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Preface

Senate Joint Resolution (8JR) 180 of the 1591 Session of the General Assembly
directed the Joint Legislative Audit and Review Commission (JLARC) to conduct 2
comprehensive study of the Virginia Medicaid program. This report is one in 3 seriss of
reporis which addresses issues outlined in SJR 180. The focus of this report is on the
provigion of Medicaid physician and pharmacy services. The report also assesses related
utilization review activities and other cost control activities,

Over the past ten vears, Medicaid expenditures for physician and pharmacy
services have steadily grown, with dramatic increases oceurring in the late 1980s and
early 1990s. Much of these recent increases have been the resuit of deliberate program
expansions at the federal and State level, particularly those targeted at indigent
pregnant women and children. These expansions have transformed the Medicaid
program into s de facto national health care program for many indigent persons.

Although expenditures have grown, the Medicaid program employs a conserva-
tive reimbursement methodology for physician services. Recent reimbursement in-
creases for obstetric and pediatric services have been successful in maintaining physician
participation in the Medicaid program, However, additional steps are necessary to
enhance physician participation and improve Medicaid recipient access to care.

The growth in pharmacy expenditures appears to be slowing due 1o the imple-
mentation of a federally-mandated drug rebate program. However, additional siterna-
tives exigt to further curtail the growth in these expenditures. This report contains 2
number of recommendations concerning cost control options for the future.

Utilization review activities conducted by the Department of Medical Assis-
tance Services to control fraud snd abuse in the Medicaid program meet fedeorsl
minimum requirements. Nevertheless, several steps could be implemented to further
strengthen these activities. '

Om behalf of JLARC staff, T would like to thank the director and staff of the
Department of Medical Assistance Services for their cooperation and assistance daring
the course of thisreview. In addition, [ would also like to thank the various physician and
pharmacy professional associations for their assistance,

Philip A
DHrector

January 15, 1893
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The Virginia Medicaid programis ajoint
federal-state program authorized under Titlie
XIX of the Social Security Act. it is the
largest of the State’s health care programs
for indigent persons. Total program expen-
ditures for medical care were about $1.2
billion in FY 1991, representing a 30 percent
increase fromthe previcus fiscalyear. InFY
1982, expenditures continuad 10 grow, in-
creasing by 16 percent 1o about $1.4 billion.
The number of persons receiving Medicaid
services has also increased significantly. In

FY 1891, the number of recipients grew by
17 percentio 428 6850 Growth continuedin
FY 1882, when the number of recipients
grew about 16 percent 10 485,516,

The 1981 Ganeral Assembly passed
Senate Joint Hasolution (SJR} 180 in re-
sponse to concems aboul rapidly escalating
costs of the Medicaid program. The resoly-
tion directed the Joint Lagislalive Audit and
Review Commission {JLARC) to conduct a
comprehensive review of the Virginia Med-
icaid program.

This report iz the one in a series onthe
Virginia Medicaid program. |f presenis an
analysis of Medicaid-financed physician and
pharmacy sewvices. It also overviews other
ambulatory care services provided through
the program. Inaddition, the report provides
an assessment of Medicald efforts to con-
tain program costs for services through two
spedific machanisms: {1} post-payment re-
view of program expendiiures and (2} activi-
fies to pursue third-party liability for services
provided through the program.

Medicald reimbursement for ambula-
tory care services (excluding hospital outpa-
tientservices) in FY 1891 reprasented about
one-guarner (3280 million) of otal Medicald
expenditures for meadical care. Of this $280
million, 80 percent or about $225 million was
spent on physician and pharmacy services.

in recent vears, Madicaid expenditures
for physician and pharmacy services have
increased dramatically. These Increases
have been largsaly the result of growth in the
number of program regipients due to recent
federal mandates to expand Medicald eligi-
bility. The U.5. Congress has incrementally
extended Medicaid coverage to larger num-
bers of uninsured cilizens by linking eligibil-
ity for cerinin calegorias of individuals o the
federal poverty income level. Consequently,
the Madicaid program has becomes g de




factonational health care program for many
mdigent persons.

Despite these large increases in recipi-
ents and their attendant costs, coverage
through the Medicaid program is cost effec-
five, In FY 1981, the Medicaid program
spent, on average, $688 per recipient to
provide reimbursement for ambulatory care
services. The average cost per recipient to
orovide Maedicald reimbursement for physi-
cian and phanmacy services was $406 and
$322, respectively.

The Medicald Program Has
Experienced Rapld Increases in
Expendiiures for Physiclan Services

Medicaid expenditures forphysician ser-
vices have more than guadrupled over the
past ten fiscal vears to $168 million in FY
18982, The increases in expenditures for
physician services have outpacedincreases
in total Medicaid expenditures for medical
care and annual rates of inflation. Most of
the growth in expenditures for physician
services, however, coincided with program
changes implemented between FY 1989
and FY 1981.

Forexample, rauch ofthe recent growth
in physician expenditures is due tofederally-
mandated eligibility expansions, particularly
those fargeted at increasing Medicaid en-
roliment of indigent pregnant women and
indigent children, In addition, recent reim-
bursement rate increases account for a por-
tion of the growth in expenditures for physi-
cian services.

The Medicald Program bmploys
a Consarvative Helmbursement
Methodology for Physician Services
Stales have broad discretion in deter-
mining tee levels and payment meéthodolo-
gies for physician services. Federal regula-
tions for physidan relmbursement require
that paymant be consislent with principles of
efficiency, economy, and quality of care.
The Virginia Medicaid program employs a

conservative reimbursement methodology
for physician services. Hacentincreases in
Medicaid physician reimbursement rates
were necessary o mainiain physician par-
ticipation in the Medicaid program.

The Virginia Medicald orogram reim-
burses physician services on a fee-for-ser-
vice basis, according o afes schegule. This
reimbursement is basad on charges froma
pastclaimsyear. Consequently, reimburse-
ment may not keap pace with inflation in
physician practice cosls and charges for
services.

Medicaid reimbursement of physiclan
services is generally lower than reimburse-
ment by other third party pavers. Sludies
conducted by the U.8. Physician Payment
Review Commission and responses to a
1892 JLARC survey of Medicaid-enrolled
physicians support this conclusion. In addi-
tion, physician associations reporiad that
other third party payers generally reimburse
between 60 and 80 percent of charges or
more.

Patient Cost-Sharing Dossg Not
Appear to Meet lis intended Goal

Physiclan reimbursement is further re-
duced relative to actual charges because
many providers cannct collect palient cost-
sharing amounts. Virginia requires some
Medicaid beneficiaries to share the costs of
their care by making a copayment for ser-
vices. Theoretically, a copayment should
discourage unnecessary ulilization by Med-
icaid recipienis, thereby reducing program
expendifures for physician sevices. How-
ever, providers cannot deny services if a
recipient does not pay the copayment, even
though their reimbursement is raduced by
the copayment amount.

In FY 1691, the blal amount of reim-
bursement reductions due 0 required
copaymenits for physician sevices was about
$56,000. Although some physiclans re-
sponding o the JLARC survey support the
concept of copayments 1o control utilization,
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these copavments do not appear to be ef-
fective in controlling recipient utilization.
About one-third of the physicians who re-
sponded {o the JLARC survey indicated that
they do not generally collect copayments
from thair Medicaid patients, because the
recipiants are unwilling orunable to pay their
share.

Hecommendation. The General As-
sembly may wish to consider abolishing the
copayment requirernent for physician ser-
vices.

Addressing Physiclan Concerns
Regarding Recipient Education
May Maintaln and Improve
Physician Participation

Low Medicald reimbursement has a
negative affect on physician participation in
the program; however, other factors such as
recipient behavior also appesr o negatively
influence pardicipalion rates by physicians.
Physician concems about recipient behav-
ior puint to the need for recipient education
through the Medicaid program on patient
responsibilities. This is especially important
as Virginia implemenis sialewide managed
care {or Medicaid recipients.

fecommendsation. The Department
of Medical Assistance Services should de-
sign and implement a recipient education
program on patient responsibilities and ap-
propiiate ufilization.  This program should
receive high priority 50 that it may be imple-
mented in conjunclion with expansion of the
managed care program statewide,

Further Expansion of Medicaid
Managed Care Could Enhance
Physiclan Participation and
Improve Reciplent Access

Virginia has implemented a managed
care program called "Medallion” which cur-
rently operates in four pilot localities, Re-
cipients participating in Medallion can only
access cerlain services through an assigned
primary care physician. The General As-

H

sernbly directed that the Medallion program
be expanded siatewide during FY 1885,

Even though average cosis for other
ambulatory adult recipients such as aged,
blind, and disabled reciplents are relatively
high, the Medallion program will only cover
recipients who are classified as ADC-re-
fated, indigent pregnant women, or indigent
chiidren. Inclusion of these gther adulis in
the Medallion program could halp address
what may be an access problem for aged
and disabled recipienis.

Currently, local haalth department clin-
ics are not required 1o serve elderdy and
disabied patients. Also, physicians who
practice general intermnal madicine (those
who are likely 0 tresl these patienis) re-
ported lower paricipation rates than other
physicians who responded o the JLARC
survey. Inclusion of these racipiants in the
Medallion program could encourage greaier
physician participation among thase physi-
cians because they would receive graater
reimbursement, without a rate increase,
through the monthly Medallion case man-
agement fee.

Recommendation. The General As-
sernbly may wish 1o consider direcling the
Depariment of Medical Assisiancs Services
to expand the Medallion program: fo include
ail ambulatory recipients.  This expansion
should be undertakern in 1994 after the pro-
gram, as currently defined, has been imple-
mented sialewide and additional waiver au-
thority has been obtained.

Expenditures for Pharmacy
Services Have increased Hapidly
Like physician services, sxpendiiures
for Medicaid phammacy services have baan
growing al a {asler rale than lolal Medicaid
sxpenditures for medical care and annual
rates of infiation. In FY 1891 alone, phar-
macy expenditures increased by 34 percent
to almost $103 million. Bebtween FY 19889
and FY 1991, average pharmacy costs per
recipient and per claim increasad by 15 and



20 percent, respeciively.  In comparison,
during this same period the rate of inflation
was 11 nercent for all goods and services
and 20 percent lor preseriplion drug prices.

Ajsosimilar{o physician services, much
of the growth in pharmacy expenditures has
taken place in conjunction with growth in
racipients due (o federallyv-mandaled pro-
gram axpansions between FY 1888 and FY
1991, The largest increasas in recipients
who recelved pharmacy sevices werainthe
indigent pregnant wornen and indigent chil-
dren eligibiily categories.  FPharmacy ex-
pendifuras for these two groups increased
by rates much higher than rates olgrowth for

thar sligibility categories.

Recent Growth in Pharmacy
Expendiiures May Be Slowing

Examination of FY 1992 data indicales
that the recent growih rale in pharmacy
expenditures is slowing. This appears to be
refated, In part, © he implementation of 2
orescaption drug rebate program required
by federal legislation. In FY 1992, the Vir-
ginia Medicaidprogram recaived almost $16
mithion in drug rebates for drugs dispensed
toprogram retisienis since January 1, 1881,

Nevertheless, the Virginia Medicaid
program may nol be receiving the entire
savings 1o which the program is entilied.
Azsegement of Depadment of Medical As-
sistance Ssevices (DMAS) data revealed
that for FY 1981 and FY 1992, Virginia
received about 22 percent less in total re-
bales than was invoiced dus to disputes with
pharmaceutical manufacturers. According
to slaff al the Office of the Inspector General
within the U5, Deparment of Health and
Human Services, this s consistent with ex-
penences of other siales.

Althistime, compiste resciuion ol these
gisputes appears io be dependent on addi-
fonal aclion from HCFA, The Office of the
inspector General is currenily completing
reporis for action in this area. In the mean-
time, DMAS has adopted an internal policy

v

to facilitate the dispute resolution process
ard track the accounts recelvable for the
disputad rebate amounts.

The State Has Options for Modifying
Pharmacy Heimbursement

The current reimbursement system for
Medicaid pharmacy services is basedon a
tee-for-service, retrospechive methodology
which contains several expenditure con-
trols.  Provisions in the Omnibus Budget
Reconciliation Act of 1990 do not allow the
federal government or states to lower their
current reimbursement for phammacy pro-
viders or the upper limits imposed on Med-
icaid payments for drugs uniil January 1,
1896, Nevertheless, some options do exist
for moditving pharmacy reimbursement to
allow the Medicaid program to more pru-
dently purchase pharmacy sewices.

Recommendation. The Department
of Medical Assistance Services should be-
gin planning for pharmacy reimbursement
changes to beimplemented January 1, 1995.
Consideralion should be given to revising
the calcuigtion used fo establish the esti-
mated acquisition cosis of drug products
and the dispensing fees for pharmacy pro-
viders because the estimation currently used
by DMAS was derived from data which sys-
tematically excluded certain providers’ ac-
quisition costs.

Recommendation. The Department
of Madical Assistance Services should pur-
sug oblgining awaiver fromthe U.5. Depart-
mant of Health and Human Services 1o pro-
viclepharmacy services to recipients through
selacted pharmacies chosenthrough a com-
petitive process. if assessment of this ar-
rangement indicates thal the Medicaid pro-
gram can oblain cost efficiencies without
jecpardizing recipient access 1o pharmacy
services, the department should implement
this type of contraciual arrangement for the
provision of pharmacy services.

Recommendation. The Department
of Medicg! Assistance Services should ex-



plore the impact of imposing limits on reim-
bursement for pharmacy services in the
Medicaid program in conjunction with the
implemeniation of the prior authorization
program for high-cost drigs.  These limils
should be developed with the assistance of
the prior guthorization program's advisory
panal.

