudmg outpatiem prescription dmgs : : :

. It is estimated that apprommatciy 59, 200 Wlsconsm res:dents over 65 ycars of age
currently have MA coverage for prescription drugs. All of these individuals would have income.
below 100% of the FPL.

Medmare The Medicare program was established in 1965 under Tﬁ:ﬁe XVII of the
Social Security Act to provide health insurance for aged persons to complement the retirement,
survivors, and disability insurance benefits available under social security. Medicare consists of
two primary parts -- hospital insurance (HI), also known as Part A, and supplementary medical
insurance (SMI), also known as Part B. Part A includes coverage of inpatient hospital, skilled
nursing facility care, home health and hospice care. Part B is described as providing outpatient
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care because it includes coverage of physician services; clinical laboratory tests, durable medical
oquipmem dlagnostic tests -and ambulance services. However, Part B does not cover oatpanent

In Wlsconsm, there are approximately 777,000 individuals-enrolled in-Medicare Parts A
and B, of whom approximately 690,000 are individuals at least 65 years of age. The rest are
mdmduals that are under 65 years of age but quahfy for Medacare due to a dﬁabﬂuy

As part of Ehe federa} 1997 Balanced Budget Act Congress createci the Medwaxe+Chomo
program, also known as Part C. Under Medicare+Choice, beneficiaries can choose to participate
ina managed care plan that'covers services offered under both Parts A and B and often’ provides
additional ‘benefits. - The ability of these plans to offer “additional benefits is based on’ the
Medicare payment rate. These rates are’based on’historical fee-for-service costs‘in each county

and therefore the payment rate varies by county. “An’ ‘analysis conducted by the Depamnem of .

N Health and Farmly Services: (DHFS} found that the Mod1care+Chozce monthly payment rates in

Wisconsin were low relative to the rest of ihe country, averagmg $382 48 for Wisconsm' -

'- beneﬁcmmes compared to $488 45 namonaliy

Because of the’ lower than average payment rates Med1carc~;—€ho1ce plans m’ Wxsconsm
do not provide many-additional services ¢ompared with pians in other states.” For example; no
Medicare+Choice plan in Wisconsin offers prescription drug benefits; This'is likely the reason
that Wisconsin’s-beneficiaries’ part1c1pauon m Med1care+€hozce plans 18 iow 5 3% compared to
175%%&%313},1119”0 o : et pdeei e S

Medzcare Supplemenr Polzczes Accordin’g to-the: 1996 Medicare Current Beneficiary

i -Suwey, apprommately 10% of Medicare beneficiaries receive hmztod prescnpnon dmg coverage[ : 3
E through the purohasc of snp}a}emental Mod:tcare pohcms known as "Mﬁed:xgap“ p011c1es SRR

The Ofﬁce of ‘ihe Comnussxonor of lnsurance (OCI) esiabhshos by ruie and in

conformance with:federal requirements, ‘minimum coverage requirements. for basic Medicare i

supplemental coverage, additional coverage provided under separate riders: and "high deductible
drag plans:” First, every basic Medicare supplemental policy must provide coverage for at least
80% of charges for outpatient prescription drugs after the beneficiary pays a deductible of up 10
$6,250 in any calendar year. Thus, every Medigap pohcy provides prescription drug coverage
for individuals, but only “after the $6, 250 deductible”is met. " These’ minimum coverage
requirements apply to Medigap policies issued on or after September 1, 1994 R

Second, outpatient prescription drug riders on a Medigap polzcy must cover at least 5{}%
of charges for ontpationt prescnpt;on drugs after the benéficiary pays a déductible of up to $250
per calendar year, up to a maximum of at least $3.000 in benefits for the insured per year. “Only
one “of the individual Medigap policies available as of January, 2001, offers a nder, for
pregcription émgs The annua} promxum for thxs mder totaled $922 reaardiess of age ' :
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HIRSP. The health insurance risk-sharing plan (HIRSP) offers health insurance coverage
to individuals with adverse medical histories and others who cannot obtain affordable health care
coverage in the private sector. Comprehensive prescription drug coverage is available under
HIRSP, but individuals.65 years-of age or older are not.eligible to participate unless they applied
for, and were enrolled in, HIRSP before they turned 65 years of age. Coverage is subject to
payment of deductibles and coinsurance. As of March, 2001, there were approxzmateiy 10,800
mdlv:tduais enrolled in HIRSP Of these, 250 were 65 years cf age or older B
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. SECTION2 -

Ll _-Cémponmts.of. a Prescription Drug Assistance Program: = 0 "

In Idev'elopin.g a prescription drug assistance program, several issues should be :-conéidereﬂ
including: (a) who would be eligible; (b) how the plan would be funded and how costs would be

shared between the enrollees, the state, pharmacies and the pharmaceutical manufacturers; (¢)

how the program would be administered; (d) what features would maintain the integrity of the
_ program; and (e) when such a program would first be available. This section identifies some of
the issues that could be considered in developing a prescription drug assistance program. The

section includes references to proposals that were, or are currently being corﬁsidered by

W;sconsm S Legisiature mciudm g the Govemer s pmpcsal in hzs 2{)01~03 budget bzli R

Ehgzbﬂxty

There are a number of criteria that could bc used to determme ehgiblhty, mc}udmg both i

ﬁnanmal and non-financial criteria. It may be appropriate to develop eligibility criteria that
targets groups of individuals that are most likely in need of assistance with the purchase of
prescription drugs, such as those that pay a significant portion of their income for prescription
drugs, individuals with the lowest incomes, or individuals with multiple chmmc condmons that
reqmre routme medications as a way to maintain their health. »

o Age. All of the current proposals would require enrollees 10 be at Jeast 65 years of age. .
S However a proposal could include mdw;duals who are under age 65 ifthose mdmduals are
~ disabled or have chronic' conditions that require maintenance medication. © Of the 17 state .

prescription drug assistance programs reviewed by the U.S. General Accounting Office (GAO)

in 1999, all but six prowded coverage 1o mdlvzduals w1th dzsablht;es, in addmon to covermg s

elderly mciwlduais

Many of the arguments for providing assistance to seniors could also apply to persons
with disabilities. Prescription drug costs for the disabled are on average higher than prescription
drug costs for seniors. For example, the New Jersey program provides coverage to both elderly
individuals and individuals with disabilities. Under that program, in 2000, the average net
benefit to an elderly enrollee was $1,116, while the average net benefit to a disabled enrollee was
$1,974, according to the National Pharmaceutical Council.

Income Criteria. To ensure that assistance is targeted to those least able to afford
purchasing prescription drugs, it may be appropriate to determine a maximum level of income at
which individuals would be eligible for the program. This income maximum could be based on
a percentage of the FPL or it could be established as a fixed amount. If the income maximum
were based on a percentage of the FPL, the income level would automatically be indexed for
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inflation, meaning the maximum }evel wouid increase each vaar based on annual changes in the
federai poverty levei : e : : o

If the income. maximum: is based on-a ﬁxed amount, the percentage of the targat ‘
population that would be-eligible would likely decrease over time as incomes rise with inflation,.
but the income eligibility criterion would remain constant. Establishing a fixed amount,
however, would not preclude the Legislature from adjusting the income limits in the future.
Aécording to the GAQ, in 1999, seven state pharmacy assistance programs used a percentage of
the FPL to determine income eligibility, another five used other income thresholds that could be
adgusted for mﬂatm TWG states’ had ﬁxed ameunts for the income ehgxbﬂlty requzrement :

The foliowmg table 1df:nt1ﬁes income levels as a portion of the current FPL.

Aﬁnﬁaﬂhcﬁine as zi Péfceﬁt of the -

2001 Federal Poverty Level ..
Percent of Income for a Gne— Income for a Two-
the FPL Person Household Person Household
100% 88590 S1L610
110 T 9449 12,771
SIS e g 8719 = 13,352
CEUR28 e el V10738 e 14,513
1300 w0 o0 IL167 o = 15,093
150 12,885 . L 17,415
s o 15033 20,318
CABS L 15802 21479
2000 ' 17, 180 o N 23220
225 19328 _ - 26,123
250 21,475 29,025
275 23,623 e Tt 31928
300 0 L 2RG L 34,830 =
350 ' 1 30,065 o 40,635 -

:The GAO reported that income limits varied from 100% of the FPL to 225% of the FPL
for state pharmacy assistance programs in effect in 1999. Since that time, however, a number of
states have established prescription drug assistance programs or expanded existing programs to
include individuals with higher-incomes. For example, beginning in January, 2001, New York’s
program, which was initially created in 1986, increased its income eligibility limit from
approximately 225% of the FPL to approximately 400% of the FPL for smgie individuals and
ap@mxamately 430% of the FP{,, fer two~person households ' : ;

Assers. None of tbe current proposals Weuld consxdcr an md1v1duais assets when
determining eligibility. However, of the current state pharmacy assistance programs, three
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states--Maryland,. anesota and Michigan--require individuals to meet an asset requirement in:

order to be eligible. Under Maryland’s prescription drug assistance plan, the asset Jimit for
individuals is $3,750 and $4,500 for couples. Minnesotas asset limit for an individual is
$10,000.  Michigan: limits assets to $3,000,:however the Michigan program will end later this

year and be repiaced by anew prooram Iﬁ is not: knawn whether this new program wﬁi have an_

asset hmﬁ

Unde:r MA for the eiderly and the dzsabied ehglmhty is hmﬁed 1o mdmduals wn;h assets_

beiow $2,000 for anindividual ‘and $3,000 for:a couple. . Howeyer, certain assets are.exclnded,

such as a car, a home, assets related to burial, including insurance, trusts; funds or-plots.. While

no information is available to determine the effect of including an asset limit in any proposal,
doing so would likely decrease participation‘in the program, reducing total program: costs.

