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Speaker Thom Tillis

North CarolinaHouse of Representatives
16 W. Jones Street, Room 2304
Raleigh, NC 27601096

Senate President Pro Tempore Phil Berger
North CarolinaSenate

16 W.Jones Street, Room 2008

Raleigh, NC 27602808

Dear Speaker Tillis and Presidétio TempordBerger:

Section 12H.1 oSession Law 201360 requires the Department of Health and Human Services
to submit a detailed plan for significant reforms to the State’s Medicaid program by March 17,
2014.The Department is pleased to submé #ttached plato the General Assembly.

The Department’s plan for Medicaid reformis realistic and achievable. It has been produced
with extensivanputfrom stakeholders across the stated we believe it is the right plan for
North Carolina.

This planputs patients firsimproves wholgerson carancreass budget predictabilityand
helps create a sustainable Medicaid progm@hwhile building on what we have in North
Carolina.ln addition, theDepartment will applygtrongbenchmarks to monitor the progress of
the reform in threeritical areas: access, cpahd quality.

Together we are dealing with the hardest questions that we face as a society. We have an
obligation— an obligation we have willingly accepted as a statehelp those in need. And we

must at the same timelgood stewards of taxpayer resources. We believe this plan is responsive

to both those obligations.

[www.ncdhhs.goy
Tel 9198554800+ Fax 9197154645
Location: 101 Blair Drive Adams Buildings Raleigh, NC 27603
Mailing Address: 2001 Mail Service CenteRaleigh, NC 27692001
An Equal Opportunity / Affirmative Action Employer
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We look forward to working with you on this critical issifease contact me if you have
any questios about this plan for Medicar@éform

Sincerely,

s
>/ yaa
%%ﬁ /‘2.
Aldona Wos, M.D.
Secretary

Attachmen

cc: Governor Pat McCrory
Representative Justin Burr
Senator Ralph Hise
Representative Mark Hollo !
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Session Law2013360, Section 12H.{a) requires the Department of Health and Human
Services to create a detailed plan for, but not implement, significant reforms to the Medicaid
program that shall accomplish the following: (1) Create a predictable and sustainable Medicaid
program for NorthCarolina taxpayers; (2) Increase administrative ease and efficiency for North
Carolina Medicaid providers; and (3) Provide care for the whole person by uniting physical and
behavioral health care.

Section 12H.1.(b) of the same law set forth specificatfonthe reform proposal. This report
fulfills the requirements of that section.

This proposal wadevelopedvith the benefit obxtensive iputfrom Medicaid stakeholders
from across the state and under the guidance of the Medicaid Reform Advisorytiiowps
created pursuant ®ection 12H.1.(e) of the law.

The reform plan’s design consists of three components. The first pertains to the delivery of

physical health care. Reform will introduce a providerled accountable care modbhtwill
improveefficiency and quality without placingndue administrative burdens on the provider
community.For the first time, providers in the physical health domain will share with the State
in gains and losses, which not only promotes value but adds a degregeff fmadlictability.

Paymentof these accountable care organizations (AG@K)be based ofee-for-service with

the potentialto pilot payment reform such agpisodebundles. ACOs are assigned an annual
budget based on riskdjusted claims history, amtaims aredebitedagainst the budget. ACOs
share in any savings or losses realjzeith the outcome tied tACOs’ performanceon quality
measures. Over time, ACOs will be asked to assume progressively greater degrees of risk.

The second component covers services for mental health, substance abuse, and intellectual

and developmental disabilities. The proposedeformsbuild upon progress that North Carolina
has already made in this area amdureboth stability andncreased statewide standardization
for providers North Carolina’s ten Local Management Entity Managed Care Organizations
(LME-MCOs) will consolidate to four strong organizations and will undergo tighter contract
performance monitoring while receiving added technical assistance.

DHHS is commited to reevaluating the entire system as it relatesyéntal health,
developmental disability and substance abdidIDSA) servicedo ensure that improvements
are meaningful and result in higher quality and more effayieregardless of fundingource.