Recommendation. The Depariment
of Medical Assistance Services shouid ex-
plore the feasibility of expanding pharmacy
coverage lo inciude reimbursement for lim-
ited over-the-counter drugs in the Medicaid
program for specific recipicnts.

Medicaid Utilization Review Activi-
ties to Control Fraud and Abuse
Meet Minimum Reguirements But
Could Be Improved

After paymentis have been made by the
Medicaid program, DMAS stefl analyze
claims daia as one means of controlling
program expenditures. This “post-payment
utilization review” function is done 10 deter-
ming if recipients or providers have devel-
oped patiems indicative of excessive use,
medically unnecessary use, orunsound bill-
ing practices. Although DMAS post-pay-
ment utilization review activities meet fed-
gral minimum requirements, more could be
done o achieve additional cost savings. To
address these concems, the foliowing rec-
gmmendations are made:

Recommendation. The Depariment
of Medical Assistance Services should con-
sider expanding staff resources for provider
reviews fo aflain additionaf cost savings. In
addition, the Depariment should maintain
and use data from past provider review
cases (o select providers for review.

Recommendation. The Depariment
of Medical Assistance Services should place
high priority on recipient fraud activities to
ensura the Division of Program Compliance
maintains gdequate staff to detect and con-
trol reciplent fraud and make additional
monetary recoveries. DMAS should rack

the impact of this function, including the
amount of program cosls avoidsd, and ag-
sess if the cument level of stalfing is ad-
equate o perform this function.

Recommendation., The Depariment
of Medical Assistance Services should
strengthen its dnug diversion aclivilties by
eftering into a new interagency agreament
with the Depariment of Stale Police o con-
duct drug diversion invesligations on behalf
of DMAS. The depariment should continue
fo support these investigations by providing
referrals and any necessary information or
records to conduct them, including regulaty
produced reporis from the Medicaid
Abusable Drug Audit System,

The Stale Police should be sllocated
additional staff who are dedicated o Medic-
ald drug diversion investigation. To the
extent possible, federal financial participa-
tion through the Medicaid program should
be used fo lund these investigations.

Development of a New Third-Party
Liability System Should Include
Evaluative Componentis to Assess
Cost Effectiveness

Federal law requires that Medicald be
the payer of last resort. Consequently, any
other parties which have a liability to pay for
services for Medicald recipients must be
pursued. During FY 1882, DMAS estimales
its third-party liability (TPL)} activities saved
at least 395 million.

DMAS is in compliance with federal
regulations affecting State TPL operations.
DMAS is in the process of acqulring 2 new
TPL systerm which will automate many ofthe
manual tasks perdormed by TPL slafl. The
new system will allow TPL siatf 1o select
cases for research based on their cost-
effectiveness, conduct in-house data
matches with insurance companies and State
agencies to ideniily other resources, and
pursue more TPL cases.

The new TPLsystem meels mosiolthe
criteria established for a model TPL system.




However, as the new system is developed,
there are additional evaluative components
that DMAS should consider to better assess
the cost effectiveness of certain TPL activi-
ties.

Recommendation. As development
of the third-party liability system begins, the
Department of Medical Assistance Services
should considerincorporaling additional TPL
practices that other states have found to be
successful. For example, other data

matches, TPL training and evalyation of
social service workers, and estate liability
funictions could be included in the design of
the new system.

Recommendation. When the new
third-party liability system is operational, the
Department of Medical Assistance Services
should undertake tests, such as adding or
deleting trauma codes, o identify the most
cost-effective third-party lability cases to
pursue.

Vi
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I Introduction

The Virginia Medicaid program is a joint federal-stafe program authorized
under Title XIX of the Social Security Act. It is the largest of the State’s health care
programs for indigent persons. Total program expenditures for madical care were about
$1.2 billion in FY 1991, representing a 30 percent increase from the previous fiscal year.
In FY 1992 expenditures continued to grow, increasing by 18 percent {o sbout $1.4
billion. The number of persons receiving Medicaid services has also increased signifi-
cantly. In FY 1991, the number of recipients grew by 17 percent 1o 4928 ,650. Growth
continued in FY 1992, when the number of recipients grew sbout 16 percent t0 495,516,

The increases in program recipients have played a significant role in the
increases in program expenditures. Recipient increases are largely the result of federal
mandates to expand Medicaid eligibility. The 1.8, Congress has exiended Medicaid
coverage to larger numbers of uninsured citizens by linking eligibility for certain
categories of individuals to the federal poverty income lavel. Consequently, the Medicaid
program has become a de faefo national health care program for many indigent persons.
These mandated eligibility expansions have made it increasingly difficuls for states to
control growth in program costs.

Concerns by the General Assembly about Medicaid program costs resulied in
passage of Senate Joint Resolution {(8JR) 180 in 1891, 5JH 180 direcied the Joint
Legislative Audit and Review Commission (JLARC) to comprehensively review the
Virginia Medicaid program. The review includes an assessment of the szient to which
federal mandates have been implemented in a cost-effective way and explores options for
controlling program costs,

This report ig one in a series on the Virginia Medicaid program. Previous
JLARC reports provided an overview of the Medicaid program, assessed the Medicaid
forecast and budget process, examined the provision of hospital and long-term care, and
assessed Medicaid requirements for asset transfers and estate recoveries. This report
reviews physician and pharmacy services provided by the program to eligible indigent
persons. These two services account for a majority of Medicaid spending for ambulatory
care services. It also provides a briefoverview of ambulatory care services, Finally, the
report includes an assessment of Medicaid efforts to contain program cosig for services
through two specific mechanisms: (1) post-payment review of program expenditures and
(2) activities to pursue third-party Lability for services provided through the program.

In FY 1991, claims data indicate that the Medicaid program spent asbout $280
million to provide reimbursement of claims for ambulatory care services on behalf of
406,716 persons. Overall, Medicaid coverage of these services is cost effective. Despite
the large increases in expenditures, the State's costs are relatively low on a per-recipient
basis. On average, the Medicaid program spent $888 per vecipient to provide ambulatory
care gervices. And, for many recipients thie cost was much lower, For example, the cost




to provide these services to children, who comprise the largest group of program
recipients (49 percent), averaged $345 per child in FY 1991, In addition, approximately
50 percent of these program expenditures are funded by the federal government.

OVERVIEW OF AMBULATORY CARE SERVICES PROVIDED
THROUGH THE VIRGINIA MEDICAID PROGRAM

State Medicaid programs must provide certain federally- mandated ambulatory
carve services. States may chaose to provide additional ambulatory care services for which
they receive matching federal Medicaid funding. Most covered serviees must be provided
toall individuals who meet eligibility criteria for Medicaid. However, states are required
to provide a greater complement of services to certain individuals who receive Medicaid
such as, pregnant women and children.

For this review, ambulatory care services are defined as those which are
generally provided on an cutpatient basis and are preventive in nature or for acute
illnesses. Ambulatory care services covered by the Virginia Medicaid program include:

s physician services

* pharmacy services (primarily prescription drugs)

¢ gervices provided by other practitioners (such as mental health clinic services,
podiatry services, and psychological services)

# diagnostic laboratory and X-ray services

s trangportation services

¢ dental services

» garly and periodic screening, diagnostic, and treatment (EPSDT) services.

Typically, hospital cutpatient services are considered ambulatory in nature; however,
these services were excluded from this review because they were assessed in a 1992
JLARC report titled Medicaid-Financed Hospital Services in Virginia.

The Department of Medical Assistance Services (DMAS) has responsibility for
administering the Medicaid program in Virginia. The Medicaid program functions as a
third party payer of medicsal services for eligible individuals. As such, it reimburses
health care professionals and facilities for covered services provided to those enrolled in
the program. It also makes ingurance-type payments to providers on behalf of qualified
Medicare beneficiariss (@MBs) to ensure their continued Medicare coverage.



Based on claims data, about $280 million was spent for Medicaid reimburse-
mentof ambulatory care services in Virginiain FY 1981, About 80 percentofthis amount,
or $225 million, was spent to provide physician and pharmscy services toeligible indigent
persons. These expenditures do not include amounts which the Medicaid program must
pay to ensure continued Medicare coverage for impoverished QMBs. In FY 1891, the
Medicaid program spent an additional $56 million on payments (o Medicare for coinsur-
ance, deductible amounts, and copayments on behalf of these persons,

Medicaid Eligibility and Becipient Health Status

In order to receive ambulatory care services through the Medicaid program, an
indigent person must meet certain eligibility eriteria. In Virginia, local social service
departments are responsible for determining eligibility and enrclling individuals as
beneficiaries in the program. Beneficiaries receive a Medicaid card each month, which
they present to Medicaid providers prior to obtaining covered health care services.
(Beneficiaries who obtain covered services are referred to as recipients.)

Medicaid Eligibility Categories. An individusl can be determined oligible
for Medicaid only if he or she fits into one of several eligibility catepories. All siate
Medicaid programs are required to cover indigent persons who are entitled to benefits
due to their participation in federally-supported public assistance programs. These
include:

¢ aged{age 65 and older), blind, or disabled individuals (including children) who
receive Supplemental Security Income (881) assistance

« families with dependent children who receive Aid to Families with Dependent
Children (ADC) assistance.

Several federal initiatives recently expanded eligibility in these raditional
categories. For example:

* The Family Support Act of 1988 expanded coverage for ADC-eligible two-
parent families during periods of unemployment and mandated 12 months of
extended Medicald coverage for families that lose ADC elipibility due o
increased earnings.

* The Medicare Catastrophic Coverage Act of 1988 enacied new criteria for
determining the eligibility of institutionalized individuale who have s spouse
living in the community.

¢ The Deficit Reduction Act of 1984 pradually increased the Supplemental
Security Income standard to a threshold of $2,000, thersby increasing the
number of recipients eligible in the aged, blind, and disabled categories.




* The Immigration Reform and Control Act of 1986 required Medicaid to cover
certain amnesty aliens as of July 1, 1988.

In addition, a U.8. Supreme Court decision handed down in February 1990 changed the
definition of “disabled” for children qualifying for the Medicaid program; the decision in
Sullivan vs. Zebley expanded eligibility for these children.

The U.S. Congress also created new categories of eligibility in order to finance
pregnancy-related and pediatric services for low-income women and children through
the Medicaid program. Coverage of these new “indigent” classifications has been phased-
in - initially as options, then as federal mandates. Eligibility requirements are iess
restrictive and more straightforward than for traditional coverage since they are tied
directly to federal poverty income levels. Furthermore, the federal government now
requires state Medicaid programs to pay the costs associated with ensuring Medicare
coverage for certain impoverished Medicare beneficiaries.

These expansions have weakened the link between Medicaid eligibility and
eligibility for government cash assistance programs. Increasingly, federal policy-makers
have used the Medicaid program as a vehicle for providing health care to growing
numbers of poor, uninsured individuals. However, it is important to recognize that
Medicaid coverage of many of these newly expanded groups is cost effective, particularly
for indigent pregnant women and children.

The Virginia Medicaid program will continue to be impacted by eligibility
expansgions as the program phases in coverage of children up to age 18 with incomes at
or below 100 percent of the federal poverty income level. AsofJuly 1, 1892, the Medicaid
program covers children up to age 13 at 100 percent of the federal poverty income level.
DMAS projects that based on FY 1991 program figures, 29,000 more children will be
eligible for Medicaid services in FY 1993 and FY 1994 due to these expansions and will
enroll in the program.

If utilization patterns for eligible indigent children mirror those for all Medic-
aid-eligible children in FY 1991, about 81 percent of the newly enrolled children could
actually receive Medicaid-reimbursed services. Assuming the services they receive are
ambulatory care services, enrollment of these additional indigent children could increase
Medicaid ambulatory care expenditurss by about $12 million (based on average costs per
indigent child in FY 1991). This estimate do2s not account for inflation or changes in
utilization. '

Medicaid Eligibility Classes. Individuals seeking eligibility are classified as
either categorically needy or medically needy according to their level of nesd. Mosat
categorically needy individuals participate in other public assistance programas, typically
ADC or SSI. However, indigent pregnant women and indigent children have recently
been added to this class. Federal statute requires that most categorically needy
individuals be covered by Medicaid.



The Virginia Medicaid program also provides
clasgified as medically needy. Persons classified s medical
to the categorically nsedy. However, medically needy pau
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Recipient Health Stafus. Recipients of ambulatory Bervicei ¢
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Covered Ambulatory Care Services
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Figure 1
Recipients of Ambulatory Care Services, FY 1991

Total Medicaid Recipients: 428,850

Ambuiatory Recipients Receiving
Care Services
{367,123)

Long-Term Care Racipients Receiving
Arnbulatory Care Services
{38,583)

Total Ambulatory Recipients
Receiving Ambulatory Care Services: 387,123

ADC-Pelatad Children
. (139,107)
& __ Indigent Children
A1l [/ 61,808)
Other*
" (9.917)
Aged Reciplents
ADC-Polated Adults (34,763)
{68,174)

indigent Pregnant Wormen
(32,308)

*Other includes children in foster care, subsidized adoption {who are not ADC-velated under Title IV-E), and
corrections; and refugees.

Note: Total number of ambulatory recipients is lower than the sum of the individusal categories of ambulatory

recipients due to recipient changes in eligibility status, Many recipients were enrolled in more than ona
category during the year.

Source: JLARC staff analysis of Department of Medical Assistance Services Medicaid claims, SAS datasets,

FY 1891,




Physician services reviewed in this report refer primarily to medical and
surgical procedures rendered by physicians and local health department clinics. They do
not include services provided in federally qualified health centers, rural health clinics,
or EPSDT services provided by physicians. For discussion purposes, these services are
separated from physician services. Physician services described and assessed in this
review also do not include those services and attendant payments made to physicians for
Medicare coinsurance, deductible amounts, and copayments on behalf of GQMBs, These
were excluded for those QMBs who actually receive Medicare services, which are only
partially paid for by Medicaid, not Medicaid-reimbursed services.