. Including an asset limit could achieve a policy goal that funding budgetcd for a

prcs¢r1pt10n drug program only be used ‘to benefit  those that otherwise could not afferd 5 o
prescription drug coverage. However, estabhshmg an-asset: Jimit would reduce pamczpatzon n -

the program and would mcrease adxmmstratwe COStS to verxfy the mfc)rmation submlttad by
applicants. o : e o

Availability of Orher Drug Covemge Under the current proposals both individuals with
drug coverage and those . without coverage would be eligible to pamclpate The proposals
specify that the state-funded program would be a:payer of last resort, meaning that coverage
would be limited to costs not otherwise covered .under another policy. “Under the Governor’s
budget proposal, only individuals without drug cover&ge for the past 12 months, excluding
y el1g1b1hty for MA wouid be eimble for the pmgram e :

By hmztmg ehgibihty only to mdivzduals thhout dmg coverage iy pmposai would target_'f-"ﬂ: :

those most in need of coverage and limit costs. However if ccverage would be limited to only
those without drug coverage, it is likely that somé "erowd out” would occur. Crowd out is the
phenomenon of shifting prlvately funded health care benefits to publicly funded programs. It is
reasonable ‘to assume that some individuals would discontinue their current coverage to be
eligible for coverage under ‘a‘state program, if they determined that the state program had more
generous benefits. However, most alternative coverage includes coverage of services other than
prescription drugs.  Therefore, these individuals would have to determine whether it is
advantageous to discontinue coverage for a variety of services and costs to recene more
gerxerous coverage of prescrzptmn dmgs e RERNM SEESRE

(}n the ozher hand it may be éeszrabia to grovzde coverage 10 mdxwduais wzih other
coverage, since ‘many individuals with. drug coverage -have high out-of-pocket .costs; either
because -their-other .coverage requires:payment of large -deductibles or places limits- on the
amount of coverage available. The 1996 Medicare Current Beneficiary Survey indicates that, on
average, individuals with drug coverage pay for apprommateiy 35% of theu total drug costs out-
Of-pOCk&t R SR . i : : : R ;
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-The -cost ‘to provide. coverage: to individuals with other drug coverage would vary
significantly, depending on the proposal. Proposals with lower deductibles would. have
significantly higher costs because more persons enrolled in the program would meet the
deductible, even with other available coverage. However, for proposals with higher deductibles,
the ‘effect of covering individuals with other coverage would be 31gmﬁcantiy less since fewer of
these mdxvzduals wauid meet the plan s deducﬁble - S

Resza’mcy It s reasenable to. require that as.a c:ondztmn of: ehgzbzhty, an. enmliee be a
reszde,nt of Wisconsin.~However, under some proposals, the definition of residency would only
require that the individual maintain a permanent home in Wisconsin and provide evidence of
domiciliary intent by having a state driver’s license, or by voting and paying income taxes in the
state. It may be reasonable to specify that to be eligible, an individual must be considered a
resident for some period of time before being eligible, perhaps 30 days to six months. - This may
be appropnate if-there is. concerri“that individuals could relocate from other states to enroll in
Wisconsin’s program: Generally, the programs in surrounding states -- Minnesota, Towa, Iilinois
and Indiana -- are limited in terms of eligibility and availability of benefits, compared with the
proposals currenﬂy bemg cons;dered by Wlsccmsm S Legzslature

Spend. Down. Some pmpesals mciude a provision that would enable individuals with
annual household income above the income limit, but' who meet the ‘other eligibility criteria, to
be eligible to efitoll ini"the program if, after deducting their-out-of-pocket costs for prescription
drug covered ‘under the program from their income, they have income at or below the income
hmat “These mdzwduals are referred to as persons that spend down ‘to the income eligibility

No data is

: mdavxdﬁais ‘that spend down to the income limit. For' purposes of. deveiopmg cost estimates for
current proposals, it is assumed that:such a provision would add an additional 5% to the costs of
the program. In' addition; it is anticipated-that including a spend down feature in a program
would increase administrative costs;’ smce ‘applicants would be required to document previous
spendmg on drugs

Out-of- Pocket Expenses Some states have develaped ehgxhzilty criteria pa.rtlally based
on the portion of an individual’s income that is spent on prescription drugs. For example, under
one of Maine's programs, for individuals with out-of-pocket drug expenditures representing at
least 40% of income, the income limit increases by approximately 25%. Such an approach could
be used as an altérnative to a spend down provision as a way to ensure that those with high out-
of-pocket’drug costs relative to ‘their income recewe coverage. To date, none of the current
proposals include such options. e A S 3 :

“Eligibility Period. Each of the current proposals would have annual eligibility periods,
meaning that ‘once’ determined -eligible, an individual would remain eligible for 12 months:
Individuals would have to reentoll in order 1o remain eligible for the program following the 12-
month eligibility period. Each proposal require enrolléees to pay an enroliment fee, ranging from
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$20- to -$25, annually - Revenue from these fees wouié be used 1o fund the: programs
adrnmlstratwe COSts. : G o

Enmllmem Perwd Under. each of the proposa,lse :ndxv;duals could enroﬂ at any time
durmg the year.. In an.effort to manage enroliment in the program, enrollment could be limited
to a four, six, or eight-week period each year. -Once the program.is. ;mpiemented projecting
costs each year would be much more reliable if enrollment were limited to a specific period of
time. “However; a limited period for-annual enrollment could be perceived as a barrler for those
in need: of assistance a.nd th&refare could limit partmlpatxon in the program s whiti

Partlcnpant Cost-Sharmg

Costnshamng compenents requlrf: pammpants to share in thc cost of dmgs purchased
under .a prescription drug assistance prograf. -Deductibles .and copayments are often used by
przvate insurance- plans to reduce averaﬂ costs and d;scourage mappreprmte or cxccsswe use of

" Deductible. A deductzbic is the amount that an mdmdua} must pay 0ut~of~pocket befere
benefits would be.paid on an individual’s behalf. - Plans. that do not require, payment of a
deductible before coverage. is available are:sometimes referred to as plans that provide !first
dollar” coverage; meaning coverage. is available .on the. first. dollar: spent -for . services.
Deductibles are not.as common among publicly funded health.plans... For example, under MA
and BadgerCare, individuals are.not reguired to pay a <deductible before receiving: servzces
However, under the state’s health insurance risk-sharing plan, deductibles apply -

: - Only.four of the. state prescription drug assistance pmgrams require some fecipients 1o . -
) pay a deductible ‘oefore being eligible for services. “The Illinois ‘and: anesoia programs haye © -

monthly deductibles, meaning the.individual must.pay a certain amount.(between $15 and $35)
per-month before:the individual is eligible .for benefits. : The New- York and Pcnnsyivama
programs require deducubles for those at h;gher income Ievels SR : o

Most of the current proposais require at least some mdmduals to meet a deductzbie
requirement...- The. Governor’s: budget . proposal - includes. several .deductible . options, = For
individuals below 110% of the FPL, no deductible would be required. Individuals with income
of at least 110% of the FPL but less than 130% of the FPL would be required to pay a $300
annual deductible. - Individuals. with income of at least 130% of the FPL, but less than 155% of
the FPL would be required to. pay a $600 annual deductible. . Another approach is to:require
everyone enrolled to pay a deductible, such as under 2001 AB 120, which would require every
enrollee to pay an $840 deductible annually before the state pays a.claim. .- ST -

- Each current proposal would require pharmacists to charge participants no more-than the
program’s payment rate for each drug purchased-during the deductible period.. Therefore, every
enrollee: would receive a discount on drugs purchased during a-deductible period, even if the
individual does not have sufficient drug ‘costs to reach the deductible. The amount of the
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discount would vary, depending on the payment rate for each drug relative to the retail price of
the drug. In nocase would the program payment rate exceed the retail cost of the drug.

‘Copayments. Copayments represent the portion of a drug’s cost that must be paid by a
participant foreach purchase after the deductible is ‘met. Copayments could be established at a
fixed:amount per prescription, such as $5, or-a percent-of the prescription price, such as 20%. If
a health care or other prescription drug plan has a fixed copayment per prescription, it will'most
often have at least two different copayments, depending on whether the purchased drug is a
brand-name drug or a generic drug. Under private plans, lower copayments are typically
requlred f()r g&nerw drugs to encourage the use of generics when available to controI Costs.

Under pr:vate plaﬁs estabhshmg copaymcnts as a percent of the dmg S purchase price to
determine the copayment encourages utilization of generic drugs, since the more expensive the
drug, the more’ the ‘participant would pay. - However, because some prescriptions are quite
expensive, requiring individuals to ;pay 20% of the ‘cost could a be significant cost for some
individuals. Reguiring a fixed amount per prescription limits a participant’s liability per
prescmpnon _ .

The current proposals have various copayment requirements, but ail are based on fixed
amounts per prescription. ~It" would be possible to develop a program that would require a
¢opayment of ‘a fixed amount or a percentage, whichever is less. For-example, a proposal could
require ‘copayments of $20 for brand name drugs, $10 for generic drugs, or 20%, whichever is
less. If a participant purchased a generic drug with a reimbursement rate of $15, the copayment
would be $3, or 20% of the cost of the drug. Under this same proposal, an individual that needs
a 'brand name drug for whlch no generzc zs a’vallab}e wrzh a reimbursement rate of SESO the

e -_cepayment would be $20

Estabhshmg d;fferent copayments for br&nd name and generic drugs Would ﬁot Ilkeiy
increase utilization of generic drugs, if ‘DHFS were authorized ‘to use the same cost and
utilization control procedures it uses for the MA program. Approximately 67% of the drugs
purchased under MA are generic drugs, compared with 30-40% for private insurance plans and
some $tate prescnp{mn drug assistance programs. Under MA, pharmacists ‘are required to
substitute a generic drug when a brand name drug is prescribed and a generic drug is available,
as allowed under current law. However, if a physician that prescribed the drug provides a
handwritten indication that the brand name is medically necessary, the pharmacist may not
substitute a generic drug for the brand name drug. Using this cost control procedure, the MA
program maximizes use of generic drugs. Most of the proposals authonze DHFS to use the same
cest and uuhzatmn control procedurcs as avaﬂabie under MA.