The third part addresses long-term services and supports, which is composed of services for
individuals having functional limitations and chronic illnesses who need assistance with routine
daily activities. The proposd reform brings a new unifiexhd holistic approach to needs
assessment, care planning and case management. There will also be a concerdedéong



planning effort to craft more comprehensive solutions that will meet the needs of the growing
portion of the population that is agingdaincreasingly disabled.
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Whole-person care is an essential feature of the Medicaid reform proposal. Currently, physical
healh care service delivery is structured in afeeservice system while behavioral health

services are managed under a separate capitated system. The proposed model will begin to align
financial incentives for more teabased approaches to whalerson cag and will enable

physical and behavioral health care providers to collaborate in new wajeca@ion of

providers, tightly coordinating services and sharing risk for drug spending are all methods by
which the ACOs and LMBMCOs will move toward wholg@erson care.

People who receive loAgrm services and supports will also benefit from this integration as
primary care physicians who align with ACOs will have more resources to better manage the
total care of those individuals.

The reforms build on what isorking in North Carolina and on models showing promise in other
states. The State must continually evaluate progress and the impact of this innovative approach.
Benchmarks will be set on the key performance dimensioasoess, cos andquality . DHHS

will report periodically to the Governor and to the General Assembly on the progress toward
realization of goals. If goals are not met, DHHS will make needed changes that are within its
authority, or it will propose course corrections that require newslagive authorization.



The Department engaged the services of independent consultants to estimate the cost impact of
proposed reformd hey produced a fivgear forecast using a start date of July 2015. The effects
of reform are expected accumulate cer time. After a startip year in which an estimated $8

million of combined federal and State dollars would be expendedalb Medicaid savings in
Year 1 are estimated at $15 milliorear 5 savings are estimated to be $329 million. Total
Medicaid saving of just under $1 billion are projected across Yedssdnd a State share

savings of approximately $325 million.
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TheDepartment believes these reforane realistic anavill have lasting benefit for North
Carolina’s Medicaid beneficiaries, health care providers and taxpayers. The entire team

responsible for leading and administering the Medicaid program looks forward to working with

the General Assembly on implementation
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North Carolina’s Medicaid program is the nation’s terth largestOf the state’s nearly 10 million
residents, approximateB.3 million reeeivedMedicaidcoveragedor at least part of 2013. The
state’s average Medicaid enrollmentat any one timés approximatelyl.8 million. Total 2013
expenditures we $13 billion, roughly double the amount expended in 2@D3 a per capita
basis, North Carolina’s Medicaid program spendsl4 percent above thé.S.average However
appraisedMedicaid in North Carolina is nlengeraffordable in light of the state’s fiscal outlook
and othepressing prioritiegor statefunds auch as education.

Even thoughhe rate oMedicaidper capitacost growthhasslowedsomewhatn the last few

years North Carolina’s program is not financially sustainable. Much of the flattening in the cost

trend is attributable tproviderpayment rate cuts imposed by the General Assembly, to
demographic shifts, and to broad declines in health care consumption nationwide associated with
the recession that began in 2008ese cost suppressors are unlikelgdaotinue

What is more, while Niwh Carolinais rightly proud of some aspects of Medicaid program
performance, such as accesgfionary carein generaNorth Carolina’s Medicaid beneficiaries
could receive betteguality of careandimprovements irnealth statugor the level ofpublic
investmenbeing madeFurther, the State and taxpayeontinue to pay focare that is based
upon a pure fe#or-service model that does not redaifficiency orhealthy outcomes.

North Carolina today has the opportunity to capture more value for its spending on Medicaid.
Instead ofpaying formedicalservices on aurelyfeefor-service basis that merely rewards
volume and intensitgf servicesthe State can redesign paymantl @re coordination modets
rewardadvancesn quality and patients’ health outcomes.

By altering the current payment model to one that holds providers accountable for meeting
budgettargetsand qualitygoak, North Carolina can ensure that Medichgheficiaries recee
care that is more preventidocusedjntegrated across physicakehavioraland longterm care
domains, andavell-coordinatedhspatientsmove amongettings of care

In designing and implementing reforms to Medicaid, North Carolina can benefit from the
experiences of other states that hpregressed further alongistpath. North Carolina will also
take advantage of existing assets in the state that are functioriramdevill take care not to
destabilizehe more fragile parts of the state’s health care infrastructure.