Diagnostic laboratory and X-ray services are professional and technical labora-
tory and radiological services, provided by independent laboratories. These services do
not include laboratory and X-ray services provided in hospitals, either in an inpatient or
outpatient setting, or those provided in physicians’ offices. However, they are ordered by
physicians or other licensed practitioners within the scope of their practice, as defined by
State law.

Early and periodic screening, diagnostic, and treatment services (EPBDT)
provide scheduled medical screenings for recipients younger than age 21. The object of
these services is toidentify any health problems in children early so that medical services
can be provided to resolve the problems. EPSDT services are provided according to
established schedules based on the child’s age. State Medicaid programs are required to
provide children with all services that have been identified as medically necessary during
an EPSDT screening, regardless of whether the service is covered under a siate's
Medicaid plan.

EPSDT services are generally provided by physicians; however, they are
described separately because claims for these services are tracked separately from claims
for other types of physician services. The federal government has established goals for
ensuring that enrolled children receive EPSDT services. By tracking these claima
separately, the Medicaid program is able to monitor compliance with federal goals for
delivering EPSDT services.

States are required to assure that recipients have necessary transportation to
and from providers. Transportation services include ambulance services, buses, com-
mercial taxicabs, special project vehicles, registered drivers, and commercial air carriers.
Recently, DMAS increased enrollment of registered drivers, the most cost-effective form
of transportation.

Rural health clinic services, nurse midwife services, family planning services,
and federally qualified health centers are included in this review as part of other
practitioner services. In terms of total ambulatory care services provided through the
Medicaid program, these services account for smaller portions of services and expendi-
tures.

Optional Ambulatory Care Services. Similar to most other states, the
Virginia Medicaid program provides coverage for a number of optional ambulatory care



services, Optional services covered in the Commonwealth include pharmacy services,
dental services, and additional services provided by other practitioners.

Currently, all states provide pharmacy services to Medicaid recipients even
though they are considered optional, Pharmacy services in Virginia include prescription
drugs, and some over-the-counter drugs and pharmaceutical supplies for certain eligible
persons. For example, Medicaid pays for specific {ypes of over-the-counter drugs for
recipients who are institutionalized in nursing facilities.

Dental services are primarily provided to Medicaid recipients who are children.
Covered dental services include preventive and restorative services such as root canals
and permanent crowns. Dental services for adult recipients are limited to oral surgery
for medically-related diagnoses.

Several additional optional services are covered by the Virginia Medicaid
program. For example, psychiatric services such as medical psychotherapy and psycho-
logical testing are covered when they are provided by private peychiatrists, licensed
clinical psychologists, certified hospital outpatient departments, and community mental
health clinics. Podiatry services include medical and surgical treatment of disease,
imjury, or defects of the foot, but do notinclude amputation. In addition, although certain
vision services are covered for all recipients, eyeglasses and other lenses are only
provided to children.

Limitations on Ambulatory Care Services

Expenditures for ambulatory care services are limited in two ways., First, the
Medicaid program can limit the amount, duration, and scope of ssrvices for which
reimbursement is made. For example, preventative and restorative dental services are
limited to children younger than age 21 and exclude several procedures. Coverage of
physician services excludes cosmetic surgery and most transplant surgery.

Second, cost-sharing requirements are imposed for certain recipients and for
specific services. Cost-sharing, often referred to as a copayment, is designed to add the
cost of service into the recipient’s decision to seek service. However, if the recipient iz
unable to pay the copayment when one is due, providers are not reimbursed by Medicaid
for the uncollected copayment amount.

Copayments are not required of the following types of Medicaid recipients or for
the following types of services:

* children younger than age 21

* pregnant women, when services are related to their pregnancy
* individuals receiving long-term care services or hospice services
* emergency services

« family planning services and supplies.



During the 1992 General Assembly, DMAS was directed toincrease recipient copayments
to the maximum amounts allowed by federal regulation. As a result, copayments were
added for categorically needy recipients of physician services, and copayment amounts
for certain physician services were increased from $1 per visit to $3 per visit.

The copayment amount for rehabilitation services was also increased to $3
beginning July 1, 1992. Copayments for other services such as home health services, and
inpatient hospital services, were also increased. Table 1 shows current copayment
amounts required by the Medicaid program for ambulatory care services.

Table 1

Cost-Sharing Requirements for Ambulatory Care Services

Ambulatory Care Service Copayment Amount
Physician Services

office visit $1.00

clinic visit 1.00

other physician visit 3.00
Pharmacy Services

prescription drugs (per prescription or refill) 1.00
Eye Examinations 1.00
Rehabilitation Services

per visit 3.00

Bource: Department of Medical Assistance Services, Medicaid memo to all providers participating in the Virginia
Medical Asgistanee Program from Bruce U Kozlowski, Director, June 1, 1992.

MEDICAID EXPENDITURES FOR
AMBULATORY CARE SERVICES IN VIRGINIA

In FY 1991, ambulatory care services accounted for about one-quarter of total
Medicaid expenditures for medical care. Based on claims data for that year, expenditures
for ambulatory care services totaled nearly $280 million. The two largest expenditure
categories for ambulatory care services were physician and pharmacy services (Figure 2).
The combined expenditures for these two services accounted for almost $225 million, or
80 percent, of total ambulatory care expenditures. The remaining 20 percent (approxzi-
mately $55 million) in ambulatory care expenditures was for Medicaid reimbursement
of the following services: services provided by other practitioners, diagnostic laboratory
and X-ray services, transportation services, dental services, and EPSDT services.



Figure 2
Expenditures for Ambulatory Care Services, FY 1991

Expenditures on
Ambulatory Care Services

($279.9 million)

Expenditures on Other

Medicaid Services
($890.4 mitfion)
Physician $122,211,556

Phammacy $102,656,971

Other Practitioner $23,184,066

Laboratory / X-ray $10,631,421
\‘ Transportation $10,402,543
%, Dental 6,886,463
EPSDT $3,905,014
Other Services* $62,296

*Other gervices include claims by out-of-state providers for physician, phermacy, and independent lasboratory
BeIvices.

Source: JLARC staff analyzis of Department of Medical Assistance Services Medicaid claims, SAS datasets,
FY 1951,

The Medicaid program has experienced significant growth in expenditures for
ambulatory care services, Since FY 1987, total expenditures on ambulatory care services
have increased by 197 percent. Much of the growth is the result of Medicaid eligibility
expansions. Because physician and pharmacy services comprise a large portion of
ambulatory care services, large increases in these expenditures have had a significant
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impact on overall increases in total ambulatory care expenditures. However, expendi-
tures for other ambulatory care services have also experienced large increases. In
addition, recent State efforts to maximize the use of Medicaid funding to pay for services
that had previously been financed solely with State general funds have contributed to
expenditure growth.

Most Expenditures for Ambulatory Care Services
Are for Ambulatory Recipients

Expenditures for ambulatory care services were analyzed using Medicaid
claims data from FY 1991. Figure 3 illustrates the total recipients, claims, and
expenditures for ambulatory care services by recipient health status. Ambulatory
recipients comprised about 90 percent of the total number of recipients in FY 1991.
However, they were responsible for 76 percent of all claims and about 78 percent of the
total expenditures.

As a group, long-term care recipients incur a proportionally higher number of
claims and attendant expenditures for ambulatory care services. Although they com.
prised 10 percent of all recipients of ambulatory care services in FY 1991, they accounted
for 25 percent of all claims and 22 percent of total expenditures for ambulatory care.
Because they incur proportionally higher number of claims, the average cost per long-
term care recipient is much higher than it is per ambulatory recipient. In FY 1991, the
average cost of ambulatory care services per long-term care recipient was $1,546 versus
$596 per ambulatory recipient.

Figure 3

Ambulatory and Long-Term Care Recipients, Claims, and
Expenditures for All Ambulatory Care Services, FY 1991

Long-Term Care

O%
Ambulatory

RECIPIENTS CLAIMS EXPENDITURES”
Total = 406,716 Total = 10,960,962 Total = $279,840,331

Source: JLARC staff analysis of Department of Medical Assistance Services Medicaid claims, SAS datasets,
FY 1991.
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Expenditures for Ambulatory Care Services Vary by Eligibility Category

Expenditures for ambulatoery care services vary considerably among Medicaid
recipients, depending on their category of eligibility. Examination of FY 1891 claims data
revealed that the majority of ambulatory care expenditures are for claims paid on behalf
of persons eligible as blind and disabled. Figure 4 illustrates the breakdown of FY 1991
expenditures for ambulatory care services by recipient eligibility category. Approxi-
mately 34 percent of all expenditures for ambulatory care services in FY 1991 were for
these recipients. It is not surprising that blind and disabled recipients account for most
ambulatory care expenditures because blind and disabled recipients have higher average
costs per recipient,

The next largest group of recipients, in terms of overall expenditures for
ambulatory care services, were ADC-related recipients. They accounted for about 30
percent of total ambulatory care expenditures in FY 1991. 'The ADC-related, indigent
pregnant women, and indigent children categories have much lower average costs per
recipient.

Figure 4

Ambulatory Care Service Expenditures
by Recipient Eligibility Category, FY 1991

TOTAL = $279,940,331

, Indigent Pregnant Women
¢ §25,581,077 (9%)

Blind/Disabled Recipients
$95,801,612 (34%) _ ADC-Felated Aduits

$37 640,263 (13%)

ADC-Related Children
$47 323,542 (17%)

Recipients Indigent Chidren
m%ﬁ,w E’I%'%; $17,648,921 (6%)
Other*

$5,033,229 (2%)

*(ther includes children in foster care, subsidized adoption (whe are not ADC-related under Title IV-E),
corrections, and intermediate care facilities; and refugess.

Sourve: JLARC staff analysis of Department of Medical Assistance Services Medicaid claimsa, SAS datasets,
FY 1991,
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Recent Growth in Ambulatory Care Expeaditures Primarily Refiects
Federally-Mandated Eligibility Expansions

According to data from DMAS unaudifed financial statements, total ambuia-
tory care expenditures have more than doubled in the past five fiscal years. During the
same period, expenditures for ambulatory care services have grown as a percentage of all
Medicaid expenditures for medical care from ahout 18 to 25 percent (Figure 5). The
greatest growth in ambulatory care expenditures vecurred between FY 1990 and FY
1991. -

Much of this growth reflects the increases in Medicaid recipients brought about
by Medicaid policies to expand eligibility. In the absence of a national health care policy,
a piecemeal approach to providing health care to poor, uninsured individuals, particu-
larly children, through the Medicaid program has evolved. This has resulted in the
shifting of more costs to the State tofund services for these individuals. To alesser extent,
increases are due to State policies to maximize use of Medicaid funding for certain
services.

Figure 5

Ambulatory Care Expenditures as a Proportion
of All Medical Care Expenditures

1,500
1,400
1,300

1,200 B Ambulatory Care i
1,100 Al Medical Care i~—~‘-
1,000
800
800

{in Miliions of Dollare)

Medical Care Expenditures

0 H

1987 1988 1989 1980 1991 1692
Fiscal Year

Source: Departrent of Medical Assistance Sarvices, CARS Medical Expenditures for "64” Report, FY 1861 and
FY 1882; and DMAS internal expenditure report, FY 1887 - FY 1561, derived from unsudited Hnencial
staiements.
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The amount of expenditure growth also varies by the type of ambulatory care
service (Figure 6). Most growth has occurred in expenditures for other practitioner
services. This is explained, in part, by the inclusion of expenditures for mental health and
mental retardation clinic services in this service category. In FY 1991, Virginia began
covering these services through the Medicaid program. Previously they had been funded
golely with State general funds. Expenditures for these servicea alone have grown by 100
percent from $19 million in FY 1991 to almost $38 million in FY 1992.

Figure 6

Percent Growth in Ambulatory Care Expenditures
by Type of Service, FY 1987 - FY 1992

Physicians

Other Practitioners
Laboratory/X-ray
Transportation

EPSDT
Total

Notes: Physicians include services provided by federally qualified health centers and some payments on behalf
of QMBs. Other practitioners inchade local health department clinics, mental health clinics, rural
health clinics, prenatal nutrition, and ease management servicos,

Source: Department of Medical Assistance Services, CARS Medical Expenditures for "64" Report, FY 1991 and
FY 1992; and DMAS internal expenditure reports, FY 1987 - FY 1991, derived from unaudited financial
statornents.

JLARC REVIEW

Increasing gaps in health care coverage experienced by the general population
have fueled concerns about citizens’ access to basic health care. This hasled to increased
reliance on the Medicaid program as a vehicle for expanding health care to cover larger
numbers of the poor on both a national and state bagis. Dramatic growth in the costs of
providing this expanded coverage through the Medicaid program has resulted in
additional scrutiny of state Medicaid programs for ways in which program costs can be
contained, while preserving essential health care services.

14



This JLARC review of Medicaid-financed physician and pharmacy servicesis &
result of legislative concerns about the growth of Virginia’s Medicaid program. The
Commission on Health Care for All Virginians (now the Joint Commission on Health
Care) sponsored SJR 180, directing JLARC to review the Medicaid program and assess
whether Virginia has implemented the program in the most cost-effective and efficient
manner, Numerous research activities were undertaken as part of this assessment.