Reimbursement Rate
The current proposals specify that the reimbursement rate paid under these programs

would use the same pricing structure used under MA. Under MA, pharmacies are reimbursed
the lower of the provider’s usual and customary charge or the estimated acguisition cost (EAC)
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of the ‘drug, plus a fee for the pharmacists’ cost:to dispense the drug. T-he--fiozai ‘amount:
reimbursed to the pharmacist represents the EAC plus the dispensing fee; less $0.50. :

= Currently, the EAC for most brand name drugs is based on the-average wholesale price
(AWP), as reported-in the First Databank Blue Book, less'a 10% discount. Generic: drugs are
priced gccording to the maximum allowable cost (MAC) lst.” This:list is:initially developed-by
. HCFA, based -ona survey-of ‘prices at. which -generics are-available from wholesalers. - DHFS
modifies the list to-include additional dru*ﬂs based on mformatmn avaﬂable to DHFS about the
price:of genenc drugs : . e _ - e

The dxspensmg fee for most prescnpuons is $4 88 Other chspensmg fees apply under
hrmtedmrcumstances e TR L : i i o e
Currenﬂy, on. average, MA reirnburses pharmames at a rate that is. approxzmately 77% of L

the pharmacies’ usual and customary charges, or the retaﬂ }mca ()f the drug Tins represents a: '
23% average discount from the retazl przca Lo T A ST

Some current proposals wouid spec1fy that the rezmbursement rate for prescnp‘ﬂon drugs' S

would be-.equal to AWP less: a.-5% discount or the MAC listed price, whichever-is less.
Additionally, pharmacies would receive the MA dispensing fee. Other proposals . would specify
that the reimbursement rate would be the MA payment rate plus 5% and the dispensing fee. .For
- purposes -of -estimated costs, these payments are ‘determined to be. approx;mateiy equwaiem
prowchng an average d1sceunt ef 18% from retaal pﬁces iher R S

Hewever thc Govcmors bucigf:t mc}udes a pmposal to reduce the MA re1m§3ursemeni

. rate for most prescripuon dmgs, from AWP«IQ% to AWP-15%. If enacted the csnmated cost’ Sl

. for proposals based on the MA payment rate plus 5% would be reduced 10 reﬂﬁct the changf.: tezi_:.__._'-':

the MA reimbursement rate.. Proposals that specify a payment rate of AWP less a-5% discount
or the MAC hstecl pr;ce would not be affect@d by the’ Govemor ] recommendations

One of tha arguments far prcvzdmg a rclmbursement rate ihat is grcatcr than the MA': SR

rezrnbursement rate 1s.to offset. the loss in revenue that pharmac&cs wou}d receive, smce dmgs

purchased under some proposals would have prevmusly been. purchased at, retazl prices. As.

indicated, this would be an average. dxscoum of apprommately 18% that would be absorbed by' '
pharmacies, :

_ However research md;cates that mdmduals w;th prescrzptmn drug coverage use
sxgmﬁcamly more drugs than individuals without coverage. Based on the 1996 Medicare_
Current Beneficiary Survey, in 1995, Medicare enrollees without drug coverage spent an average
of $432 annually on prescription drugs, compared to individuals with drug coverage ($689), or
approximately 60% more. Therefore, while pharmacies would likely receive a lower
reimbursement per prescription compared to retail, if a prescription drug program were enacted,
it is reasonable to assume that the volume of prescriptions sold would increase by as much as
60% for those individuals that previously had no coverage. - : :
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M-’anufac'tufer -Reba_te‘s'"*' ST

“Under 'MA), ‘each state: prescription’ drug assistance program-and most private health
insurance plans receive rebate revenue from manufacturers. Under MA, the manufacturers sign
rebate agreements with the U.S. Department of Health and Human Services on behalf of the state
MA ‘programs.  Federal law defines how the rebate amount is calculated. This revenue
represents appmxzmately 18% of prescrlptzon dmg expend;tures under 'Wzsconsms MA'
program i i

Each ef the propesais would require that oniy prescnption drugs maﬂufactured by
companies ‘that sign rebate - agreements with ‘the state would be covered.- - Further, - these
provisions specify that the rebate’agreements must be based on the rebata formuia 1dent1ﬁ€d in
federal law. i o . o

“Each- state wzth a prescnpnon drug’ assistance” plan has entered into-rebate agreements
w;th manufacmrers 'In some states, sorme’ manufacturers “were reluctant to:sign the rebate
agreements if ‘the state’s program-did riot specify that a rebate ‘agreement was required for the
manufacturer’s:drug to'be covered under the program. For example, programs in Minnesota and -
New York had some difficulty in this regard. Both states have since modified their programs to
specify that ‘only dmgs manufactured ‘by ‘companies that enter into rebate agreements are
covered. After those changes were made almost ali manufacturers have 51gned the rebate
agreernents. : e o : :

Coq_rdination with Medical Assistance

' caardmated With MA_ the Legislamre could decide not to link ‘the administration of these two
pmgrams Many states with prescription drug assistance programs chiose not to link their drug
assistance prograrmh with MA to avoid the possible stigma associated with MA as a ‘public welfare
program. * As a result, these states have separately ‘contracted for administration of the program
and have placed the responsibility for’ admlmstratlon of thc proefram thh an agency other than
the agency that administers the state’s MA program. :

Administration

“Under the ‘current proposals, DHES ‘woéuld administer the program but would contract
with a vendor for many of the ‘administrative functions. The costs to administer a prescription
drug program would include: (a) enrollment processing; (by claims processing; (c) outreach and
customer * services; (d) ‘contract’ monitoring; (¢} monitoring rebate 'agreements with
manufacturez‘s and (f) coordination of benefits with other thzrd~party payers These costs cauid
vary szgmﬁcamiy, dependmg on the features Of the pmposai

- Start-Up Cosz‘s.- There would be one-time costs to establish a new program. These costs
would include staff time to establish a request-for-proposal and negotiate a contract with a
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vendor to perform many of the administrative functions. Programziﬁ-i_-ng. changes. would .be
required to the current MA claims processing system or for development of a separate system.
Addmﬁnally, staff time would be raqu;red 1o secure rebate ag:reements with pharmaceutica}

: Each of the currcnt proposais othe:r than ihe Govemors budget proposai would
appropnate $2.0 mllhon GPR in, the ﬁrst year of the bwnmum to address these 0ne~t1me COStS.
One proposal would provide $2.0 million GPR in the Joint Committee on Finance supplementaj
appropriation to fund DHFS start-up costs after DHFS submits a plan for the use of the funds.
Other-proposals would ‘appropriate $1.0 million. GPR. directly in DHFS.so. that DHFS can begin
program 1mpiementanen immediately upon enactment: of legislation: and provide :another. $1.0
million ‘GPR in the Committee’s: supplemental approprzauon to: fund St&rbup costs: after I)HFS
submits a plan for the use of the funds e

The prop@sal mcluded in the Go‘vemer 'S budget would nat prov:{df: any funds for start~up
costs.. The administration indicates.that it anticipates that, 1f enacted, DHFS -would request the =~
Joint Committee on Finance to transfer funds for this:purpose from other appmpnanons usmg ﬁs' .

azzthomy under s. 13. 101 of the statutss xf suffzcmn{ base fundmg were mt avaﬂabla

Ongomg Costs Under the cu:rent pmp()sals, _oncomg costs wcuid be funded from an _

énnudl enrollment fee paid by enroliees . The. amount of the fee wouid VAary. fmm $20. to. $2S
annually. The amount of revenue available from the fee would vary depend on the number of
mdxwduaﬁs enml}ed m the program. - - :

Based on information {)btained from otber 'st'altes"' it appears 'that the '"65@6‘111'5 )

39 of a programs bu&get fer beneﬁﬁs pmd under the program Ncw Yorks p}an, whz&:h has a.'_'{':‘ S

$252 :mlhon program budget, provides $6 mﬂhon or 2.3%, for adnnmstratma Pennsylvamas
plan, wzth a $359 million budget in 2002, is. budgeung $9.5 mﬂhon or appmxzmately 2.6%, for

adnnmstrauon _.Whﬂe both of these. plans have been in operauon for a number of years and have o
much. Jarger enroiimenz than pmgected u:nder any.of the current proposals these programms have -

components which require participants to pay a. deductibic, which is. sm:uiar to_many of the
current proposals being considered. - . .

However, a comparison of other states” administrative costs can be misleading in terms of
estimating DHFS’ costs to administer a prescription. drug program. . For example, current MA
policies .on prior. author;zatzon and - the use. of drug. utilization revzew require resources o
administer. - Both of these components would help to. cantrol beneﬁt costs in the program by
encouraging use of lower cost drugs . when avaiiabl__e and appropriate, but would likely add a
program’s administrative costs. It appears that both the:New York and Pennsylvania programs
do not use prior authorization to the extent used under Wisconsin's MA program, nor.does the
New York program perform extensive drug utilization reviews. Therefore, administrative costs
as a portion of Wisconsin's program budget could be higher than these programs to.the extent the
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MA cost and utilization control procedures are used in aﬁ‘y prescnptaon drug assistance program
that wouid be enacted in szsconsm : - : :

Elzgzbzlzry zmd Emroilmenr ‘The state coniracts with counties to determine eligibility.
under MA. - Under federal law, eligibility determinations for MA must be performed by pubizc
employees and cannot be contracted outto a prwate ent;ty '

If a prescription drug program were enacted it may be desgabla to separately contract for
enrollment processing, rather than use the current MA process performed by counties to-ensure
that the enrollment process is cost effective.