1 Menges Groupnalysis of CMS MSIS data; 2010 data, the latest year for which comparable figures are available.
For comparability, state data have been adjusted for differences in mix of population across eligibility categories.

ol
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The General Assembly directed that reforms made to the Medicaid program shall:

T Create a predictable and sustainable Medipeagram for North Carolina taxpayers.
T Increase administrative ease and efficiency for North Carolina Medicaid providers.

T Provide care for the whole person by uniting physical and behavioral health care.

In crafting a reform proposal, the DepartmehHealth and Human Services (DHH&)dressed
each of thesdirectives

The reform plan, through adoption of a vahesed system in physical healthll produce

greater predictability and stability for the Medicaid budget. The Division of Medical Assistance
(DMA) is being restructuretb enhanceostforecasting and quality measurement of health
services delivery. Utilizing a providéed accountable care model will ensure that no undue
administrative burdens are placed on the prowdenmunity The mental fealth, developmental
disability and substance abus¢éH{DDSA) system reforms ensure increased statewide
standardization for providerAligning financial incentives for both behavioral health and
physical health providers is an important step toward coatidigand integratingare for the

whole personLast,DHHS will act to ensure that care of beneficiaries requiring-teng

services and supporfkTSS)is the most appropriate cestfective care for each patient.

"3P1,$*, @<&'!A+,B,$;!C&B,*0,BI8&7#1/

In additionto incorporating the legislative charge into the reform proptdsaDepartments
committed to ensuring thdedicad reform effortancorporatehese principles

T Put patientsfirg: | mprove quality of care and health outcomesfor M edicaid
benefidaries -and incorporate quality performance into the payment framework

o Incentivize providers to improve quality of care and health outcomes for
Medicaid beneficiaries. To this end, primary care physicians are pivotal, in
partnership with the patiengy tnedical home and care plan development
functions. Patients will also be engaged in their own health improvement.

T Secure budget predictability and cost savingsfor the M edicaid program -to thisend,
risk -based solutions are essential

o Produce the best a@wvable health outcomes for a reasonable amount of money,
rewarding results rather than merely treatment activity.

o Localize accountability for costs and outcomes to those providers and facilities
rendering care to the beneficiary. At present, respongibilithealthy outcomes
is diffuse, and risks for cost ovaun is borne by the state and taxpayer. This
model is not in the best interest of the state, taxpayer or beneficiary.

>l



T Build on what we have in North Carolina: Partner with North Carolina’s health

care community asthe firg line srategy for achieving the above — providerswill
lead the new organized sysemsof care, and LME  -MCOsand CCNC will have key
roles

o Effect change quickly and broadly but recognize that all participants need time to
adapt heir practices and technologies to tailor the reformed approach to local
circumstancesMinimizing disruption of the system while changes are made is
pivotal to the success of the reform plan and reflects one of the charges of the
legislation: the refornshall not increase administrative burdens on the providers.

D3C&B,*0,B!18&7#1P<0$$,$21#*&"

Thereform effort, called th€artnership for a Healthy North Caroljteegan with Governor
McCrory’s recognition that the current Medicaid system is not functioningwell. The Governor’s
bold vision for reformcoupled with a mandate from the General Assemét/to the
Partnership.

In February2013 the Department issued a Request for Informgiidfl) inviting comments and
ideas on Medicaid refornMore than160 responses were from provider groups and associations,
individual providers, families, insurance companies and other interested parties. The data
gleaned from an analigsof the RFI responses yieldedluable insights about how the goals of
reform maybe met.

All along, DHHS has recognized that having input from all of North Carolina’s Medicaid
stakeholders is crucial to the success of reform. The model selected evolved over time as the
Department listened to and engaged with stakeholders. The evaltittmodel is a testament
to the spirit of collaboration that has informed this process.

DHHS leadershiand staffdevoted lindreds of hours of meeting tinte listening to

stakeholder’ ideas Diverse groups such as beneficiary adtex; medical associations,

behavioral health providersealth systenexecutives from both urban and rural areas, county
health departments, rural health experts and providers, representatives from teaching hospitals
and medical schools, community healthteenlirectors, pharmacistepresentatives from long

term care facilitieand otherdiavecontributedvaluable input to the development of this
proposalln addition, Department leaders harggagegublicly concerningMedicaid reform

with standing commiees whose purpose is to advise DMA

DHHS Secretary Wos participated imanyof these encounters. Governor McCrory also hosted
two meetings so that he could interact directly viaglalth care leadem this topic of vital
importance to the state.