Study Issues

Senate Joint Resolution 180 outlines specific issue areas to be addressed in the
JLARC review of the Medicaid program. Research activities were designed to address
the following items in the mandate:

¢ assess the cost savings and health policy implications of imiting the scope or
duration of optional services or adjusting recipients’ contributions o care

* gxamine the State’s interpretation of federal requirements to determine if
they have been implemented in the most effective and least costly manner

¢ determine the effectiveness of current utilization review procedures in con-
trolling costs and explore additional options

¢ gvaluate reimbursement methods to determine if they adequately encourage
cost effective delivery of services

¢ determine the sufficiency of reimbursement rates to provide quality care at
the lowest required cost

s gxplore the costs of alternative administrative methods for implementing
program requirements and options.

These issues were examined in relation to Medicaid-financed physicisn and
pharmacy services. Two earlier reports examined the relationship of these issues to the
provision of Medicaid-financed hospital care and long-term care services.

Research Activities

Anumber of research activities were undertaken to assess the issues surround-
ing the provision of Medicaid-financed ambulatory care services and cost saviangs
opportunities. These included analysis of Medicaid claims data for ambulatory care
services; a survey of physicians enrolled as providers in the Virginia Medicaid program;
structured interviews with staff of DMAS, other State agencies, and provider associa-
tions; document reviews; file reviews; and site visits. Where possible, secondary data
sources were used to conduct analyses,



Analysis of Medicaid Claims Data. Medicaid claims data were collected to
assess the cost of providing ambulatory care services to Medicaid recipients and to assess
utilization by Medicaid recipients, Claims data from FY 1991 were analyzed for
ambulatory care services, particularly physician and pharmacy services, that were
reimbursed by the Medicaid program. However, additional vears of claims data were
obtained for physician and pharmacy services to provide more detail on changes in
services, reimbursement, and costs over the past several vears.

Survey of Physicians Enrolled as Medicaid Providers. To asgess physician
participation and the adequacy of current Medicaid reimbursemeni for physician
services, JLARC staff conducted & survey of physicians. The survey was mailed to a
gtratified sample of 662 physicians who were enrclled in the Virginia Medicaid program
in June 1992. Physicians were stratified according to their specialty and the amount of
reimbursement received since January 1990. Although not stratified by geographic
location, the sample was reviewed to ensure adequate geographic representation of
enrolled physicians, including those practicing in neighboring states who provide
services to Virginia Medicaid recipients. Forty-four percent of the surveys (293 surveys)
were returned and used in this assessment. Response rates varied by physician specialty
and payment level.

Structured Interviews. The study team conducted structured interviews with
staffin the following State agencies: Medical Assistance Services, the Attorney General's
Office, and the State Police. In addition, private providers, provider organizations, and
representatives from Blue Cross/Blue Shield of Virginia were interviewed. Site visits
were made as part of the structured interviews to two physician offices and one local
health department.

During these interviews, JLARC staff collected information on all sapects of the
Medicaid program including program funding, recipients, providers, services, reim-
bursement, utilization review, administration of the program, and potential cost contain-
ment measures. JLARC staff also discussed administrative aspects of the prograr with
physicians and their office staff, particularly billing procedures. Leaders of several
organizations representing physicians were interviewed to learn about provider percep-
tions of Medicaid services, program administration, and reimbursement.

Document Reviews. Numerous documents pertaining to the Medicaid pro-
gram and relevant health care issues were collected and reviewed. Topics of interest
included the current health care environment, Medicaid program costs, the nature of
physician and pharmacy services and reimbursement, and cost containment opportuni-
ties as a result of post-payment utilization review and third-party liability operations. A
~ comprehensive list of these documents has not been included in this report. However,
documents that provided important information on the Medicald program included:

* The State Plan for the Medical Assistance Program Under Title XIX of the
Social Security Act, DMAS
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* Medicaid manuals, published by the U.S. Health Care Financing
Administration (HCFA)

*+ guccessful practices guides, published by HCFA

¢ provider manuals, published by DMAS

¢ Code of Federal Regulations Parts 430 to 435

o Code of Virginia, Sections 20-88.01, 32.1-313, and 63.1 et seq.

In addition, seversl other reports and research articles were reviewed fo gather
information for this report. Congressional budget conference reports pertaining to past
legislative mandates for the Medicaid program were collected, as well ag the Omnibus
Budget Reconciliation Acts of 1986, 1987, 1989, and 1990. A number of reporis issued
by the U.S. General Accounting Office on the Medicaid program were also reviewed.
State budget documents and DMAS unaudited financial statements were also assessed
for fiscal years 1982 to 1992.

File Reviews. To assess the performance of DMAS staff engaged in post-
payment utilization review activities, more than 300 randomly-selected case files were
reviewed. JLARC staff selected files documenting individual cases reviewing providers,
recipient medical management, and recipients suspected of fraud. JLARC staff aiso
assessed DMAS efforts to recover: (1) overpayments made to abusive and fraudulent
providers and (2) funds spent on behalf of abusive and fraudulent recipients.

Secondary Data Analyses. Data from a variety of sources were also analyzed.
Secondary data analyses were conducted o assess: (1) the amount of claims and
expenditures for all ambulatory care services and (2) caseloads and case ouicomes for
post-payment utilization review activities. Analvsis of F'Y 1991 expenditures were based
ondata obtained from claims files for practitioner services, pharmacy services, diagnostic
laboratory and X-ray services, transportation services, dental services, and EPSDT
services.

However, to assess expenditure frends over the last ten vears, it was necessary
to use unaudited financial statements maintained by DMAS, Because services aec-
counted for in these statements are combined differently for federal reporting require-
ments, some discrepancies exist between totals reported in these statements and fotals
reported from the claims data. In addition, the unaudited financial statements include
year-end adjustments due o cost settlements between providers and DMAS recoveries,
and other manual adjustments,

While some service categories are defined somewhat differently between the
unaudited financial statements and the claims data, for purposes of describing overall
expenditure trends, the distinction does not appear significant. Differences primarily
affect physician services and services provided by other practitioners. For example,
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physician services reported in the unaudited financial statements include procedures
rendered by physicians, federally qualified health centers, and claims submitted by
Medicare physicians for GQMBs (for whom Medicaid pays premiums, deductible amounts,
and copayments). In describing FY 1991 physician expenditures, physician claimsg and
claims for physician services provided in local health departments were used since they
account for the greatest expenditures for these services. Federally qualified health
centers are deseribed as other practitioners in this review.

Report Organization

This chapter has presented a briefintroduction to the Medicaid program and the
current program costs for ambulatory care gervices in Virginia. The next chapter
provides information on the cost, utilization, and reimbursement system for physician
services. Chapter III presents details on the provision of pharmacy services and
pharmacy reimbursement. Opportunities for Medicaid cost savings through post-
payment utilization review and pursuit of Medicaid third party liability are discussed in
the final chapter.
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II. Financing of Medicaid Physician Services

Since FY 1987, expenditures for physician services in the Virginia Medicaid
program have been increasing more rapidly than total expenditures for medical care
services. In FY 1981, physician services eclipsed pharmacy services to become the fourth
largest expenditure category for the Medicaid program. Previously, they had ranked in
the top five or six expenditure categories.

Despite rapidly increasing expenditures for physician services, the Virginia
Medicaid program appears to be a prudent purchaser of physician services. Much of the
growth in physician expenditures is related to federal mandates which expanded
eligibility for Medicaid coverage — thereby dramatically increasing the number of
beneficiaries receiving physician services. Consequently, Virginia has relatively fow
options for controlling physician expenditures since most of the services are provided to
recipients in mandatory eligibility classifications.

Further, reimbursement must be maintained at a level which will ensure
physician participation in the program. To that end, Virginia implemented three
reimbursement rate increases for physician services within a five-year pericd. However,
Medicaid reimbursement for many procedures is still low compared to other third-party
payers. Physicians report that, for certain procedures, reimbursement is below actual
practice costs and well below charges,

Although current reimbursement rates appear to be sufficient to maintain
physician participation, reimbursement for physicians will need to be monitored to
ensure that physicians are not forced to choose between the financial viability of their
practices and participation in the program. Some physicians were forced to mske this
choice before the recent rate increases were implemented. They could be placed in a
girmilar position if the gap between charges and reimbursement is allowed to grow too
large.

However, Virginia could do more to contain costs by more aggressively educat-
ing recipients on appropriate utilization of services and their responsibilities as patienta.
Although recipient education is an appropriate function of the Medicaid program, the
Department of Medical Assistance Services (DMAS) does not currently have a program
in place. As the managed care program is implemented statewide, its success in
enhancing recipient access to care and in controlling inappropriate utilization will
depend in large part on the education of recipients.

This discussion of physician services is limited to medical and surgical proce-
dures rendered by physicians and local health department clinics. (Specific limitations
on covered physician services are included in Appendix B.) The discussion does not
include physicians who do not treat Medicaid beneficiaries but do treat qualified
Medicare beneficiaries, whose Medicare copayments and deductible amounts are paid for
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by the Medicaid program, However, some trend data are based on Medicaid program
financial statements which classify physician services differently.

EXPENDITURE GROWTH IN MEDICAID PHYSICIAN SERVICES

In recent years Medicaid expenditures for physician services have increased
dramatically. Medicaid expenditures for physician services were relatively stable during
the early 1980s, at about $40 million each year. However, implementation of eligibility
expansions and reimbursement rate increases in the latter half of the decade caused
considerable growth in these expenditures. Between FY 1983 and FY 1992, Medicaid
expenditures for physician services more than quadrupled, from approximately $40
million to $168 million (Figure 7).

Figure 7

Medicaid Physician Expenditures
FY 1983 - FY 1992
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Source: Department of Medical Assistance Services, CARS Medical Expenditures for "64" Beport, FY 1981 and
FY 1992; and DMAS internal expenditure reports, FY 1982 - FY 1991, derived from unaudited financial
statements.
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The current distribution of Medicaid physician services is a result of recent
growth trends. Clearly, Medicaid policies which placed greater emphasis on coverage for
children are responsible for the current distribution of physician services and their
attendant expenditures. However, other factors, such as inflation related o the
reimbursement rate increases, have also contributed to the growth in physician expen-
ditures.

Current Distribution of Medicaid Physician Services

Along with the tremendous growth in physician expenditures, the distribation
of these services has shified. Eligibility expansions have incrsased the number and
proportion of recipients (an unduplicated count of the actual number of beneficiaries who
have had at least one physician service paid on their behalf) who sre classified ass
children. Since most of these children are considered ambulatory, the balance between
ambulatory and long-term care recipients has also shifted.

More Children Receive Physician Services than Adulis, But Fxpendi-
tures Are Greaiter for Adults. More children than adulis receive physician services
through Medicaid. In FY 1991, most recipients (168,242} of physician services were
classified as children. However, they had fewer claims than recipients in other eligibility
categories and, consequently, lower total expenditures, As Figure 8 illustrates, expen-
ditures for children classgified as ADC-related, indigent, and “other” only accounted for
about 30 percent of total physician expenditures. Additional information on expendi-
tures for physician services by eligibility category and class iz included in Appendizx €,

Long-Term Care Recipients Account for a Dispraportionate Share of
Physician Medicaid Expenditures. Physician service claims for FY 1581 were
assessed against a recipient-level, long-term care database for the same vear. Long-lerm
care recipients include recipients who were institutionalized or in a special care program
at any time during the vear. Almost all physician services are provided o Medicsid
recipients who are considered ambulaiory, that is, those not receiving long-term care
services (Figure 9). Less than five percent of the recipienis during FY 1991 were among
the long-term care population. However, the long-term care population represented
almost ten percent of all claims and accounted for 12 percent of all expenditures for
physician services that same year.

Obviously, there is a tremendous difference in utilization between the ambula-
tory and long-term care populations. Un average, each ambulatory recipient had slmost
ten claims whereas each long-term care recipient had almost 24 claims, The aversge cost
per claim was also greater for the long-term care populstion at $49 versus $38 for the
ambulatory population. Consequently, the average expenditure for each recipient was
more than three {imes greater for long-term care recipients than for ambulatory
recipients — $1,162 versus $374. Additional information on ambulatory and long-term
care recipient costs for physician services is included in Appendiz C,
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Figure 8

Medicaid Physician Expenditures by
Recipient Eligibility Category, FY 1991
TOTAL = $122,211,556

ADC-Relaled Adutts . Indigent Pregnant Women
$28,641,718 (23%) /" $21,910,981 (18%)

ADC-Related Children
$21,448,763 (18%)

BlindDisabled Recipients

$32,612,487 (27%) ™ Indigent Children

$12,643,248 (10%)

Other*  Aged Recipients
$2,282,818 (2%)  $2,671,541 (2%)

*Other includes children in foster cars, subsidized adoption (who are not AT¥C-related under Title IV.E),
corrections, and intermediate care facilities; and refugees.

Note: The total for physician expenditures is derived directly from Department of Medical Assistance Services
practitioner claims, SAS detaset. This total is lower than the amount reported in the CARS Medical
Expenditures for "64” Report, FY 1991, due to differences in the way physician services are dafined and year-
end adjustments.

Source: JLARC stafl snalysis of Department of Medical Assistance Services practitioner claims, SAS dataset,
FY 1991.

Physician Services Rendered in Offices Are Less Expensive than Those
Provided in Hospitals. Although the place of treatment for physician services varies,
most are rendered in practitioners’ offices, including local health department clinics.
Services rendered in offices are much less expensive than those rendered in other sites.
For example, 62 percent of the physician services reimbursed in ¥Y 1991 were rendered
in offices. However, they accounted for only 32 percent of physician expenditures.
Services rendered on an inpatient or outpatient basis (including the emergency room) at
a hospital accounted for 36 percent of all physician claims but approximately 67 percent
of expenditures. Services rendered in all other sites accounted for almost two percent of
claims and about one percent of expenditures.

