Legislative Fiscal Bureau
One East Main, Suite 301 « Madison, WI 53703 ¢ (608) 266-3847 * Fax: (608) 267-6873

December 17, 2009

TO: Members
Joint Committee on Finance

FROM: Bob Lang, Director

SUBJECT: Forward Health Rate Reform Project and Program Status

This memorandum describes the "Forward Health Rate Reform Project" plan prepared by the
Department of Health Services (DHS) to implement provisions in 2009 Wisconsin Act 28 that
reduced funding in the medical assistance (MA), BadgerCare Plus, and SeniorCare programs in the
2009-11 biennium. In addition, the memorandum provides updated information regarding
enrollment trends in the BadgerCare Plus program and the Childless Adults Core Plan.

Forward Health Rate Reform Project

In total, the funding reductions enacted in Act 28 were anticipated to reduce benefits costs by
approximately $633.1 million (-$207.7 million in state funds and -$425.4 million in federal
matching funds) in the 2009-11 biennium. This funding reduction represents a reduction of
approximately 4.8% of total estimated program benefits costs in the biennium (approximately $13.3
billion).

In September, DHS made public its plan. The Department's document, which is titled
"Forward Health Rate Reform Project," identifies the amount of the Act 28 funding reductions
DHS expects to generate, the administration's goals in reaching the plan's savings targets, and the
process DHS used to develop the plan to meet these goals. The Department has made several
changes to that plan since September. The Department's current plan, which contains 66 items, is
provided in the Attachment, which lists each item in one of nine broad categories, together with the
Department's estimates of savings the plan will generate, and the primary method by which DHS
would generate savings.

The following table summarizes the information in the Attachment.



TABLE 1

Summary of Current DHS Forward Health Rate Reform Plan

($ in Millions)

No. of All Funds Savings GPR Savings Percent of Savings
Items Broad Category 2009-10 2010-11 2009-11 2009-10 2010-11 2009-11  AllFunds GPR
9 Managed Care $25.1 $97.8 $122.9 $7.4 $33.9 $41.3 20.2%  18.8%
5 Hospital Services 5.0 17.2 222 1.5 6.0 7.5 3.7 34
7 Physician/Clinic/Imaging/Acute

Care Providers 7.4 19.2 26.6 2.2 6.6 8.8 44 4.0
3 Mental Health -0.9 2.5 1.6 -0.3 0.9 0.6 0.3 0.3
17  Pharmacy 73.3 126.0 199.3 21.7 43.6 65.3 32.8 29.8
12 Long-Term Care 9.2 23.4 32.6 2.7 8.1 10.8 54 4.9
2 Administration 0.2 0.4 0.6 0.1 0.1 0.2 0.1 0.1
3 Program Integrity 0.0 6.8 6.8 0.0 24 24 1.1 1.1
58  Subtotal $119.3  $2933 $412.6 $353 $101.5 $136.8 67.9%  62.4%
8 Delayed Payments and

One-Time Savings $15.0 $1804 $195.4 $4.4 $78.0 $82.4 32.1%  37.6%
66  GRAND TOTAL $1343  $473.7 $608.0 $39.7  $179.5 $219.2 100.0% 100.0%

The table shows that the administration estimates that the plan will result in savings totaling
$608.0 million ($219.2 million GPR and $388.8 million FED) in the 2009-11 biennium. However,
the Department's plan includes approximately $195.4 million of (all funds) savings that will be
realized on a one-time basis in the current biennium, including approximately $82.4 million in one-
time GPR savings. These amounts represent approximately 32.1% and 37.6% of the total all funds
and GPR savings in the plan, respectively. The one-time savings DHS expects to realize in 2010-
11 will increase GPR commitments in the 2011-13 biennium.

BadgerCare Plus

During the first five months of 2009-10, MA enrollment is trending significantly higher
than the projections used to establish the level of benefits funding provided in Act 28. Much of that
increase has occurred in BadgerCare Plus, which provides healthcare coverage to low-income
children and their families, and to pregnant women. (For these purposes, BadgerCare Plus does not
include the Childless Adults Core Plan, discussed separately below.) Fiscal year to date,
BadgerCare Plus enrollment has averaged 687,000 individuals per month. By comparison, Act 28
assumed the program's monthly enrollment would average 638,000 individuals in 2009-10 and
648,000 individuals in 2010-11. As of November 30, 2009, approximately 700,000 individuals
were enrolled in BadgerCare Plus.

In recent months, enrollment increases have moderated, relative to the historically high rates
experienced earlier in the year (0.85% per month during the past three months, compared to 1.66%

Page 2



per month during the first eight months of calendar year 2009). While it is not certain if this trend
will continue, it is consistent with the program's historical experience, where enrollment growth has
tended to moderate as economic conditions in the state stabilize. Even if the moderating trend
continues, however, the program's average monthly enrollment will exceed Act 28 projections.
Based on current estimates of the program's average per member costs, the GPR cost overruns
associated with that higher-than-projected enrollment could range from $100 million to $125
million over the 2009-11 biennium.

In addition to per member costs, the potential GPR shortfalls are based on the state's
projected federal medical assistance percentage (FMAP). The American Recovery and
Reinvestment Act of 2009 (ARRA) temporarily increased Wisconsin's FMAP for the period
October 1, 2008, through December 31, 2010, referred to as the "recession adjustment period". Act
28 assumed this temporary FMAP increase would result in Wisconsin receiving approximately
$317 million in additional federal MA matching funds during state fiscal year 2011. The federal
healthcare reform bill recently passed by the United States House of Representatives (H.R. 3962)
would extend ARRA's recession adjustment period through June, 2011. That extension, if it
becomes law, could result in the state receiving approximately twice the additional federal MA
matching funds in fiscal year 2011 as was originally estimated in Act 28. The exact amount of any
such additional funding would depend upon the state's MA benefit expenditures during the period
and the state's future unemployment rate (to which the temporary FMAP increase would be tied).
To the extent that additional one-time federal assistance would be used to fund ongoing
commitments, it would need to be replaced with other funding sources in the 2011-13 biennium.