: Aiiemaavely, some currem proposals have components that would aﬂow mdw:duals to
spend down-to the income limits. This component is more administratively complex to process.
Since counties have experience determmmg eligibility for individuals that spend down to the
MA:-eligibility -limits; it -may be advantageous to have counties determine eligibility under a
prescription drug - proposal if it includes a spend down component. - However, private entities
could develop the capacity to determine eligibility for individuals that spend down and. it may be
more cost-effective to competitively bid for enrollment: pmcessmg, regardless of whether or not a
program has a spend down provision. :

Program Integrity Features

Two features of the MA program could be incorporated into a prescription drug program
to minimize potential abuse of the program and thus reduce program costs.

. - Penglties for. Fraud and Abuse. Requiring DHFS to promulgate rules relating to

“prohibitions on" fraud that are substantially similar to MA could prevent individuals that
otherwise might be motivated to abuse the program from committing such abuses. To ensure
that there would be enforcement of these prohibitions, the proposals could specify the penalties
for violations under rules promulgated by DHFS. Some current proposals specify that
individuals furnishing prescription drugs in violation of the rules promulgated by DHFES could be
fined not more than $25,000 or imprisoned for not more than seven years and six months, or
both. Other individuals found to violate these prohibitions could be fined not more than $10,000
or imprisoned for not more than one year in county jail, or both.

Because the Governors budget proposal would expand the MA program, any
prohibitions on fraud or abuse and any penalties for such fraud or abuse would apply to
individuals that would participate in the program established in the Governor’s bill.

Estate Recovery. A proposal could include an estate recovery provision to ensure that
individuals participating in the program contribute appropriately to the cost of services provided
under such a program, after death through payments from their estates. Estate recovery is
currently used under the MA, community options program and disease aids program for such

purposes.
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-Currently, the MA estate recovery program allows the state-to recover MA payments for
nursing home care, hospital care, personal care services, home- and community-based waiver
services and related hospital and prescription drug services provided to recipients age 55 years
and over. State law reguires the state to file claims against the estate of a MA recipient to
recover certain costs, except in-cases that would cause undue hardship. The Governor’s-budget
bill would expand estate recovery under MA to seek recovery for all services provided under the
NIA state p}an to nonmsmunonahzed remp}ents SS yea:rs and oider

Effectwe Date

Most of the current proposals would specify that the prescription drug assistanéé program
would make benefits first available on'March 1, 2002: The Governor’s proposal does ncst speczfy
an effectxve date bui the admxms‘{ratmn ant1c1pates that 1t cculd beom iay Ju}y 1 2092 R

It 15 reascnabie to assume’ that once a pmararn is’ f:nacted the earhest that DHFS would

be ab!e to"implement ‘a-program. would be nine to 12 months from the ‘effective date of the
legislation. This assumption is based on past:experience:of the time: ‘needed for DHFS 1o
implement new programs and based on-the number of tasks that would: need to be completed
before a program would first be available. SR - :
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SECTION 3

Cost Factors

This. section ‘discusses the - major cost: components of a prescription drug. assistance
program, factors affecting future costs of such a program, ways to address growth in the program
and’ possible optionis-to’ address ‘action at the federal level regardmg prescrzpt;on druv caveragc
for Medicare beneﬁmanes C L

Major Cost Components

: The major facters conmbmmg to the costs of the current proposa}s mclude (a) the
esi-im_ated_ number. of. 11‘1_d1¥1d11a1$_ eligible for the program; (b) the amount of a deductible and
other cost-sharing components; and (c) whether some enrollees would be exempt from a
deductible. - The following section descr;bes how these factors wou}d affect the estimated costs
under some of the: current propesals ' S s N L

o Esrzmated Number af Elzgzbfe Indwiduais The number-of people eligible for the
program would .depend on whether the program is ixmlted to seniors or-whether individuals under
age 65 with disabilities would be eligible, and the maximum income an individual could have to
be eligible. . Additionally, if individuals with other drug coverage are -eligible, participation
would be significantly greater than if eligibility is limited only to persons without drug coverage. .

Aecording. to.-the, 1999-00 State. of  Wisconsin Blue Book, there are approximately
© 700 {){}0 ‘Wisconsin, re51dents 65 years of age or, o}der Of this number; it.is estimated. that -

- -:-appmxzmateiy 60,000 are entolled in"MA. . No recent information is available-on Wisconsin s

residents by income.  For purposes of estimating the number of individuals eligible for the
prescription drug proposals, this office used national information available from the federal
Social Security Administration. Based on this data, the following table identifies the estimated
number of Wlsconsm remdents not enmlied in MA and 65 years of age or older, by income.

Estimated Wzsconsm Resxdents 65 Years of Ageor Oicier |

- Not Enrolled in MA
Household Income as.a _ _Esurnated Number

Percent of the FPL. of Individuals
At or Below 100% ' 13,400
Ator Below 150% 109,200
At or Below 185% 175,000
At or Below 200% 200,000

" At or Below 250% ' 278,200
At or Below 300% - 338,300

Alllncomes -~ 640,000
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According to HCFA, there are approximately 88,000 Wisconsin residents under age 65

that are enrolled in Medicare because of a disability. Of this number, it is estimated that
approximately 40,000 are enrolled in MA. - Therefore, there are an estimated 48,000 individuals
with disabilities in Wisconsin that are not enrolled in MA. These estimates do not include
individuals with disabilities that are able to work and therefore would not qualify for 'Medicare or
MA. No data is available to-estimate the income dastnbutlon of these. mdivxduals

Tha cstzmated nnrnber of mdiv:tduals ehgiblc has a swmﬁcam 1mpac£ on th& cost of 2
pmposal For examp}e 2001 Senate Substitute Amendment 1 to Sanate Bill 1 wouid provr.de
coverage to elderly residents with income at or below 300% of the FPL and has an estimated
annual cost of approximately $105.9 million. If eligibility were limited to individuals at 250% of
the FPL, the estimated cost would be reduced to $92.1 million. 2001 Assembly Bill 120 would

provide eligibility to individuals at ‘or below 185% of the FPL. If AB 120 were modified to -
extend eligibility to individuals at or belew 250% of the FPL the estxmated cost Would mcrease_

fmm $26 4 mﬂimn to $38 '7 rmlhon

Deductzlﬁes and Cost~Sharmg The amount Qf a dedixcuble has a sagmﬁcant cffect on the;

cost of a proposal. For example, the program that would be created in AB 120 would have an

$840 deductible. * It is estimated that approximately 39,500, or 44% ‘of those énrolled, would

have expenditures that-meet the deductible. If all ‘'other elements of AB-120 remained the same;,
but the deductible were' reduced to $600, an estimated 54,600, or 61% of those enrolled would
have expenditures”that”exceed ‘the deductible: This change would increase esumated annual
program expenditures from $26.4 million to- $35.3 mﬂimn SRR A i

~The amount of any requzred copayments can s1gn1ﬁcantly affect the estimated cost of a2~
_proposal For exampie, SSA110.8B 1 would: reqmre individuals to pay.a copaymem of $10. for__i.._{g._i-_ Lsd .
- each brand name dmg purchased after the ‘deductible ‘and’ $5 for each generic drug purchased R

after the deductible. If these copayments wereincreased to'$7.50 for each generic drug and $15

for each brand ‘name dmg, esnmated annuaI program expenditures wouid decrease from $1€}5 9 B

| mﬂhon to 394 5 mﬂhon

Deducnble Exempzwn Under AB 120 aﬂ mdw;ciuals wouid be reqmmd to have drug .

expenditures that meet the deductible before the state weuld ake payinents on their behalf. AB
132 and SSA 1 to SB 1 would exempt individials with household income at or below 175% of
the FPL from paying a deductible under the proposals. Under SSA 2 to SB 2, individuals at or
below 150% of the FPL would be ‘exempt from the deductible requirement. Under the
Governor’s proposal, individuals ‘with income at or below 110% would not be required to pay a
deductible. .For these individuals, the proposals would provide first dollar coverage, meaning the
state would provide a payment on the first dollar spent by these mdwaéuais for drugs purchased
under the program.

Whether or not certain mdmduais would be exempt frc;m paymg a deductible and the
level at which individuals would be exempt can have a significant effect on the estimated cost of
a proposal. For example, the estimated cost of AB 132 would decrease from $105.9 million to
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$88 million if the proposal: were modified:to only exempt individuals at or below 125% of the
FPL. AB 120 estimated costs would increase from $26:4 million to $47.2 million 1f mdmdua’is
at or below 125% of the FPL would be exempt from the deductible requirement. ~ E

Future Costs '

If a pmposal is. enacted program cests wouid be: expectad to grow szgmﬁcanﬂy in each.
year, based on-enrollment growth and increasing average costs per enrollee.’ The reasons for this
arevaried and several optwns to addrcss these rising costs.could be considered. -

- The parcentage of personal heaith care axpendltums represented by drugs is mcreasmg,
from 5 6% .in 1980.10.9. 4% . 1999.. Since 1996,. national spending on prescription drugs has
increased by an average of 18.5% annually, compared with an average increase of 6.3% annuaily
for all personal health care expenditures, according to HCFA. Additionally, HCFA projects that
the. conditions: that acc:ﬁlerated prescrxptifm drug costs since 1995 will continue over the next
decade, -although the effect of the conditions.in-the latter period of this.decade i is assumed to be
less than in the initial permd Therefﬁre any prescnptzoﬁ drug assistance program that would be
‘eénacted would hkeiy axpemcnce s1gmﬁcant growth.in demand for beneﬁts over the next ten
years. o _ B :

Severai trends are affectmg the recent mcreases in spendmg on prescriptmn drugs The
National Institute for Health Care Management found that the increase. in prescription dmg_
spending is attributable to: (a) an increase in the number of prescription drugs dispensed (42%);

' (b) a replacement of lower-cost. dmgs w1th hxgheppnced drugs® (36%) -and (c) pnce increases

Number of Prescnpnom:.Dzspensed A Ka,xser Pamﬁy Founda‘tzon (KFF) repm’{ noted- =

that the numbe:r of prescriptions dispenmd in the Umted Stai'es increased fmm 7.3 billion in, 1992
to. 9 6 billion i in. 1998 The annual number of. prescnpuons daspeﬁsed per person mcreased from
1.9 to. 2.6 over.that same time perzod The KFFE report indicates that this trend is pa:fually
atmbutabic 1o a.n increase in. the average age of the papulaimn and an increase in the number of
health care, profess;onais whc may, prescnbc medmanons In 1984, the medlan age of the U.S.
population was. 31.1, _years. By 1998, the median age. increased 1o 35.2 years. . The number of
physicians per 1 GG{) persons.increased from 2.25 i in 1985 to 2.70 in 1997.