Almost all (92 percent) physician services were rendered by physicians enrolled
as providers in the Medicaid program. Local health department clinics provided about
eight percent of services and out-of-state physicians who were not enrolled in the
program provided less than one percent.
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Figure 9

Ambulatory and Long-Term Care Recipients, Claims,
and Expenditures for Physician Services, FY 1991

Long-Term Care - 4

Ambulatory -

RECIPIENTS CLAIMS EXPENDITURES*
Total = 300,734 Total = 3,107,073 Total = $122,211,556

*The total for physician expenditures is derived directly from Department of Medical Assistance Services
practitioner claims, SAS dataset. This total is lower than the amount reported in the CARS Medical
Expenditures for "64" Report, FY 1991, due to differences in the way physician services are defined and
year-end adjustments.

Source: JLARC steff analysis of Department of Medical Assistance Services practitioner claims, SAS dataset,
FY 1991.

Recent Trends in Expenditures for Medicaid Physician Services

For the past several years, Medicaid expenditures for physician services have
been growing at a faster rate than the total Medicaid budget — and faster than annual
rates of inflation. Most of the growth in expenditures for physician services coincided
with program changes implemented between FY 1989 and FY 1991, however. As Figure
10 illustrates, the number of Medicaid recipients grew by about 31 percent, while the
expenditures for their care more than doubled during this period. Clearly then, the
average cost per recipient has increased, particularly for certain eligibility classifica-
tions.

Physician Expenditures Have Steadily Increased as a Percentage of the
Total Medicaid Budget. For several years, expenditures for physician services have
steadily increased as a percentage of overall Medicaid expenditures for medical services.
For example, in FY 1987 physician services represented slightly more than seven percent
of total medical care expenditures, but by FY 1992, they consumed more than 11 percent
of the budget. As shown in Figure 11, the annual rate of increase in Medicaid
expenditures for physician services has outpaced the rate of increase in total medical care
expenditures for several years. The rates of increase in FY 1990 and FY 1991 Medicaid

expenditures for physician services were almost double those for total medical care in the
game years.
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Figare 10

Percent Growth in Recipients, Claims, and Expenditures
for Medicaid Physician Services, Y 1982 . FY 1991

iy

Parcentage Incroase

FY 1983 ioFY 1800 FY 130l FY 881

Bource: JLARC stafl analysis of Department of Medical Assistance Beyvicse pragitioner clalms, BAS datasets,

FY 1989 and FY 1991,

Figure 11

Percent Growth in Medicaid Physician Expenditures

Source:

Compared to Total Medical Care Expenditures

FY 1987 - FY 1892

| Physiclan Sevices

[7] Total Medica Care

Fercentage increase Over
Previous Fiacal Year

FY 1988 FY isg FY 1980 FY 1691 FY 1582

Depariment of Medical Assistance Services, CARS Medical Bxpendilures for "64" Report, FY 1991 and
FY 1992, and DMAS internal expenditure report, FY 1882 - FY 1821, derived from unaudited fnancial

statements,




Increases in Physician Expenditures Have Outpaced Increases in An-
nual Rates of Inflation. The annual rates of increase in expenditures for physician
services within the Virginia Medicaid program also exceeded annual rates of inflation for
all goods and services as well as inflation in the physician services component of the
consumer price index (CPI). As Figure 12 illustrates, the rate of increase in Medicaid
expenditures for physician services was substantially higher than increases in inflation
for the past five fiscal years. In FY 1991, the rate of increase in Medicaid physician
expenditures was more than eight times greater than the rate of increase in the CPI for
physician services.

Figure 12

Comparison of Annual Rates of Increase
in Medicaid Physician Expenditures
to Annual Inflation Rates, FY 1987 - FY 1992

&0%

Percentage increase Over Previous Fiscal Year

FY 1588 FY 1989 FY 1900 FY 1981 FY 1992
Note: Inflation rates from the consumer price index reflect index changes from December to December; there-
fore, inflation rates from the calendar year ending during the midpoint of each fisca! year were used for

comparison. For example, CPI inflation rates used for the FY 1992 comparison were ratea reflecting
changes in December 1991 over the previous December 1990,

Source: JLARC staff analysis of CPI Detailed Report, December 1991, U.8. Department of Labor, Bureau of
Labor Statistics; Department of Medical Assistance Services, CARS Medical Expenditures for "64"
Reports, FY 1991 - FY 1992; and DMAS internal expenditare reports, FY 1982 - FY 1991, derived from
unaudited financial stataments.
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Average Costs flor Physician Services Have Increased Dramatically. To
better assess growth in these expenditures, JLARC staff examined claims for physician
gervices made in FY 1989, FY 1990, and FY 1991 on a per-recipient and per-claim basis
{Figure 13). The greatest growth was in average physician service costs per recipient.
The average cost per recipient increased by more than 59 percent between FY 1989 and
FY 1991 from $255 to $406 per recipient. The average cost per claim increased by almost
52 percent, from $26 to $39. Although the average number of physician claims per
recipient declined slightly in FY 1990, utilization increased in FY 1891.

Growth in Average Costs Per Recipient Has Been (reatest Among
Recipients in Adult Eligibility Categories. Average costs per recipient rose more
sharply for adult eligibility categories than for other recipients. For example, the
greatest rate of increase in average costs per recipient was for ADC-related adult
recipients, whose average cost per recipient almost doubled from $244 to $462 (Figure
14). Recipients eligible as indigent pregnant women and aged also had high rates of
increase —at 63 percent each. Incontrast, the average cost per recipient for ADC-related
children increased by only 19 percent, the smallest rate of increase among all categories.

The higher average costs for adult recipients are not surprising since their
utilization of services was greater than that for children. Adult recipients, averaged as
few as ten claims each or as many as 20, depending on their eligibility category. However,
recipients in the children eligibility categories had, on average, fewer than nine claims
each.

Average Costs for Optional Recipients Are Growing More Rapidly
than for Mandatory Recipients, But Still Represent a Small Portion of
Total Expenditures. Average costs also differed by eligibility class. There was
greater growth in the costs for recipients classified as medically needy than for recipients
classified as categorically needy. However, claims paid on behalf of medically needy
recipients, whose coverage through Medicaid is optional, represented less than five
percent of total physician expenditures each year, (See Appendix C for more information
on average costs for physician services by recipient eligibility category and class.)

Factors Related to Increased Medicaid Physician Expenditures

Much of the growth in physician expenditures is related to federal eligibility
expansions targeted at indigent pregnant women and indigent children. In addition,
increases in reimbursement rates and the effect of inflation on those rates help explain
a large portion of increased expenditures. By projecting expenditures forward from the
baseline year of FY 1989, JLARC staff estimated the percentage of increase in actual
expenditures for FY 1991 due to changes in the number of recipients, the number of
claims, and inflation related to reimbursement rate increases. Appendix D containg
additional information on the methodology used to make these estimates.
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Figure 13

Percent Growth in Average Physician Expenditures

in Average

Cost Per Recipient

in Average

Cost Per Claim

Percentage
Increase
in Ave
Number of Claims
Per Recipient

FY 1989 - FY 1991

FY 1990 FY 1991 FY 1991

FY 1989- FY 1990- FY 1989-

FY 1990 FY 1991 FY 1991

FY 1989- FY 1990- FY 1989-
FY 1990 FY 1991 FY 1991

Source: JLARC staff analysis of Department of Medical Assistance Services physician claims, SAS datasets,

FY 1989 - FY 1991.
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Figure 14

Percent Growth in Average Costs per Recipient
for Medicaid Physician Services by Eligibility Category
FY 1989 - FY 1991

*Other children inchide those in foster care, gubsidized adoption (whe are not ADC-related under Title IV-E),
corrections, and intermediate care facilitios,

Source: JLARC staff analysis of Department of Medical Assistance Services practitioner claims, SAS datasets,
FY 1989 - FY 1981,

Expansions in Eligibility Significantly Increased the Number of
Recipients of Physician Services, the Number of Claims, and Related
Expenditures. As discussed in Chapter I, recent federal mandates related to
eligibility have significantly increased enrollment of beneficiaries in the Medicaid
program and the number of recipients of services. Although the number of recipients of
physician servieces increased in all eligibility categories except refugees between FY 1989
and FY 1991, the greatest growth occurred in the new indigent categories (Figure 15).
During this period, the number of indigent pregnant women increased by 89 percent and
the number of indigent children recipients increased by more than 200 percent. As
Figure 16 illustrates, growth in expenditures was also greatest in these two eligibility
categories.

Examination of claims data revealed that changes in the total number of
recipients who had Medicaid physician services paid on their behalf between FY 1989
and FY 1991 accounted for about 28 percent of the growth in expenditures over the same
period. However, when changes in the mix of recipients are included, a greater
percentage of growth in physician expenditures is explained. Approximately 32 percent
of the growth is attributable to the combined effect of changes in the total number and
mix of recipients. The combined effect accounts for the effect that the two factors have
individually and on each other. For example, one of the recipient categories with the



Figure 15

Percent Growth in Medicaid Recipients
of Physician Services, by Eligibility Category
FY 1989 - FY 1991

indigent Pregnant Women
~ ADC-Related Adults
ADC-Related Children
indigent Children

Other Children*

| Aged
Blind/Disabled

*Other children include those in foster care, subsidized adoption (who are not ADC-related under Title IV-E),
corrections, and intermediate caro facilities.

Note: Total number of recipients is lower than the sarm of the individual categories of recipients due to changes in
eligibility status. Many recipients may be enrolled in more than one category in any given fiscal year.

Source: JLARC staff analysis of Department of Medical Assistance Services practitioner claims, SAS datasets,
FY 1989 . FY 1991.

greatest growth, indigent pregnant women, is also one of the categories with the highest
cost per recipient. Therefore, increases in the number of pregnant women receiving
Medicaid physician services would have a greater impact on the growth of physician
expenditures than increases of persons in other eligibility categories.

The federally-mandated eligibility expansions also significantly increased the
number of physician service claims since the greatest growth was for services rendered
to recipients in the indigent children and indigent pregnant women categories. The
number of claims for indigent children and indigent pregnant women increased by 222
percent and 141 percent, respectively, from FY 1989 to FY 1991.

Inflation Related to a Recent Increase in Physician Reimbursement
Rates Accounts for a Large Portion of the Remaining Growth in Expenditures
for Physician Services. When reimbursement rates are maintained at the same level
for several years, as occurred during the early 1980s, inflation does not affect expendi-
tures. This is one reason that reimbursement for physician services remained fairly
constant during that period. But when a reimbursement rate increase is implemented,
inflation rates for the entire period between reimbursement rate increases will have a

cumulative effect on expenditures for physician services. This is what occurred in the
latter half of the decade.
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Figure 16

Percent Growth in Medicaid Physician Expenditures
by Recipient Eligibility Category, FY 1989 - FY 1991

indigant Pregnani Women s
ADC-Related Aduits B
ADC-Rolated Chitdron
indigent Children

Othwr Childron® &

Agod

Blind/Digabled

Refugees

All Rocipients

*(Other children include those in foster care, subsidized adoption (who are not ADC.related under Title IV.E),
corrections, and intermediate care facilitien.

Source: JLARC staff analyris of Department of Medical Asristance Services practitioner claims, SAS datasets,
FY 1989 . FY 1991,

One reimbursement rate increase was implemented during the period for which
claims data were examined (FY 1989 to FY 1991). In January 1990, Virginia increased
reimbursement rates for all physician services to the 15th percentile of ranked charges
for the 1989 claims year. Funding for this increase in FY 1990 totaled $12 million in
general and non-general fund appropriations. Priortothat change, physician reimburse-
ment rates had been based on charges from 1986 or an earlier claims year,

Inflation in the cost of physician services between 1986 and 1989 is accounted
for in the charges used to rebase the reimbursement rate increase. This inflation is
responsible for almost 21 percent of the $63.6 million increase in physician expenditures
between FY 1989 and FY 1991. However, a much greater percentage of the growth in
expenditures, approximately 60 percent, is explained by the combined effect of inflation
and changes in the number and mix of recipients. Not surprising, an even greater
percentage of the increase in physician expenditures, almost 73 percent, can be attrib-
uted to the combined effect of inflation in physician service costs and changes in the
number and mix of claims by recipient eligibility category.
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(E REIMBURSEMENT SYSTEM FOR PHYSICIAN SERVICES

States have broad discretion in determining fee levels and payment methodols-
gies for physician services. Federal regulations require that payment be consistent with
efficiency, economy, and quality of care. However, payment must also be sufficient o
ensure that services are available to Medicaid beneficiaries at least to the same extent
as to the general population.

Virginia reimburses physician gservices on a fee-for-service basis, according to
a fee schedule. This is the predominant method used by other state Medicaid programs
for physician reimbursement. However, Virginia reimbursement rates are based on
charges from a past claims year, These rates can remain at the same level for seversl
years — only changing by legislative appropriation. Consequently, the reimbursement
rates do not keep pace with inflation in physician charges and practice costs.

When reimbursement is maintained at the same level for several vears,
physicians may have to make choices between maintaining the financial viability of their
practices and participating in the program. The ability of many physicians to continue
treating Medicaid patients is contingent upon receiving reimbursement sufficient to
cover most of their costs. As physicians limit their acceptance of Medicaid patients,
access problems develop.

It is important to maintain and enhance the amount of Medicaid care provided
in physiciang’ offices. Provision of medically necessary care may be much more cost
effective if sbtained at a practitioner’s office than at a hospital outpatient department or
emergency room.