The Patient Protection and Affordable Care Act currently being debated in the U.S. Senate
does not contain a comparable extension of the ARRA FMAP. A separate Senate bill, however,
titled the "Transitional Federal Medical Assistance Percentage Act," would extend ARRA's FMAP
increases through June, 2011, similar to H.R. 3962. In addition, the Senate bill would phase those
increases out gradually during the period July, 2011 through December, 2013 (referred to as the
"ARRA transitional assistance period"), rather than terminating them altogether in June, 2011.
Whether H.R. 3962 or the Transitional Federal Medical Assistance Percentage Act will become law
cannot be said at this time.

The Childless Adults Core Plan

The 2007-09 biennial budget act authorized DHS to request a waiver from the federal
government that would allow the state's MA program to provide healthcare services to childless
adults ages 19 through 64 who have incomes up to 200% of the federal poverty level and who are
not eligible for any other MA, Medicare, or SCHIP program. DHS began enrolling individuals in
the new childless adults program (the Core Plan) in January, 2009. The first enrollees consisted
primarily of individuals previously enrolled in Milwaukee County's general assistance medical
program (GAMP). DHS initially planned to expand the program statewide beginning in April,
2009. Budget constraints delayed that statewide expansion until July, 20009.

Act 28 provided $85.2 million ($27,286,800 GPR, $51,134,700 FED, and $6,799,400 PR) in

2009-10 and $129.2 million ($44,415,400 GPR, $77,936,100 FED, and $6,799,400 PR) in 2010-11
to support benefits for Core Plan enrollees during the 2009-11 biennium. Subsequent to the

Page 3



enactment of Act 28, DHS was awarded a grant of $10 million per year for each of the next five
years (beginning in federal fiscal year 2009-10) from the U.S. Department of Health and Human
Services Health Resources and Services Administration (HRSA) to further support the program's
costs.

Act 28 assumed that monthly enrollment in the Core Plan would average 24,900 individuals
in fiscal year 2010 and 39,500 individuals in fiscal year 2011. Because the number of applications
quickly exceeded those projections, DHS obtained approval from the federal Centers for Medicare
and Medicaid Services (CMS) to limit program enrollment to individuals who applied by October
9, 2009, and who timely paid the program's $60 annual enrollment fee. DHS received over 76,000
applications for the Core Plan by the October 9th deadline. Individuals who applied for the Core
Plan after October 9, 2009 were placed on a wait list.

As of November 30, 2009, 55,000 individuals were enrolled in the Core Plan. Final
enrollment figures will not be available until later this month, when DHS completes its review of
the applications received prior to the October 9th deadline. Preliminarily, however, DHS estimates
that Core Plan enrollment could reach 68,000 individuals when that review process is completed.

Going forward, DHS intends to allow natural attrition in the program to cause enrollment to
decline to approximately 54,000 individuals, a level DHS believes is sustainable under the "budget
neutrality”" requirement of its waiver agreement with CMS. Under that requirement, the amount of
federal matching funds available for Core Plan benefits cannot, in any given federal fiscal year,
exceed the federal funds the state would have received that year to support disproportionate share
hospital (DSH) payments. In federal fiscal year 2010, that amount is approximately $94 million. If
program expenditures during any given federal fiscal year cause DHS to exceed its "budget
neutrality” limit, the overspending must be financed totally with state funds. Based on its initial
projections, DHS believes it will satisfy the budget neutrality requirements of the CMS waiver
agreement in the 2009-11 biennium.

As the foregoing explanation implies, "budget neutrality" in this context does not correlate
to Act 28 funding levels. Stated otherwise, program expenditures could satisfy the budget
neutrality requirement of the waiver agreement while exceeding the funding provided in Act 28
(even as supplemented by the HRSA grant). Based on current estimates of the Plan's per member
costs, and assumptions regarding final enrollment and attrition rates, the GPR cost overrun for the
Core Plan during the biennium is currently projected to reach approximately $20 to $25 million.
This preliminary estimate is subject to ongoing modification as additional program enrollment and
cost information becomes available.

The potential GPR cost overruns identified above, both with respect to BadgerCare Plus and
the Core Plan, are premised on higher-than-anticipated enrollment. They are, therefore, largely
independent of the Department's success in realizing the savings identified in its current Forward
Health Rate Reform plan. If the Department does not achieve those savings, and additional federal
matching funds are not provided, the MA program's shortfall may exceed the potential overruns
identified in this memorandum.
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With respect to individuals on the Core Plan wait list, DHS intends to give them an
opportunity to enroll in the Core Plan (contingent upon their satisfying the program's eligibility
criteria and paying the $60 annual enrollment fee) when program enrollment falls below the 54,000
level DHS believes is sustainable under the CMS budget neutrality requirement. As of November
14, 2009, there were 7,434 on the Core Plan wait list. DHS is currently developing the BadgerCare
Plus Basic plan to provide basic healthcare coverage to individuals while they remain on the Core
Plan wait list. It is envisioned that benefits under the Basic Plan will be more limited than those
offered through the Core Plan. It is also the Department's stated objective to have the cost of the
Basic Plan wholly supported by enrollee premiums. Implementation of the Basic Plan will require
statutory authorization.

Prepared by: Charlie Morgan, Eric Peck, and Cory Kaufman
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