. Promotional spending by pharmaceutical manufacturers has also contributed to this trend.
Spendmg on promotion includes; (a) sales calls to physxcxans a.nd other prefcssaonals authorized
to. prﬂscrzbe medication; (b) presentations. at professional. meetings and events; and {(c) direct-to-
consumer adx?emsmg Between 1995 and 1998, the KFF report indicates that ‘promoticnal
spenémg by manufactumrs mcreasesd an average of 15 2% annualiy, with the largest increases in

direct-to-consumer advamsmg (53. 4% annually over that time period). .

Availability of Higher Cost Therapies. The number of new drags available on the market
has been increasing since the 1980%. For the period 1980 through 1984, the average numbeér of
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new drugs approved by the Food and Drug Administration (FDA) in each year was 19:0. For the
period 1989 through 1994, the average number of new drugs approved increased to 25.2.
Between 1995 and 1998, the average number had increased to 37.5. : =

Spending on research and development has resulted in the development of drug therapies
for a number of conditions for which drug treatment was previously not available, such
Alzheimer’s disease, cancer and AIDS. =~ Other drugs are being: developed that: represent
improvements to older therapies, including treatment of hypertension, ulcers and depression.
The Pharmaceutical Research  and® Manufacturérs- of America (PhRMA) reports that -total
expenditures for research and development by major pharmaceutical manufacturers increased
from $2.0 billion in 1980 to $21.1 billiori in 1998." PhRMA indicates that the percent of sales
spent 01‘1 ‘research and development has algo been mcreasmg from 8. 9% in 1980 to 16.9% in

The increase in the number of new-drugs approved is also the result of changes in the
FDA'’s drug approval process that have been implemented in the 1990s. ‘The average length of
time for a new drug to be approved has decreased from 2.7 years in 1986 to' 1.0 year in 1998.
This is partly the result of enactment of the 1992 federal Prescription Drug User Fee Act, which
authorized the FDA to charge manufacturers a fee for approval of new drugs.” The FDA
increased the number of reviewers and support staff at the Center for Drug Evaluation and
Research, the agency responsible for review and approvai of new’ drugs, by several hundred to
expedﬁe the rev;ew pmcess :

Cost increases occur when 1ndw1duals sthch from lower cost’ therapxes to the ‘newer,
higher priced therapies. For example, Prozac, the first of a new class of drugs to -treat
depression, has an. average cost per day of $2.12. Prozac is currently under. patent, protection.
The average cost of Elavil, a brand name drug that treats depression, but is no longer under
patent, is $0.71 per day. The prescription drug costs for an individual would increase by
approximately 300% if that individual switches from Elavil to Prozac. Prozac’s patent protection
will expire in August of this year. “As a result, it is’expected that generic forms of Prozac will'be
available later this year, which will reduce the cost of Prozac. If individuals currently prescribed
Prozac do not switch to higher cost drugs under patent protection, then these individuals’ drug
costs would decrease. However, if these individuals switch to newer therapies to treat
depression, drug costs for these individuals would not decrease and may instead increase.

While a drug is still on patent, the pharmaceutical manufacturer can charge any price for
that drug. Once a drug is no longer on patent, the market determines the price of a prescription
drug. The differences in prices between newer therapies on patents and older therapies that are
no longer under patent can be significant, as shown in the example described above. Attachment
| to this paper is a table included in Factors Affecting the Growth of Prescription Drug
Expenditures, published by the National Institute for Health Care Management, July, 1999. The
attachment identifies the prace of new drugs, compared with older therapies used to treat a
variety of conditions.
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" Price Inflation. According to the KFF report, increased prices charged by manufacturers,’
wholesalers' or pharmacies have had less of an effect on increased prescription spending than
other factors. The report indicates that between 1996 and 1998, inflation for existing drugs
mcreased between 1.6% annuaﬂy and 3.2% annually. ‘However, the increase in the average price
per prescription increased between 6.5% and S. 2% annually for that same time penod as a result
of thc other trends descnbed above :

Cest and Utﬂlzation Contmi Features

There are several features that ceuld bf: mcorporated into a prescmptaon drug ass;stance
program that could partially-offset some of the trends described above. Many of these features
are-used in MA to control expenditures. : -

Formularies. The use of formularies by private insurance plans is one effective way to
reduce the use .of higher cost drugs when lower cost altematives are available. - Forfnularies are
thelist ‘of drugs that are covered by the plan. - Closed formularies may not cover the cost of
higher-priced drugs when less costly alternatives are available. Formularies can also be used in
conjunction’ with-copayments to encourage the use of lower cost therapies. For example, a
private insurance plan may require copayments of $5 for each-generic prescription. Copayments
of $15 would be required for brand name drugs if included on the plan’s formulary, or 50% of the
c:ost of the cirug if not lncluded on the pian s formulary

Federai Iaw requires MA prﬁorams to cover drugs manufacmred by companies that enter
into rebate agreements with HCFA on behalf of the states. Therefore, states are prohibited from
estabhshmg closed formularles uncier MA

."Prmr Auz‘horzzarmn and Thempeunc Substzturzon Pnor authonzatmn can be used, te_- s
f:ncourage the use of lower cost alternatives when such alternatives are available. Prior
authorization is a'feature-in many health care plans, including MA, that requires the pharmacy to
obtain prior approval from -a plan before it prov;des a product or service .in.order to receive
reimbursement for that ;ﬁroduct or service. o -

Undcr Wl,smnsm s MA progr&m, phannamsis are. required to receive appmval of certam
dmgs from DHFS before they may be reimbursed. This may be done electronically for most
drugs. According to DHFS, prior authorization is used to: (a) prevent potential drug abuse or
misuse; (b) prohibit reimbursement for drugs used for cosmetic purposes only; (c) encourage the
use of therapeutically equivalent drugs when generics are available in that classification.

. ...Under MA, the use of prior authorization to encourage the use .of therapeutically
equivalent drugs has been targeted to certain classes.of drugs. Under this targeted use of prior
apthorization, approval will only be provided if the pharmacist can indicate that the patient has
already tried one of the therapeutically equivalent, lower-cost drugs. If the individual had tried
one of the other alternatives and had an adverse reaction or it was not effective, then the prior
authorization is granted. The prior authorization transaction occurs on-line and in real time,

Health and Family Services -- Medical Assistance (Paper #482) Page 21



meaning that the pharmacist is able to request prior authorization through an on-line computer
system. The system is desagned to prov:de a response to the pharmamst almost Immediately

Use of prwr autho;:zanon in thlS way has prov;ded some dramatm results In Sepiember
1999, DHP‘S impiamented targf:ted prior.. authorzzanon of Axid and Pepc;td two brand name
drugs that are used to treat ulcers. In order to receive approval of Axid or Pepcid, a patlent must
have tried and failed two other medications, Ranitidine or Cimetidine, for 30 days or had an
adverse reaction to either of these drugs. Ranitidine and: Cimetidine are generic drugs.in the
same class as Axid and Pepcid. DHFS reports that since this change was made, prescriptions for
Pepcid and. Axid decreased over:65%: “Expenditures in this category increased by 1.4% from
1998-99 to 1999-00.despite an 11.9% increase in‘the number of prescription drugs dispensed:
DHFS estimates that the use of prior authorization in this instance saved the MA program over
Sl 0 mﬂhon in 1ts ﬁrst year

DHFS has also used targeted prior- authorizauon f()r a.certain: type of paamrehever non-
steriodal anti-inflationary : drugs (NSAIDe), effective: July ‘15, 2000. In 1999, MA spent over
$6.5 million  on:NSAIDs. - For the period January through March, 2000, the average cost:of
generic NSAIDs was approximately $11, while the average cost for a brand-name NSAID was
over $60.  Therefore, to the extent-prior authorization encourages an increase ‘in the use of
generic NSAIDs, the potential savings to’ MA could be slgmﬁcant ' = o

Because of the potential savings avaﬂable through the use of {arfreted pmor authorlzatlon
as demonstrated in MA, any proposal should prewde the adnnmstenng agency the autbority to
generate savings through therapeutic substitutions: SR A

. - Generic Substitution. .Under state law, pha.rmamsts may provade a generac substltuie in

place: of a bra.nd name drug without permission from a patient’s physzclan unless the: phys;c;an
indicates the brand name drug is medically necessary. Under MA, such substitution is required,
unless the prescribing physician hand writes on the prescription form' that the brand name:is
medically necessary.- As a result, MA’s useof generic drugs:compared with brand name drugs
has been much lower than most other plans. Approximately two-thirds of “drugs reimbursed
under MA are generic drugs, although more recently the portion has decreased due to the
increasing availability of newer drugs not available in generic form. -Othér”plans, including other
state presc':'ription' drug assistance programs and' private health care plans that do not require
automatzc genenc substitutaon typacally expenence generlc use of appmxxmateiy 40%.