Physician Reimbursement Erodes over Time Relative to Charges and
Practice Cosis

Medicaid reimbursement in Virginia generally does not compare favorably with
the amount paid by many other third-party pavers. In fact, some physicians state that
they lose money every time they treat a Medicaid patient. Although current reimburse-
ment rates generally appear to meet physician costs, there is great variation depending
on the type of service rendered, the place of treatment, and the physician’s specialty. In
addition, because reimbursement is based on charges from a past claims year, the gap
between reimbursement paid by the Medieaid program and physician costs may become
larger each vear.

Reimbursement rates have been increased three times in the last five vears
(Exhibit 1), The mazimum payment level for sach service is determined on the basis of
ranked charges from a previous claims year. Although charges may increase each year,
payment does not necessarily increase. For example, physicians and local health
department clinics are currently reimbursed up to the 15th percentile of ranked charges
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Exhibit 1

teimbursement Rate Increases for Physician Servi
during Last Five Years

Effective Date Procedures Percentile Hase Year
of Beimbursement t0 Which Hanking for for Banked
January 1, 1988 Primary Cave 25th Percentile 1986
January 1, 1990 All 15th Percentile 1989
October 1, 1981 Obsatetric and 25th Percentile 1590
Pediatric Care®*

*Pediatric cure is defined se medical and surgical procedures rendered to reciplents younger than age 21,

Source: Depariment of Medical Assistance Borvices, Divigion of Chent Berviess, April §, 1982,

from the 1988 claims year. For pediatric services (defined as medical and surgical
procedures rendered to recipients younger than age 21) and certain obstetric services,
reimbursement is set at the 25th percentile of ranked charges from the 1990 elaims year.

The percentile ranking serves as the maximum payment level for a particular
procedure. Providers whoese charges are at or below the mazimum payment level are
reimbursed 100 percent of their charges. However, when provider charges are higher
than the maximum pavment level for a procedure, the provider is only reimbursed the
maxhmum payment level. For example:

Assessmentof cluims data for August 1991 indicated that one physictan
billed the program $8.40 for a limited office visii by an established adult
patient. Since this was less than the maximum payment level for that
service, the physician was paid §8.40 — the amount of the charge.
Haowever, most physicians charged more than the maximum payment
level for the same service. The avercge physician charge for o limited
offive visit by an established adult patient during Augusi 1991 was
$31.60. Physicians whocharged thisamount were paid only $20.00, the
maximum payment level for an established potient limited office visit.

When providers charge similar fees, there is less variation in the percentiles for
the ranked charges. For example, 35 charges for ultrasonic puidance for amniocentesis
during calendar year 1950 were ranked. Charges at the fifth through tenth percentiles
were the same — $30. At the 15th percentile, charges weve $63 and at the 20th, 25th,
and 50th percentiles, charges were §75.



Medicaid Reimbursement in Virginia Iz Generally Lower than Reim-
bursement by Other Payers. It is difficult to compare Medicaid reimbursement in
Virginia to reimbursement by other third-party payers because reimbursement data for
commercial payers are considered proprietary information. However, there are several
indications that Medicaid reimbursement is generally lower than that of other payers.

The Physician Payment Review Commission (PPRC) of the U.S. Congress has
compared Medicaid reimbursement across states to reimbursement by Medicare and
some commercial insurers. A review of their data indicates that Virginia has been more
generous in reimbursement than some states but has been considerably less generous
than others (Table 2). For example, reimbursement for obstetric procedures in Virginia
was lower than most neighboring states in FY 1989. However, Virginia's reimbursement
has increased since then to $1,200 for total care with a vaginal delivery and to $1,441 for
a cesarean-section delivery.

Information on physician charges is available through the Medicaid claims
database. Although some third-party payers reimburse 100 percent of charges, most

Table 2

Comparison of Reimbursement Hates for Certain
Obstetric Procedures Paid by the Virginia Medicaid
Program to Rates Paid by Neighboring State Programs
during FY 1989

r__J ............. - Obstetric Procedures g

Total Care Total Care
Vaginal Vaginal C-Bection
District of Columbia N/A 600 N/A 775
Kentucky N/A 581 MN/A Rab
Maryland N/A 895 N/A 948
North Carolina 925 550 1,025 650
Pennsylvania N/A 313 N/A 459
South Carolina N/A 700 N/A
Tennessee 725 - 363 925
Virginia $625 $450 $820
West Virginia 600 330 $15
National Median $738 $440 3903 $638

Note: N/A indicates the data were not available from these states.

Source: Physician Payment Review Commission, Physician Payment Under Medicald, 1881.
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reimburse only a certain portion. Physician associations reported that the percentage
reimbursed is generally between 60 and 80 percent of charges or more. However, even
with the rate increases, the Virginia Medicaid program typically reimburses 8 much
lower percentage of charges. For example:

The Medicaid program reimbursed physiclans, on average, approxi-
mately 39 percent of their charges for services rendered during the six
months prior to the January I, 1990, rate increase. For services
rendered during the six months afier this increase, physicions were
reimbursed almost 59 percent of their charges, on average.

In addition, a JLARC survey of physicians envolied as providers in the Virginia
E«i@émaié program asked physicisns whether reimbursement by the Medicaid program
compares favorably with the amount paid by other third-party pavers. Fow physicians
agreed that Medicaid reimbursement was comparable, and those who did were the
phyaicians most affected by the recent fee incresses, Family practitioners, obstetrician/
gynecologists, and general pediairicians were much more likely to agree that reimburse-
ment was comparable than were physicians with other specialties, Physicians practicing
internal medicine were more likely to disapree.

Modeling Physician Heimbursement in the Virginia Medicaid
Program After Medicare Helmbursement Does Not Appeur Feasible af the
Present Time. Physician reimbursement has been studied at the national level for
several years. In 1986, the U.S. Congress established the Physician Payment Review
Commission (PPRC) to study physician payment under the Medicare program. Later,
through the Omuibus Budget Heconciliation Act of 18988, PPRC was directed to study
physician payment under state Medicaid programs. And in 1980, PPRC was given
permanent responsibility for consideration of policies related to access to care and the
level of Medicaid payments to physicians,

The Physician Payment Heview Commissgion has established several goals for
Medicaid payment policy (Exhibit 2). These goals will be used as the framework for
reforms in physician payment at the federal level. They also provide a valuable starting
point for any changes to be made at the State level. For example, raising reimbursement
for Medicaid to Medicare levels would address some physician inequities but would be
very costly for the State. Virginia's reimbursement has been considerably lower than
that for Medicare.

The Physician Payment Review Commission supports a long-term goal of
raiging Medicaid fee reimbursement to Medicare levels. PPRC estimated that raising FY
1988 reimbursement for physician services to the Medicare leve! in Virginia would have
inereased expenditures by 75 percent, at a cost of almost $40 million for that vear alone,

While this goal may be desprable in the long-term, given current budget

consgtraints, it is not feasible at the present time. Furthermore, it is not clear how much
it would cost the State to mode! retmbursement after Medicare reimbursement now. The
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Exhibit 2

Goals Established by the Physician Payment Review
Commission for Medicaid Physician Payment Reform

O Enhance Medicaid Beneficiary Access to Medical Care

* in physicians’ offices
* for services such as prenatal care, obstetric services, and other primary care

O Maintain or Improve Quality of Care
* through improvement in key health status indicators
-- infant mortality
-- the rate of low birthweight births
O Address Inequities Among Physicians

* by not placing physicians who treat Medicaid beneficiaries at a substantial
economic disadvantage relative to their peers

* by not forcing physicians to make trade-offs between service to low-income
communities and the viability of their practices

O Constrain Expenditure Growth
*+ by recognizing the need for fiscal responsibility
* by recognizing the competing demands placed on federal and state tax dollars
* by exploring methods that encourage more appropriate and cost-effective care

O Strive for Administrative Simplicity

+ 30 that the method of payment i easy to understand and to administer
* 50 that short-term reforms are orderly and consistent with long-term goals

O Maintain Flexibility

* to accommodate diverse needs of the distinct populations served by state
Medicaid programs

* to accommaodate needs which are unique to each state
Q Treat Beneficiaries Equitably
* by recognizing their rights
- to receive appropriate medical services of high quality
-- to be treated with dignity

Source: Physician Payment Review Comwmission, Physicion Payment Under Medicaid, 1991,
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Medicare program has recently been reformed so that payments are now made sccording
to regource-based relative value scales.

Although the effects of thiz reform are not yet clear, similar reform may hold
some promiss for future changes in Virginis's Medicaid program. The Department of
Medical Assistance Services has alveady begun to assess the impacis of implementing
reforms similar to those implemented at the national level for Medicare and in the Maine
Medicaid program. DMAS stalfl are determining whether the procedures defined as
“overvalued” in the Medicare program also appear to be overvalued in the Virginia
Medicaid program.

Another across-the-board Increase does not appear feasible either. However, 65
percent of physicians responding to the JLARC survey reported that increases in
reimbursement would encourage them to accept more Medicaid recipients as patients in
their practices. Although many physicians did not specify the level of increase needed,
there was support for raising fees to Medicare levels or to levels of other third-party
payers. Approximately two-thirds of these respondents rated increasing reimbursement
the most important changes that could be made, and 80 percent rated it among the top
three changes,

Patient Cost-Shaving Uften Functions as ¢ Beans of Reducing Physi-
cian Heimbursement. Physician reimbursement is further reduced relative to actual
charges because many providers cannot collect patient cost-sharing amounis, Virginia
requires some beneficiaries to share the costs of their care as a form of utilization control.
However, providers may not deny services if a recipient cannol pay the copayment. When
a copayment is due, reimbursement to the provider is gutomatically reduced by the
amount of the copavment. Consequently, when a copayment cannot be collocted, the
physician loses an additional $1 or $3 in reimbursement depending on the tvoe of service
provided. Moreover, the intended effect of the copayment, controlling utilization, is loat.

Approximately one-third of physicians responding to the JLARC survey of
physicians reported that they do not generally collect copayments from their Medicaid
patients who are required to make them. Although a small portion of these regpondents
were physicians whose patients have no copayment reguirements (because they are
children, receive maternity care, or receive family planning services), mostreported they
sould not collect the copayment for other reasons.

The predominant reason for non-collection was the recipient’s inability or
refusal to pay. Physicians generally differentiated between inability and unwillingness
to pay in their survey responses. For example, physicians commented:

These patients are poor and they know that they cannot be refused
service because of their inability/refusal to pay the copaylment]l In
essence, the copayiment] acts as a Medicaid payment cut to the
physician.
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Patients are not willing to pay and there is no resson to have a scene
in the office for a dollar.

Most patientabelieve they don’t have topay. Inaddilion, thecopayments
are so small it is hardly worth the trouble of billing.

£ # ]

Most patients on Medicaid [are] unable to make [thel copayment. i}
accept Medicaid payment as full payment,

# % %

[Collecting copayments isl too much trouble and almost no one can
afford to pay.

(I dol not [require copayment in my practice] if they cannot afford mae
and insistence on their paying would Bmit their access to care.

Many physicians also indicated that it is not worth the billing cosis to attempt
to collect the copayment amount due. For example, one physician wrote, “The copayment
is so low that it costs more to process than [ receive to cover the overhead.” Consequently,
physicians indicated that they often write off the amount of the copayment. Allarna-
tively, they carry the copayment amount due on their books and continue collection
attempts, often at a much greater expense than would be covered by the amount due.

Although some physicians supporied the concent of copaymentis a8 a mesns of
utilization control, these copayments do not appear to be effective in controlling Medicaia
recipient utilization because physicians cannot refuse to treal patienis who do not pay
the copayment amount. Instead, as some physicians have pointed out, copayments often
act as a reduction in physician reimbursement. The total amount of reimbursement
reductions due to required copayments for physician services was about $85,996 in FY
1991 and about $49,000 in FY 1992. Although there is no information on the amount of
copayments actually collected by physicians, physician responses to the survey suggest
that a fairly large percentage was not or could not be collectad.

Fhyagician reimbursement will be reduced by larger amounts in ¥Y 18938 andg
beyond. EffectiveJuly 1, 1992, copayment requirements were extended to a larger group
of beneficiaries and the amount was increased from $1 to $3 for physician services
rendered in a hospital setting, The difficulties in collecting the copayment amounts may
be exacerbated by these changes especially if additional recipients are unable to pay the
copayment amount.
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Eecor tion (1). The General Assembly may wish to consider
abolishing the copayment requirement for physician services.

Maintaining Physician Participation in the Medicaid Program

It iz important to maintain — and improve — physician participation in the
Medicaid program. Doing so will not only enhance recipient access by providing more
caregiver options, but may also lower total program expenditures. The literature
suggests that reimbursement levels for physicians do not appear to affect whether
beneficiaries seek and obtain care, but do affect the site of care. Increasing reimburse-
ment rates may also divert recipients who use alternative sources of care, which may be
more expensive, into physician care.

Improving physician participation was a stated goal of the recent reimburse-
ment rate increases in Virginia. Although participation appears to have improved, this
improvement is not necessarily due to the rate increases. However, participation
probably would have deteriorated if rates had remained at the same level and the gap
between charges and reimbursement had continued to increase. Physicians participate
in Medicaid for reasons other than reimbursement, but reimbursement must be suffi-
cient to ailow physicians to maintain their financial viability. Other concerna sbout the
Medicaid program could execerbate low reimbursement and deteriorate current partici-
pation levels.

Low Reimbursement May Be the Primuary Reason for Non-Parficipation
by Physicians. Physicisns who are snvolled ag Medicaid providers appear io have a
strong sense of professional commitment o their patients. Seventy percent of all
physicians who responded to the JLARC survey indicated that they participste because
they believe it is an ethical obligation of the profession. However, many physicians also
wanted to be reimbursed for services rendered to pour patients that would have been
charity care otherwise,

Even though physicians believe they have an obligation to participate, reim-
bursement must be sufficient to cover most or all of their practics costs so that they can
maintain their financial viability. Low reimbursement has a negative effect on partici-
pation — physicians are more likely to limii participation or cancel it altogether when
reimbursement is too low.

Some physicians commented on the need to limit the number of Medicaid
patients in their practices because of low reimbursement. For example:

I surrently receive no reimbursement for preveniive care services
rendered Lo Virginia Medicaid patients. 1 am currently seversly
Hmiting new Virginia Medicaid patients because of very poor reim-
bursement. Eapecially compared to Tennessee Meadicaid reimburse-
ment. Icannot afford to pay rent or employes salary at rates provided
by Virginia's Medicaid for office visits.
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I believe your reimbursement [rates] forcertain servicer are awful e g
fetal echocardiogram: [CPT code number] 76825, our charge iz $800,
vou are paying [a] shameful [rate], below my supplies for the proce-
dure.

Our main concern {(and those not seeing Medicaid patienta)is the need
to keep charges and reimbursement current. What was current last
year may not be this year, and reimbursement should be adiusted
yearly. Otherwise, the state doss as well generally a8 most private
ingurers.

Physicians who had cancelled their enrollment agreements at some time in the
past (but had subsequently reenrclied zs Medicaid providers) cited low Madicaid
reimbursement as the primary reason for cancellation of enrcliment in the program. ¥For
example:

Une physician reported concelling his participution agreement with
Medicaid because payments were below the costof runaing hiz proctice.
Even though this physician reported still losing money when seeing
Medicaid patients, he later reenrolled as a provider fo help patients.
According to the physician, none of the other 25 gynecologisis in his
town arcepted Medicaid.

Physician disgatisfaction with reimbursement is not surprising since reimbursement
was increased only once (by five percent in 1981 betwesn 1968 and 1988, Overthisgame
period, however, charges for office visits increased by 150 percent — ao that hy 1886,
Medicaid reimbursement was not even covering overhead expenses. Moreover, the
reimbursement increases in 1986 and 1988 did not benefit all physicians since they were
targeted to particular services.

Reimbursement Increases Did Littie {o Ennaance Poarticipotion of En-
rolied Physicians But May Have Helped Maintain the Same Level of Participe-
tionn. Physicians were asked to compare the number of Medicaid patienis in their
practices after each of the two most recent reimnbursement rate increases to the number
in their practices before the increases. After both increases, many physicians responding
(41 percent for the January 1990 rate increase and 48 percent for the October 1991 rate
increase) reported that the number of Medicaid patients in their practices remained
about the game,

However, those whose practices had an increase in Medicsid patients generally
did not attribute any changes in their level of participation in the program to concurrent
increages in the reimbursement rate. For example, most of the 107 physicians who
responded that the number of Medicaid patients in their practices increased afler th
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January 1990 reimbursement rate increase attributed the increase to changes in the
commuiity. Nevertheless, soms did attribute the increase in Medicaid patients, at least
in part, to the new reimburssment rate. Specifically;

# 74 reporied that the number of Medicaid patients in their practices increased
becauss the number of Medicaid beneficiaries in the community increased

» 41 reported that the number of other physicians in the community to treat
Medicaid patienis decreased

¢ pine reported that Medicald patients were helping establish the patient base
in & new practice

* geven reported that the volume of other patients in their practice decreased

* 15 reported that January 18590 increase in reimbursement rates met a
sufficient portion of actual practice costa to make a higher level of participa-
tion more cost effective

= 18 reported other reasons.

Physicizns reaponses mirrored the above stalizgtice for the October 1981 reim-
bursement rate increase. Although fewer physicians reported that the number of
patients in thelr practices increased after that fee increase, their reasons for the increase
in the number of Madicaid patienis seen in their practices were similar. However, a
smaller percentage of physicians atiributed the increase to changes in the commaunity.

Helatively few phyveicians reported decreases in the number of Medicaid pa-
tients seen afler each of the two reimbursement rate increases. For cases in which this
did cecur, the predominant reason for the decrease in Medicaid patients given by these
physiciang was an increase in the volume of other patients in their practices.

The JLARC survey findings appear to confirm those in national and other state
studies on physician reimbursement. The liferature suggests that increasing reimburse-
ment rates pay positively affect physician participation in the program by increasing the
number of physicians that accept Medicaid recipients as patients. However, increasing
reimbursement does not necesgarily enhance the number of Medicaid reciplents accepted
as patients by physicians already participating in the program. Factors which appear to
be positively related to physician participation in Medicaid include competitive rates vis
& vig those paid by other parties, the supply of physiciang, the density of the Medicaid
population, and being a forelgn medical school graduate.

It alge appesrs that many DMAS perceptions of physician pariticipation are
correct, Although DMAS staff have not assessed the impaet of the reimbursement rate
increages, several staff stated during interviews that they believe more physiciang are
participating in the program. In fact, assessment of the provider enrollment and claims
databasges indicates that more physicians participated after each of the two most recent
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reirnbursement rate increases than were participating prior to gither of the increases.
However, ag the survey responses indicate, increased participation was not necessarily
due to reimbursement rate increases,

Higher Medicol Risks and More Disruptive Behavior Associated with
Medicaid Recipients Exacerbate Physician Uoncerng About Low Heimburse-
mrenst. A 1980 Medical Society of Virginia survey of phyeicians identified several negative
behaviors or characierigtics which physicians and the peneral puoblic attribule to
Medicaid recipients. Many of these perceptions were reaffirmed through discussions
with medical society staff and regponses to the JLARC survey of physicians. Physician
concerns about Medicaid recipient behaviors pointed to the strong need for recipient
education through the Medicaid program.

Most physicians validated commonly-held perceptions shout certain risks
associated with Medicaid patients, but did not agree with the categorization of Medicaid
patients as being more likely o bring a medical malpractice suif than other patients.
Physicians did concur that Medicaid patients are more likely to be medically high rigk
than other patients. In addition, they reported that Medicaid patients are more likely to
exacerbate risks by not sesking rouline or preventive care and asllowing an acule
condition to deteriorate to a level requiring more extensive treatment.

Medicaid patienta are alsomore likely than other patients to disrupt a physgician’s
practice in certain ways. For example, Medicaid patients do not adhere to appointment
schedules in two ways. First, they may be more likely than other patients to show up
without an appointment and demand to be seen immediately. Second, 82 percent of
physicians responding to the survey reported that Medicaid patients are more likely to
be late for or not keep their scheduled appointments than other patients. Several
physicians commented on the disproportionate number of “no show” Medicaid patients;
one physician estimated that 40 percent of his Medicaid scheduled appointments are no
shows. Ancther stated that Medicaid patients are less lkely to keep their appointments
even when called {6 remind them.

One physician explained that accepting Medicaid patients resulis in lost
opportunity costs — which are exacerbated by the high no-show rate for scheduled
appointments. A physician can lose money (relative to the amount which could be
collected from other patients) each time a Medicaid patient is treated because reimburse-
ment for Medicaid patients is often at or below the break-even level for expenses. A
physician loses even more money when Medicaid patients donot keep their appointments
because the appointment time is lost to any other patient,

Physicians also commented on abuse of the Medicaid program by recipients
through overutilization or inappropriate utilization of services. For example:

These patients ge i more and are constant emergency room Qaers.
Medicaid patients Feel like Constant Service iz a Bight so [they!
miguse it.




Something must be done to return some of the responsibility of care to
the patients. Sharing part of the cost should be part of this. Putting
lmits/restrictions on patients’ eligibility/expenditures/access are nec-
esgary. Other groups do pot have unlimited coverage/access and
resent that Medicaid patients appear to have this very desirable

privilege.

Medicaid patients need a “medical home” and should not be allowed to
“doector shop” so much. Thereis tremendous abuse of the system in that
regard.

* * *®

Medicaid patients are generally very frustrating to treat. The older
Medicaid patient generally has multiple medical problems and .....
follow through on proposed treatment plans is erratic at best. Idon’t
mind trying to deal with the problems, but frankly it is disturbing to
spend enormous amounts of time and energy with these patients to get
dirt cheap reimbursement for my services. Icannot pay office expenses
with what I get on Medicaid patients.

I do not generally like to treat younger Medicaid patients. They
frequently “doctor shop”...and seem to show little interest in develop-
ing a “doctor-patient contract.”

I have some Medicaid patients who I have received inadequate com-
pensation for but whom I keep because there is a good doctor-patient
relationship and because I know that if [ am not treating them they
might get “bounced” around from one doctor to another and their
medical care would suffer.

These examples, coupled with higher medical risks for Medicaid patients,

Hllustrate the need for recipient education about patient responsibilities. The Depart-
ment of Medical Assistance Services has begun to address the higher costs associated
with inappropriate recipient utilization patterns. For example, reimbursement for non-
emergency procedures performed in the emergency room is now reduced, saving almost
$1.8 million in physician reimbursement during FY 1992. But rather than directly
address inappropriate recipient utilization patterns, this type of reduced reimbursement
penalizes providers. Ome physician commented that, “Reduction of reimbursement

based on final diagnosis of patients seen in [the] E.R. is unfair.”

Hecipient utilization patterns are generally not controlled because of federal

requirements that Medicaid beneficiaries have freedom of choice in selecting their
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providers. Most can seek care whenever and wherever they want. However, 868
beneficiaries envolled in the Virginia Medicaid program were restricted to s particular
physician for their care through the recipient medical management progrem as of June
1, 1992. These recipients were piaced in the program because they had been identified
as overutilizing services. Approximately one-half of these restricted recipients are ADC-
relgted and the other haif are disabled. They must have referrals to visit other
physicians, and routine care performed in the emergency room is not reimbursed.

The Medallion program, which is operating on a pilot basis in four localities, is
similar to the recipient medical management program in that recipients must obiain
their care through their assigned primary care physician or by referral, Its primary
purpose, however, is o echance recipient access rather than control reciplenis identified
as overutilizing services. Nevertheless, implementation of the Medsallion program
statewide will help control “doctor shopping” among participating recipients. Medallion
may be less succegsful at changing other recipient behaviors, such as not making or
keeping appointments and not seeking care when needed, unleas it contains an aggres-
give recipient education component.

Diespite these two programs, the responsibility for controlling uwtilization prima-
rily falls to the physician because the Medicaid enrollment process is not successful at
educating recipients about appropriate uiilization of physician services, including
scheduling and keeping sppointments, The current process for enrelling beneficiaries
does not include a strong educational component. Observation of face-to-face eligibility
determination meelings between socizl service eligibility workers and applicants con-
firmed that workers who make eligibility determinations do not routinely explain the
rights and responsibilities of beneficiaries. Inatead they rely on information in printed
materials, which may or may not be provided {0 aoplcants. These mestings focuz on
whether the applicant meets the requirements for eligibility, not their coverage if
approved. Fuorther, because federal law requires that mail-in applications be accepted,
gome applicanis never discuss details of the program with local social service stafl

Consequently, at the time of theirenrollment, recipients may incorrectly believe
that they are entitled to all physician services, even those not covered by the program or
those obtained when they were not eligible for coverage. Physicians and their staff then
have difficulty collecting payment for non-covered services from recipients.

Recommendafion (2). The Department of Modical Assistance Services
should design a recipient education program on patient responsibilities and
appropriate utilization which should be implemented at the time of enrolbment
through local social services departments. The depariment should provide
guidance to the Department of Bocial Services in implementing rocipient
education. This should include training of local social service eligibility
workers on technigues to educate recipients on service benefits and appropri-
ate uiilization. This program should receive priority so that it may be
implemented in conjunction with expansion of the managed care program
statewide,
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Further Exponsion of the Medallion Program Could Enhance Physi-
cian Parficipation and Improve Recipient Access. As mentioned earlier, the
Medallion program is currently operating on a pilot basis in four localities. Itistargeted
for statewide implementation during 1993. The Medallion program evolved from a 1990
General Assembly mandate that the Department of Medical Assistance Services test the
feaaibility of establishing a statewide managed care system for Medicaid recipients.
HBefore implementing the managed care program on a pilot basis, Virginia had to request
waiver authority and receive approval from the U.S. Health Care Financing Administra-
tion, the federal agency with oversight responsibility for state Medicaid programs.
Additional waiver authority is required to expand the program statewide.

Recipients participating in Medallion can only access certain services through
their agsigned primary care physician (generally a physician whose specialty is family or
general practice, pediatrics, internal medicine, or obstetrics and gynecology) who
functions as a “gatekeeper.” Primary care physicians either provide all non-emergency
care directly to recipients or refer them to other providers as appropriate. These
physicians coordinate hogpital inpatient admissions and maintain a comprehensive,
unified patient medical record for each recipient in their care. They must alsoensure that
24-hour coverage is available to their patients.

DMAS has considered expanding the Medallion program to include all ambu-
latory recipients, However, even when implemented statewide, Medallion is currently
designed to cover only those recipients who are classified as ADC-related, indigent
pregnant women, or indigent children. Although average costs for ADC-related adults
have grown dramatically, they are still lower than average costs for ambulatory adults
classified as blind or disabled under Medicaid eligibility criteria. Further, the average
costs for aged ambulatory recipients are greater than those for any of the children
categories,

DMAS should place a high priority on expanding the Medallion program to
include other ambulatory recipients — particularly those classified as aged, blind, and
disabled since an access problem may be developing for these recipients. Adults may
have fewer sources of care available to them than children and pregnant women for
several reasons. First, local health department clinics are not required to serve elderly
and disabled patients — and if they do, care is not available on a 24-hour basis. Second,
because reimbursement rates for these patients are lower than those for pediatric and
obstetric Medicaid patients, they may put a greater financial strain on practices of
physicians whe primarily treat these adults.