Some mﬁ;wduals are concerned that generics are not as safe or effective as brand name
drugs. According to the FDA, generic drugs contain exactly the same active ingredients as the
brand narne counterpart and are just as safe and effective. The FDA indicates that approval of
generic drugs requires substantially the same level ‘of review as its approval for brand name
drugs. For example, the FDA indicates that a firm séeking to'sell a generic drug must show that
its drug delivers the same amount of active ingredient in the same timeframe as the original
product. The FDA further indicates that there is no evidence that generic drugs cause more side
effects than the brand name counterpart. The FDA indicates that it monitors reports of adverse
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drug reactions and has found no difference in the rates of adverse reactions between generic and
brand-name drugs.  Attachment 2 to this paper is a copy of an article published by the FDA’s
Center for'Drug Evaluation Research that describes the review process for approvai of genenc:
drugs and addresses certain myths about generic drugs.

Drug Utilization Review. Federal law requires MA programs to have a drug utilization
review {DUR) program. There are three components to a DUR program (1) yrospect;ve DUR,;
(2 retrespectwe DUR; and (3) and education.

Prospec‘uve DUR assists pharmamsts n: screcnmg certain drug categories for potential
drug therapy problems. These problems include therapeutic duplication, drug interactions, early
and late refills, cumulative side effects, contraindications for pregnancy, certain diseases and
specific ages. Prospective DUR is required before a drug is dispensed. Information provided by
the MA prowram 1s avaﬂable to the pharmamst through the on-line systcm

Reﬁmspacnve DUR prevzdes for ongomg periodxc examination of paid claims data and
other records. to 1dent1fy patterns of -fraud, abuse, overuse and inappropriate or medically
unnecessary care assomated with %pcczﬁc drugs or gfoups of drugs.

The thlrd componem educaﬂon, is used by DHFS to educate prescribing professionals.
and pharmacists on common drug therapy. problems to improve prescribing and dispensing
practices. The MA program convenes a board of practicing physicians and pharmacists from
around the state to review and approve all criteria used for both prospective and retrospective

S Any dmg asmstanc& program should mclude a DUR component to assist in managing
pmgram costs and to help to ensure ﬂ'lat the drugs purchased under the program are being used
safely, effectively and appropriately. '

Other Provisions

: Several other issues should be considered that would affect the Legislature’s commitment
to fund increasing costs.

Sum Sujf’ cient 1 versus Waztmg Lists. A proposal could either provide funding from a sum
certain apprepnatxon or a sum sufficient appropriation. If a sum certain appropriation is
provxded expendxmres under the program are limited to the amounts appropriated by the
Legislature. If a sum sufficient appropriation is provided, expenditures are not limited to any
amount other than the arnounts necessary to meet the needs of the program.

~ The use of a sum sufficient appropriation would ensure that any individual that is eligible
to partic:tpaze and apphes would be enrolled in the program. However, if a sum sufficient
appropnatxon is created, there could be significant risk to the general fund, since the estimated
cost of any proposal is considerably uncertain. Much of the data that has been used to estimate
the projected costs of proposals is up to five years old and therefore does not refiect the most
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recent trends discussed above. -Additionally, the -data.is ‘primarily-based on national data
extrapolated to Wisconsin.  Therefore, the estimated costs of any proposal could be significantly
over or.under the actual costs. -The draw-on the state’s general fund cou}d be &gmﬁaant if actual
costs exceed projections. i ST R ik L

.- A sum certain appropriation minimizes the risk to.the state’s'general fund because the
amounts spent-would be limited to the amounts appropriated by the Legislature. However, it is
not clear what would happen if actual costs exceed projections.if a sum:certain app'm'priaﬁan is
provided. If costs exceed projections and the Legislature does not appropriate additional
funding; it is presumed that DHFS would:have to establxsh wa:ttmv hsts S0 that cxpenditures d()
not exceed the amounts appropna&d for the program el R :

Lzmzts on. Beneﬁts An aiternauve 10 the use: of wamng hsts wouid be the use, of hxmts ORn

benefits. The Committee: could: -authorize. DHFS. to place limits on..the -amount of benefits

available per person sboulci actual Costs exceed the amounts appropmated Usmg thxs a&thorxtyﬂ ai

would ‘be one way 1o enstire that'everyone that Weuld “apply and be found eligible wanld I‘ECBIVE

some asszstance ‘but would ensure that the program would be able to stay thhm budgﬂt s

Altematzveiy, if a sum certain 3ppropr1at10n is prowded and no provasmn spec;fvmg
whether ‘waiting lists or limits on benefits are authorized, it is-unclear ' what would happen. For
two programs ~established ‘in- the 1997-99 biennial budget: where expenditures exceeded ‘the
amounts budgeted, the Legislatire provided additional funding to prevent the use of waiting lists
or reducing eligibility limits. The Joint Comnmittee on Finance has twice transferred additional
funding for kinship care in order to address waiting lists in certain counties. Additionally, 2001
Wisconsin Act 1 provided an additional $11.2 million GPR for BadgerCare to ensure that the

eli g1b1111y hmzt for the program Was 1 ot reduced If:such a situation‘occurs in a prescnpuen drug: .o |
program, the’ Legislature could address such a problem by appropnatmg additaonal funds er'._ o

modifying the program.

Federal Action

“Tt'is not kriown whether Congress will act to address the demand for prescription drug

coverage for Medicare beneficiaries in the current session. The President has proposed the
creation of a block grant program to states that could be used to create prescription drug
assistance pians in eas:h state or be used in congunctlon with exzstmg programs in those states that
already have such programs. Congress appears poised to address the program at ‘the federal level
rather than a state»based apprcach However, there is much dzsagrecment among mﬁ:mhers 0f
Congress in terms of the apg}roach such actzon shouki follow

If any proposal enacted by the Legislature 3peczf1es that the program would be a payer of
last resc)rt any drugs purchased under the program would first be rezmbursed under a Medicare
benefit or other fedm‘aj program and only costs not rezmbursed by Medicare or other fedaral
program would be pmd under the state proaram Thxs is conszstent w1th the MA program Whl(lh
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is a payer of last resort. For individuals eligible for both MA and Medicare, Medicare is first
billed for services and MA only pays for those services that are not reimbursed under Medicare.

A proposal could be developed that would require DHFS to submit a report to the
Governor and the standing committees of the Legislature if it certifies that a federal benefit is
available that provides substantially the same coverage as available under the state program. The
report could provide a comparison of the federal benefit and the benefit available under the state
program and identify options for modifying or repealing the state program in order to conform
with the federal benefit. '

Another option would be to specify that any state program would sunset if DHFS certifies
that a federal benefit is available that provides substantially the same benefit and coverage as the
state program.

Health and Family Services -- Medical Assistance (Paper #482) Page 25




ATTACHMENT 1

L '--P-ric_e of New:Drugs Compared to Old Drugs, by Therapeutic Category, 1998

Price of

- Top Two New Drug
New Drugsin =~ 7 Average Relative to
- Therapeutic Price of Price of Average Price
Therapeutic Category “~ ~ Category New Dmg O1d Drugs of Older Drugs
Antidepressants Zoloft $76.08 $48.82 155.8%
LR Paxil $70.39 “144.6%
Anti-ulcerants Prevacid $112.46 $86.99 1293%
LR - Prilosec - $122.80 141.2% -
Antibiotics, broad based Zithromax $39.19 $25.99 150.8%
o S Cefail $57.53 - 221.3%
Cholesteral reducers Lipitor $75.59 $71.89 105.1%
SR " Zocor $98.26 e 36 7%
Calcium blockers Norvasc $55.64 $49.57 112.3%
Antihypertnensive drugs - -Cozaar $49.64 0 U 340,03 124.0%
Diovan $44.64 111.5%
Beta-blockers Coreg* $89.32 $26.49 337.1%
Sex hormones Prempro* $28.10 $26.53 105.9%
QOral antidiabetics Glucophage $48.54 $27.27 178.0%
Rezulin $142.82 523.8%
Antihistamines Claritin $61.79 $65.27 94.7%
Zyrtec $51.57 79.0%
Analgesics, non-narcotic Imitrex $153.58 $20.64 744.2%
Ultram $42.15 204.2%
Oral contraceptives Desogen* $27.02 $29.57 91.4%
Bronchodilators Serevent™ $60.75 $27.54 220.6%
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TR Price of
Top Two . New Drug
¢ New Drug&in: o) 2 o i e Average o -Relative to

Therapeutic Price of Price of Average Price

Therapeutic Category Category New Drug Old Drugs of Older Drugs

Antiseizure Neurontin $97.15 .. %44.16 220.0%
. . Lamictal $167.50 . oo s 379.3%

Respiratory steroids (inhaled) Flonase . .. $4695 ... $5148 - 91.2% .
Rhinocort $36.63 71.2%

Antipsychotics - . Zyprexa $242.66 Lo 542,12 ” 5761% |
. Risperdal - §141.58 _ g 336.1%:

Fungicides . -  Lamisii o oo $18201 .. $3L22 5829%
' S Speranox $195.65 626.6%

HIVrAzitivirals | | Viracept s $516.03 $318.68 .. 161.9%
Zerit $252.77 79:3%

Oral cold preparations ~ Claritin 12 hour .~ $48.76 . $1730 . $281.8%
- o Allegra-D $4185 241.8%

.. *Note: - Only one new drug introduced between 1993 and 1998 in therapeutic category.

 Source: Barents Group LLC:-ané}ySiS'of Scott-Levin Source .Prescri'pi-i_on Aﬁéit Data. .
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ATTACHMENT 2

‘DA Ensures B
q uwalence of Generlc Drugs

he_qu ty standards for approva} of drugs sold in the Umted States are umform

.' :w ethe -they are for’ genemc Gr brand -name- drugs Smce generzc drugs generaily sell :
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“Since generic drugs generally sell for less than

brand-name drugs, many people falsely believe that

generics must be inferior to brand-name

products.”

be administered the same way, for
example, swallowed as a pill or
given as an injection.

The manufacturer must show the
generic drug is “bioequivalent” to
the brand-name drug (See “What
Is Biceqguivalence?” below).

The generic drug’s labeling must
contain information that is essen-
tially the same as that of the
approved drug.

The firm must fully document the

_generic drug's chemistry, manufac-

turing steps. and t}uéli'tys control
measureés. Each'step of the process
must be detailed for FDA review.
The firm must assure the FDA that
the raw materials and the finished
product meet USP specifications, if
these have been set, The USP, or
U.S. Pharmacopoeia, is the non-
profit, scientific body chartered by
Congress to set standards for drug
purity in this country.

The firrn must show that its generic
drug is stable under extremes of
heat and hurnidity before it can be
sold. Once on the market, the firm
must continue to monitor the
drug's stability. The firm must
show that the container and its co-
sure system won't interact with the
drug. Firms making sterile drugs
must submit sterility assurance data
and data showing microbiologic
integrity of these products.

The firm must provide a full
description of the facilities it uses
to manufacture, process, test, pack-
age, label and control the drug. it

— Doug Sporn, Director of
FDA's Office of Generic Drugs

must certify that it complies with
federal regulations about current
good manufacturing practices and
undergo FDA inspection of the
manufacturing facility to assure
compliance.

Before FDA approves a generic
drug, it usually conducts a prod-
uct-specific inspection at the pro-
posed manufacturing site to make
sure the firm is capable of meeting
its application commitments and to
ensure the firm can manufacture

. the product consistently. .

"Generic competition helps keep

the cost of drugs down,” Sporn says.
“It also encourages the research-
based drug companies to keep find-
ing newer and better medicines that
have patent protection.”

When retired federal auditor Stuart
Addison goes to the pharmacy in
Margate, Fla., he has the pharmacist
fill his prescriptions with generic
drugs. “My motivation is to keep
the prices down,” Addison said, not-
ing that his insurance plan helps pay
for his prescriptions. “ My pocket-
book isn't directly affected; but, in
the long run, I'm helping keep
insurance premiums down.” Generic
drugs save consumers an estimated
$8 to $10 billion a year at retail
pharmacies (according to the
Congressional Budget Office). Even
more billions are saved when hospi-
tals use generics.

“FDA-approved generic drugs are
bioequivalent and therapeutically
equivalent to their brand-name coun-
terparts,” says Sporn. “People can

{ - use them with total confidence.” " -




Senator Burke

HEALTH AND FAMILY SERVICES - MEDICAL ASSISTANCE |

. Dental Access

Motion:

 Move to mcorporate the provisions of 2001 Senate Bill 166 (as modified 10 reflect the
Committee’s previous action on tuition asmtance for the Marquette Umverszty School of Dentlsﬁry)
and Senate Bﬂ} 167 into the budget bill. .

thé'

Senate Bﬂl 166 arad 167 were miroduced by the Jomt Legasldtwe Counc;l bascd on the_ -

recommendations of the Legislative Council Study Committee on Dental Care Access,

-Senate Bill 166

MA Beneﬂts F undmg for Denml Services. The bﬁi wouid increase beneﬁts fundmg under
the medical assistance (MA) program to: : -

e  Increase maximum reimbursement rates to the 75° percentile of-the American
Dental Association’s fee schedule for the east north central region of the country, which includes
Wisconsin ($8,614,000 GPR and $12,268,500 FED in 2001-02 azad $11 629,000 GPR and
$16,394,300 FED.in 2002-{)3) : : . e

. mede coverage of topical ﬂﬁ.éride varnish as part | of the early and period
screening, diagnosis and treatment (EPSDT) program in the 2001-03 biennium ($162,900 GPR
and $232,100 FED in- 2001-02 and $325 900 GPR and $459,300 FED in 2(}02»03), and .

. Increase from one to two the number of dentai cieanmgs an aduit MA recipient

could receive in one year {$378,500 GPR and $539 000 FED in 2001-02 and $378 500 GPR and
$533,500 FED in 2002-03).
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Additionally, SB 166 would require MA to reimburse providers for dental services
provided by dental hygienists provided within the scope of practice of a dental hygienist. No
funding would be prowded for th:ls Ltem

MA Admmzsrmrwn for Dental Serwces SB 166 would pmwde $264,000 ($132,000 GPR
and $132,000 FED) annually and 5.0 GPR positions, beginning July 1, 2001, to establish a
licensed dental health professional in each of the five DHFS administrative regions of the state.
These positions would perform dental health outreach services and would be funded as an MA
administrative expense. Most MA administrative activities, including outreach activities, are
funded on a 50% GPR/50% FED cost-sharing basis.

. Tuition Assistance: Marquette University School of Dentistry.  The bill would provide
$558 0()0 GPR in 2001-02 and $783,000 GPR in 2002-03 to: (1) increase the maximum number
of Wisconsin residents enrolled in the dental school who qua};fy for tuition assistance from 100
students to 160 students over a four-year period; and (2) increase the amount of tuition assistance
for Wisconsin residents enrolled in the dental school from the current level of $10,670 per year
to $15,000 per year.

The proposal assumes that the dental school would enroll an additional 15 Wisconsin
residents each year over a four year period. When fully implemented, the cost of the proposal
would be $1,233,000 GPR over the current base funding of $1,167,000 GPR.

During its deliberations on the 2001-03 biennial budget, the Joint Committee on Finance
approved a motion to provide $175,100 GPR in 2001-02 and $350,100 GPR in 2002- 03 to
increase the maximum number of Wisconsin residents that qualify for tuition assistance from 100
1o 160; Theref@re an addltic)nai SBS?. 90() GPR m 2(}01 02 and $432,9(}0 {}PR in 2002~G3 Would -
be provided: for this purpose. '

Community Water Fluoridation. SB 166 would provide $25,000 GPR annuaily for DHFS
to award annual grants to applying communities for: (1) purchasing water fluoridation
equipment; (2) constructing additional building space to house water fluoridation equzpment and
(3) funding salaries of employees who operate water fluoridation equipment.

~.Community Dental Services. SB 166 would provide $1,600,000-GPR annually to provide
or-expand community dental services. Qualified applicants would include entities that provide,
orseek to provide, dental care services to low-income individuals that are not federally qualified
health care centers. DHFS would give preference in awarding grants to applicants in areas that
are located in dental health professional shortage areas. Grant recipients would be required to:

(a).-make every attempt to collect appropriate reimbursement for its costs in providing
dental services to persons who are eligible for and receiving BadgerCare, health care, MA or
assistance for medical expenses under any other pubhc assistance or have coverage under a
private insurance program, -

(b) prepare and utilize a fee schedule for the provision of its services consistent with
locally prevailing charges that is designed to cover its reasonable costs of operation and prepare a
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corresponding  schedule of discounts to be applied to-the payment of such fees;.based on the
paaents abﬁzty to pa}, : e - : o _

(c) estabhsh a governing board that, except in the case of an applicant that is an Ind;an
tribe .or band, is composed of individuals who are representatives of persons served by the
applicant and a majority of whom are being:served by the applicant. The board would: (1)
establish -policies surrounding the entity’s program operations; (2) hold regularly scheduled
meetings.and-keep minutes; (3) approve the selection or dismissal of an entity’s director or chief
executive office; (4) establish personnel policies and- procedures, including employee selection
and dismissal’ procedures, salary and benefit scales, employee grievance procedures -and equal
opportunity practices; (5) adopt policies for financial: management practices, including a system
to:ensure accountability for resources, .approval of an annual budget, priorities for eligibility for
services, including criteria for the fee schedule -and: long-range financial planning; (6) evaluate
the. entity’s activities including services utilization patterns, productivity, patient satisfaction,
achievement of objectives, and development of a process-for hearing and resolving. patient
grievances; and (7). adopt health care policies- including ‘scope and avallablhty of- serwces,
location, hours of services and quality of care audit procedures. g -

-{d) use any funds provided under the program to supplement, not replace, other available
funds; . : : .

(e) rmplement a patient screening process to determine eligibility for MA, BadgerCare
and the devised payment schedule; : .

(f) .p.r{)?Ji.de oral health edacation in. progréms operated by and affiliated. With DHES,
mcludmg the specxai supp]emental food program for women, infants and children and head start;

(g) provide dental screening, risk assessments and preventive dental treatment to _p_tegnant
women; infants, preschoolers and persons with disabilities; heart disease or lung disease or
persons using psychotropic medication.