Third, physicians who practice general internal medicine — those most likely
to treat these patients — reported lower participation rates than other physicians who
responded to the survey. These physicians were more likely to restrict acceptance of new
patients than any other specialty. For example, only 39 percent reported accepting new
Medicaid patients without restriction and another 28 percent reported having limits on
the number accepted. In contrast, 72 percent reported accepting new Medicare patients.
However, 28 percent reported that they do not accept any new patients, regardless of



insurance status. Physicians practicing general internal medicine also expressed more
concerns about the adequacy of reimbursement.

Including these recipients in the Madallion program would not only enhanes
access for them but could alscensure that their health care neads, which may be chronie,
are more closely monitored. Moreover, it could encourage grealer physician participa-
tion. Primary care physicians who mansage their care would recsive greater reimburse-
ment, without a rate increase, through the monthly csse mansgement fee or bonus
ineentive,

Recommendation (3). The General Assembly may wish {0 consider
directing the Department of Medical Assistance Services o expand the Medal-
lion program to include all ambulatory recipients. This expaunsion should be
undertaken in 1994 after the program, as currently defined, bas boen imple-
mented statewide and additional waiver authority has been obtained.
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ITl. Financing of Medicaid Pha

acy Services

Tremendous growth in Medicaid pharmacy expenditures has resuited in soru-
tiny at State and federal levels. In the Virginia Medicaid program, reimbursement for
pharmacy services has more than guadrupled during the past ten vears to ahigh of $126
million in FY 1892, Although a large portion of this growth reflects federailv-mandsaied
eligibility expansions, some of the increase in expenditures is due to inflation in the cost
of prescription drugs.

Consequently, recent federal mandates have been directed at slowing the
growth of Medicaid pharmacy expenditures. One of these federal mandates has already
been implemented, but others will be phased-in over the next year. The federally-
mandated drug rebate program, which was implemented in FY 1891, has achieved soms
success in reducing program expenditures. This program targets the source of prescrip-
tion drug inflation by requiring pharmaceatical manufacturers to give the Medicaid
program their “best price.”

The Department of Madical Assistance Services (DMAS) is in the process of
implementing a drug utilization review program and initiating prior authorization of
certain high-cost medications to further control Medicaid pharmacy expenditures.
DMAS staff are also beginning to explore other cost containment alternatives. It ig
important to note that Virginia's efforts to control pharmacy expenditures arve limited to
some extent by federal statute and regulations. For example, federal statute prohubits
Virginia from loweringits reimbursement to pharmacy providers before January 1, 1885,
Nevertheless, high priority should be given to assessing the feasibility and impact of
implementing cost containment alternatives, due to the high cost of pharmacy services
and the rapid growth in these expenditures.

Although coverage of pharmacy services ig optional, all state Medicaid pro-
grams cover them. Research supports continued coverage of pharmacy services because
drug therapy can be one of the most cost-effective forms of treatment for many medical
conditions. Discontinuing coverage of pharmacy services could have negative effects on
recipients’ health status and could result in greater expenditures for other services —
such as costly hospitalizations.

Coverage of pharmacy serviecss through the Virginia Medicaid program has
fewer limits than many other state Medicaid programs. Covered services include:

¢ preseription drugs

e certain over-the-counter (OTC) drugs for Medicaid recipients residing in
nursing facilities

» ingulin, syringes, and neadles for diabetics
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» diabetic test strips for Medicaid recipients younger than age 21
s family planning drugs and supplies

* medically necessary immunizations for children, if provided as part of early
and periodic screening, diagnostic, and treatment (EPSDT) services.

The Medicaid program does impose lirits on the type of pharmacy services covered,
however. For example, the program does not cover the following:

* anorexiant drugs for weight loss

e DESI drugs (those deemed less than effective by the U.S. Food and Drug
Administration)

¢ investigational/experimental drugs or drugs that have been recalled
* dietary or nutritional supplements that are not prescription drugs

® yvaccines for routine immunizations (except those provided tochildren through
EPSDT services}

» fertility drugs
e drugs used for cosmetic purposes solely or hair growth

s drugs whose manufacturer does not have a rebate agreement with the federal
goverament,

EXPENDITURE GROWTH IN MEDICAID PHARMACY SERVICES

Growth in pharmacy expenditures increased at a steady rate, averaging about
14 percent each year between FY 1583 and FY 1890 (Figure 17). However, in FY 1991
the growth rate accelerated as expenditures increased by 34 percent over the previous
fiscal year. Much of this recent growth can be attributed to large increases in the number
of persons eligible for and receiving Medicaid pharmacy services.

Analysis of claims data for fiscal years 1989 to 1991 indicates that increases in
program recipisnts accounted for about 57 percent of the growth in program expendi-
tures. When inflation in preseription drug prices for this time period is considered along
with increases in recipients, about 87 percent of the growth in program expenditures is
explained.
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Figure 17

Medicaid Pharmacy Expenditures
FY 1983 - FY 1992
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Note: Expenditure data for FY 1991 and FY 1992 do not reflect decreases due to drug rebate smounts recsived
in FY 1992,

Source: Department of Madical Assistance Services, CARS Medical Expenditures for "64” Report, FY 1881 and
FY 1992; and DMAS internal expenditure reporte, FY 1982 - FY 1991, derived from unaudited financial
statements.

Current Distribution of Medicaid Pharmacy Services

The Virginia Medicaid program expended almost $103 million in FY 1851 to
provide pharmacy services for 318,422 recipients. Almost six million pharmacy claims
were incurred by Medicaid beneficiaries who received these services. Most pharmacy
expenditures were for claims paid on behalf of persons categorized as aged, biind, or
disabled under Medicaid eligibility criteria. However, the program has experienced some
shifting in the distribution of pharmacy services. Recent eligibility expansions divected
at indigent pregnant women and indigent children have resulted in greater incresses in
pharmacy expenditures.

Most recipients of pharmacy services are ambulatory. Nevertheless, long-lerm
care recipients incur a disproportionate amount of pharmacy claims and expenditures.
This can be attributed to their higher utilization of pharmacy services. Cfien, persons
in long-term care have higher needs for long-term maintenance drugs. In addition, the
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Medicaid program provides reimbursement for certain over-the-counter drugs for insti-
tutionalized long-term care recipients. This also contributes to the higher number of
pharmacy claims for these recipients.

Most Pharmacy Expenditures Are for Claims Paid on Behalf of Aged,
Blind, and Disabled Recipients. Analysig of FY 1991 claims data indicates that about
80 percent of Medicaid pharmacy expenditures in FY 1991 were for claims paid on behalf
of aged, blind, and disabled recipients (Figure 18). These categories include both
ambulatory and long-term care recipients. These recipients also accounted for about 76
percent of all pharmacy claims.

Several articles indicate that elderly and disabled recipients account for a
majority of prescription drug expenditures in state Medicaid programs and that their
utilization is increasing. For example, the national median rates of prescriptions per
elderly and disabled recipients increased from 20 prescriptions in 1980 to almost 26
prescriptions in 1987. In Virginia, aged Medicaid recipients had an average of 44
pharmacy claims per recipient in FY 1991, Blind and disabled recipients had an average
of 32 pharmacy claims per recipient.

Figure 18

Medicaid Pharmacy Expenditures
by Recipient Eligibility Category, FY 1991

TOTAL = $102,656,971
Indi Pregnant Women
Blind/Disabled Recipients 51,(%2193468 %)
$38,316,466 (37%) ] )

ADC-Related Adults
$9,682,107 (3%)

ADC-Related Children
$6,819,935 (7%)

Indigent Chlldren
$1,992,126 (2%)

4 Other*
Aged Recipients $838,990 (1%)
$43,922,363 (43%)

*Qther includes children in foster care, subgidized adoption (who are not ADC-related under Title IV-E),
corrections, and intermediate care facilities; and refugees.

Source: JLARC staff analysiz of Mant of Medical Assistance Services pharmacy claime, SAS dataset,
FY 1991.
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Examination of pharmacy expenditures on a per-recipient basis also indicates
that indigent pregnant women, indigent children, and children eligible for Medicaid
through their affiliation with the ADC program incur the lowest costs for pharmacy
services per recipient. In FY 1991 average costs per recipient for these eligibility
categories ranged from sbout $58 to $70.

Average per-recipient costs were dramatically higher for aged, blind, and
disabled recipients, ranging from about $600 to $750 per recipient. The higher costs for
persons in these eligibility categories reflects: (1) the higher number of pharmacy claims
they have and (2) the broader pharmacy coverage provided for institutionalized aged,
blind, and disabled recipients.

Variation Exists in Pharmacy Costs by Recipient Eligibility Class.
Additional analysis of Medicaid pharmacy claims in FY 1991 revealed that almost 79
percent of pharmacy expenditures were for claims submitted on behalf of categorically
needy recipients. Therefore, even if Virginia had more restrictive eligibility criteria
which excluded the medically needy population, due to recent federal required expan-
sions in eligibility, Virginia would still have had pharmacy expenditures totaling close
to $81 million.

Long-Term Care Recipienis Account for A Disproportionate Share of
Pharmacy Expenditures. Most pharmacy expenditures are made on behalf of Medic-
aid recipients who are considered ambulatory, that is, those not receiving Medicaid long-
term care services. However, long-term care recipients account for a disproportionate
share of pharmacy claims and expenditures. In order to assess the expenditure
differences between ambulatory and long-term care recipients, claime for pharmacy
services in FY 1991 were assessed against a recipient-level, long-term care database for
the same year. As noted in Chapter I, long-term care recipients include persons who
received institutional Medicaid services or special long-term care gervices at any time
during the year.

In FY 1991, ambulatory recipients comprised about 88 percent of the total
number of recipients of Medicaid pharmacy services (Figure 19). These recipients were
responsible for 62 percent of the total claims and accounted for 67 percent of total
pharmacy expenditures. In contrast, about one-third of the total payments to pharmacy
providers were made on behalf of Medicaid long-term care recipients, who made up only
about 12 percent of the total number of recipients.

Analysis of average per-recipient expenditures for these two groups more
clearly indicates that long-term care recipients consume a disproportionate amount of
pharmacy expenditures. Average pharmacy expenditures per recipient are higher for
long-term care recipients than ambulatory recipients. In FY 1891, Medicaid pharmacy
payments for long-term care recipients averaged $908 per recipient compared to $244 per
person for ambulatory recipients and $322 per recipient for all recipients. Long-term care
recipients also incurred more pharmacy claims perrecipient. During FY 1991 long-term
care recipients averaged 57 claims per recipient compared to 13 claims per ambulatory
recipient.
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Figure 19

Ambulatory and Long-Term Care Recipients, Claims, and
Expenditures for Pharmacy Services, FY 1991

Long-Term Care .

. 12%

Ambulatory

RECIPIENTS CLAIMS EXPENDITURES*
Total = 318,422 Total = 5,697,381 Total = $102,656,071"

*The total for pharmacy expenditures is derived directly from Department of Medical Assistance Services pharmacy
claims, SAS dataset, FY 1991. This varies slightly from the amount reported in the CARS Medical Expenditures
for "64" Report, FY 1991, due to cost settlements with providers and year-end adjustmenta.

SBource: JLARC staff anslysis of Department of Medical Assistance Services pharmacy claima, SAS dataset,
FY 1991.

Interestingly, the costs per pharmacy claim are slightly lower for long-term care
recipients than they are for ambulatory recipients ($16 per claim compared to $19 per
claim, respectively). This may be due to the purchasing power of facilities for institution-
alized recipients. They can potentially pay lower amounts for certain pharmacy
products, especially if they are purchasing higher volumes. In addition, the Medicaid
program covers over-the-counter medications for long-term care recipients which may be
less expensive alternatives to certain prescription drugs provided for ambulatory
recipients. - :

Recent Trends in Medicaid Pharmacy Expenditures

Expenditures for pharmacy services have continued to rank among the top five
medical expenditure categories for the Medicaid program. However, compared to other
Medicaid-reimbursed services such as physician services and hogpital services, Medicaid
expenditures for pharmacy services have been fairly consistent, as a percentage of the
overall Medicaid budget for medical care services. In the past 10 fiscal years, pharmacy
expenditures have averaged about eight percent of total medical care expenditures.
However, for the past several years, Medicaid expenditures for pharmacy services (as
measured by reimbursement amounts to pharmacy providers) have been growing at a
faster rate than the total Medicaid budget for medical care and faster than annual rates
of inflation.
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Much of the growth in expenditures for pharmacy services has coincided with
program changes implemented between FY 1989 and FY 1991, The number of recipients
grew about by about 25 percent, while expenditures for pharmacy services provided to
them grew by about 44 percent. Not surprising, the average cost per recipient has
increased, particularly for certain eligibility categories.

Pharmacy Expenditures Have Increased at Rates Higher than Total
Medicaid Medical Care and Inflation. While Medicaid pharmacy expenditures have
remained relatively constant as a percentage of the overall Medicaid budget for medical
care gervices, pharmacy expenditures have outpaced the rates of growth in Medicaid
medical care services and inflation. Figure 20 shows the growth in Medicaid pharmacy
expenditures for each year from FY 1987 to FY 1992. In three of the last five fiscal years,
pharmacy expenditures have increased at a rate higher than that of total Medicaid
medical care expenditures.

Expenditures for pharmacy services have also consistently increased at rates
higher than the rate of inflation for all goods and services as measured by the consumer
price index (CPI) for urban consumers (Figure 21). The rate of increase in Medicaid
pharmacy expenditures has also outpaced the rate of inflation for prescription drugs in
four of the last five years. In FY 1991 alone, the increase in Medicaid pharmacy
expenditures was more than three times the increase in the inflation rate for prescription
drugs.

Figure 20

Grow