: : S”enate Bill 167

Regional Dental Examinations. - Newly authorize the Dental Examining Board, attached
to the Department of Regulation and Licensing (DRL), to issue a dentist license to an applicant
who has passed an examination of either a dental testing service approved by the Board or a
regional dental testing service in the United States. Under current law, the Board is required to
grant-a dentist license to a person who does all of the following: (1) submits an application. for
licensure; (2) pays the specified fee; (3) submits evidence of graduation from an accredited dental
school; (4) submits evidence that he or she has passed. the national dental examination and the
examination . of a dental testing service approved by the board; (5) passes an examination
administered-by the board on the statutes and rules relating to dentistry; and (6) completes -any
other requirements established by the board by rule. : L

Licensure of Dentists from Other Jurisdictions. Require the Dentistry Examining Board
to grant a license to practice-dentistry to an applicant who is licensed in good standing to practice

Motion #1509 Page 3



dentistry in-another state 'or territory of the United States or-in'Canada upon presentation: of the
license, payment of the required fee, and submission of evidence satisfactory to the Board that he
or she has met all of the following conditions: (1) graduation from a school accredited by the
American ‘Dental :Association’s Commission on-Dental Accreditation; (2) ‘presentation of a
certificate from each jurisdiction where - the applicant has. previously ‘been licensed ‘that no
dlscq}imary action is pendingand’ detailing any  such- action -that -has been m}posed (3)
présentation of evidence that the applicant has been actively engaged in the practice of dentistry
in one or more other jurisdictions:for at least 48 of the last 60 months; (4) presentation: of
evidence that. the applicant has completed a jurisprudence examination on Wisconsin' statutory
and administrative code requirements relating: to-dental hygiene; (5) presentation ‘of evidence that
the apphcant has' a ‘current certificate  of pr@ﬁcmncy for cardiopulmonary resuscitation; (6)
preséntation “of evidence that the applicant: ‘has ‘disclosed -all discipline ever taken -against:the
individual ‘shown in: reports from the ‘National -Practitioner Data Bank and - the - American
Association ofDental ‘Examiners;-and (7) ‘the applicant has promded a satisfactory response
during a- personal interview-with the Board that the:Board may reqmre to resolve. any conflicts
between the licensing standards and the: appilcams apphcatzon orto mqmrc mte any dlsc:lphne
that was 1mposcd agams’t the apphcant in-any other junsdlctmn : T

= Specify tha’t--the -B'oard' wouid be -perfmtted to' refuse to grant a license to an"appiicant
following an interview if the Board determines that discipline that was imposed against the
apphcam in another _}UI‘ISdiCﬁOR dcmonstrates that the apphcant 1s unfzt to practice denﬁstry

Current law spwlﬁes that the Board may grant a l1cense to practice demisny 10 a person
who is licensed and in good standing in another state or U.S. territory or another country if the
applicant meets ‘the requirements for licensure: estabhshed by the Board by rule and presents the
hcense and pays the spemfied fee.- H P R

Denml Hygzemst s Scope af Pmctzce Specafy that a dental hygzemsi woulci be authonzcé '
to-practice dental hygiene only if-a dentist is present-in the facility or pursuant to a dentist’s oral
or written'prescription that meets the requirements set foxth in curreni law, w;th two' exceptzcms

The farst cxcepﬁwn would authorize a dental hygzemst to practlce at a schoel f{)r the
education of dental hygienists without a dentist present in the facility and without'a written or
oral prescription. A dental hygienist may apply sealants on a patient at a school for the education
of dental hygienists without a diagnosis or treatment plan by a dentist, if the dental hyglemst has
perfcrmed an oral nsk assessment : -

The second exceptmn wouid auth@nze adental hygienist to practme in the fa(:lhty Wzthout
a dentist present and without an oral or written prescription if the dental hygienist meets specified
education and experience requirements ‘and practice specified procedures. The dental hygienist
would be authorized to perform those praétices only in the following settings or circumstances:
(1) for a school board or a governing body of ‘a private school; (2) for afacility or a hospital that
provides care for terminally ‘ill patients; (3) for a local-health’department; (4) for a charitable
institution open to the general public or to-members of a religious sect or order; (5) for a
nonprofit home health care agency; and (6) for a nonprofit dental care program serving primarily
indigent, econemically disadvantaged, or migrant- worker populations.  Under this second
exception, the dental hygienist would be permitted to practice as specified in the bill:if he or she
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meets specified education and experience requirements and is certified by the Board in dental
hygiene practice circuumnstances without a dentist present and without a prescription.  Under the
bill, an individual would be required to have two vears:experience as a dental hygienist and meet
adchtlonal educatlenal requirements in order to obtain the certificate.

Under current Zaw a dcnf,al hygiemst may practzce dental hy giene. or perform remedzable
procedures only as an employee or-as an independent contractor and only in one of the following
eight specified settings or circumstances: (1)-in a dental office; (2) for a school board or-a
governing body of a private school; (3) for a school for the education of dentists or dental
hygienists; (4) for a nursing home or community-based residential facility, a hospital, a state or
federal prison,-county jail or other federal, state, county:or municipal correctional or detention
facility; or.a facility established to provide care for terminally ill patients; (5).for a local health.
department; (6) for a charitable institution open to the general public or to members.of a religious
sect or Order" (7) for a nonprofit home health care agency; and.(8) for. a.nonprofit dental care
program servmg primarily indigent, economically disadvantaged or migrant worker populations.
Generally, a dentist must be present m the faczlity or the practzce 18 bemg performed pursuant to a
denﬂstswr;tten or oral prescrzptmn R Tt O P : .

Delegm‘wn 0f Dennstry Practices. Authorzze a demist to delegate any dentzstry practices
not mciuded in dental hygiene to a dental hygienist, except for those practices that are prohibited
practices by a dental hygienist under current law. In order for the delegation to occur, the
delegated. acts must be ones that, in the opinion of the dentist and the dental hygienist, the dental
hygienist is. competent to perform based on his- or her education, training, or experience. -In
dddmen reqmre the dentdl hygmmst S performance of the practice to be mspected by a dentist. .

o Authcmze the deiegauon of remedxable dental proceciures to unhcensed persens 1f certam _
reqm;remems_ are .met. Specify that the pracnce must: be ‘one for-which- delegataon is ‘mot:
prohibite: [removai of supra- or subgingival calcareous. deposits, deep. scalmg or root planning,
conducting an. oral screening without the written prescription of a.dentist, participating in the
development of a-dental patient’s dental hygiene treatment plan or any other practice specified by
rule.of the: Board}: . Additionally, require that the person must have graduated from an accredited

dental assisting program or have worked: at least 1,000 hours during the preceding 12 months ina

clinical, dentistry setting. Further; stipulate that the dentist making the delegation must document -
mﬁh;s or her records that the person has. been trained or educated to do the dental ‘practice.
Finally, specify that the delegated practices must be ones that, in the. opinion of the dentist and -
the individual to whom the practices are deiegated the individual is competent to perform based
on his or her education, training, or experience: : :

Under current law, a dentist may delegate to an unlicensed person the performance of
remediable procedures if certain conditions are met. In addition, a dentist may delegate to a
dental hygienist the performance of remediable procedures and the administration of oral
systemic premedications, local anesthesia, and subgingival sustained release chemotherapeutic
agents, if certain requirements are met,

Educational Dentist’s License. The bill would require the Board to grant a license to

practice dentistry to an applicant who is a faculty member at a school of dentistry in Wisconsin if
specified conditions are met. Marquette University School of Dentistry is the only school of
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dentistry in this state: The person must present his or her license to the board; pay-the required
fee and submit -evidence satisfactory to the Board:that he or she has met the seven conditions
specified in the bill, one of which is thathe or she'is a faculty member at a school of dentistry in
this state. The Board would be permitted 1o refuse to grant a license to an applicant following an
interview if the Board determines that discipline that was imposed against the applicant in
another jurisdiction demonsirates that the applicant is unfit to practice dentistry. -In-addition, an
educational dentist’s license ‘granted under the bill 'would no longer be in effect if: the hcensce
ceases to be a fuil time faculty member ata school of denustry in this state. L

Oral Health Data Coilecnon System DHFS WOLIId be requn‘ed to prepare a plan for
development ‘of a ‘comprehensive oral health ‘data-collection system, and submit it to-the
Governor and Legislature by ‘September 1,-2002:"The plan would identify data to be collected,
sources for'which the data could be collected, costs:of 1mpiementmc the system and any statutory
changes that wou}d be needed to: 1mpiement the system

Report on Prwr Authorzzatmn Under MA )HFS would be requzred to prepam a report
on its efforts to reduce prior authorization requirements for MA dental services and-simplify the
prior authorization process for these services. DHFS would be required to submit this report to
the chief clerk of each house of the Legislature and to the Governor by the ﬁrst day of the sixth
month fﬁilowmg the effectwe date of the biil

‘Report on Commumty Dental Heaith Educatzon Programs. The b1H would require the
Technical College System Board to prepare a report on the feasibility and ‘cost of increasing the
number of sites in the technical college $ystem that offer community dental health-education for
dentists and dental hygienists. The Board would be required to submit this report to the chief
clerk of each house of the Leglslamre and to the. Govemor on the first day ()f the Sixth month
followmg the effectwe {iate of the bﬂI : SRTTE e B e S

Dentzst and Dentai Hygzene Loan Rezmbursement Progmms The bill Would expand the
physzczan loan assistance program (PLAP) to include dentists and the health care provider loan
assistance program (HCPLAP) to include  dental hygienists. The Rural Health Development
Council would be expanded from 11 members 1o -13 members, including a dentist and dental
hygienist. Tt should be noted, that in previous actions, the Committee has expanded the PLAP
and ‘HCPLAP to*include dentists and dental hygienists, respectively. Additional funding of
$50,000 PR in 2001-02 and $100,000 PR in 2002-03 in tribal gaming revenues was provided.

[Change to Bill: $25,818,500 GPR and $30,690,700 FED and 5.0 GPR positions]
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HEALTH AND FAMILY SERVICES
Medical Assistance

Base Agency

LFB Summary Items for Which No Issue Paper Has Been Prepared

Iiem # Title
i Overview of Medical Assistance Benefits .
3 (part) Nursing Home Reimbursement and Creation of the Medical Assistance Trust Fund

(only provisions relating to the treatment of unanticipated IGT revenues that
would be retroactive as of July 1, 2000)

9 (part) MA Hospital Payments U
12 MA Administration Contracts and Agreements \}\,\ i}% ;
13 Eliminate the MA Asset Limit for Low-Income Families {‘ s %%
15 MA State Center Adjustments - %{-—fw
16 MA Estate Recovery vy
18 Managed Care for Disabled Adults '
22 DHCEF Staff Funding Change

23 ... .. .CIP.JA Rate for New Placements :

24 ‘Community Services Deficit Reduction Benefits (CSDRB)
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