In concert with these activitiethe General Assembly @&.L. 2013360, Section 12H.1(ealled
for the formation of thé/edicaid Reform Advisory Group. Thisodyis compised of five
membersThree memberare citizens appoirgd by the Governoitwo are legislators appointed
by their respective chamber leaders.



t Dennis Barry (Guilford), Advisory Group chair. CEO emeritus of Cone Health, a
multihospital system serving tfigedmont region

t Peggy Terhune, Ph.D. (Randolph). Execubnector/CEO of Monarchworking with
people withdisabilities for over 35 years

t Richard Gilbert, MD, MBA (Mecklenburg). Former chief of staff for Carolina’s Medical
Center and chief for itBepartment of Aesthesiology for @ years

t Representative Nelson Dollar (Wake County)pAmted by House of Repsentatives
Speaker Thom Tillis

t Senator Louis Pate (Lein, Pitt, Wayne). Appointed by SenateeBident Preél empore
Phil Berger

The role of the Medicaid Reform Advisory Group is “to provide stakeholder input in a public
forum and esure the transparency of the process of developing the reform proposal.”

The Advisory Groupmet three timesDeaember 2013, Janua@p14and February 2014£ach
meeting was open to the publ&pproximatelyl80-200 people attended each meeting and
media were presenill presentations and materiaigre posted o the Department’s website.?

At December’s meeting, DHHS gave the Advisory Growgn overview othe Medicaid program
and a statement of the probléifaces A DHHS consultant presentéaformation on other
states’ efforts to reform Medicaid and described a possible vision foNorth Carolinareform to
begin the dialogue.

January’s meetingwasa lengthysession deoted to hearing from stakeholdensdother
interested parties:orty-eight people spokand took questions from the Advisory Grodjhey
ranged fromindividual Medicaid consumers toajorhealth carendustry groups.

In between meetings, members of the Advisory Group individually coneyestions,
comments and suggestions to the DHHS team coordinating the reform process.

At February’s meeting, DHHS representatives presented elements afefoem proposal and
elicitedfeedback fromAdvisory GroupmembersAll of the Advisory Group membersade

positive commentabout the plan as outlined. DHHS took note of any reservations or concerns
they expressed and hasddresedthem in producing this report.

The Medicaid Reform Advisory Groupembers have also had an opportunity to preview this
report andsubmit written comments in advance of publicatibimeir remarksappear in
Appendix 1 .

During the implementation phase of Medicaid refoB8ecretary Wosemains committed to

having DHHSengag@ with stakeholder groups for feedback and guidaHcgorically, health

care leaders in dfth Carolinahave collaborated to achieve needed reforms and improvements to
the systemThis will continue.

Ahttp://www.ncdhhs.gov/medicaidreform/
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North Carolina hadevelopedh number omechanismshat work to the advantage lfedicaid
beneficiaries, providers and taxpaydviast notabé are the following

¥ Community Care of North Carolina (CCNGperatedNorth CarolinaMedicaids primary
care case managemgmbgram With 14regionalnetworks and a centrgliding body,
CCNCworks withparticipatingprimary care provider® support better qualityCCNC
delivers an array of care coordination and data analysis services to support providers’
patient care effort<CCNCalsohelped to establispatientcenterednedicalhomes
throughoutNorth CarolinaCCNCdoes not have a role as intermediary in Medicaid
health cost transactions

T Ten regional “local management entity-managed care organizations” (LME-MCOSs) are
contracted t@rganiz, manageand pay for behavioral healtareand services for the
intellectually and/or developmentally disabled (I/DiD) most Medicaid beneficiaries.
The LME-MCOs receive dixed capitationfrom the Statdor each enrolleandbear the
risk for costs of mental healttyDD and substance abuse servicesirred by enrollees
in their respective catchment areas

¥ North Carolina has secured programmatic waivers from the federal government intended

to reorient Medicaidesourceso more productive ppioses. For example, one waiver
programsubstitueshome and communitybased services for institutional care ilmmg-
term carepatientswho will benefit from the alternative service configuration

T Hospitals and othdrealth cargroviders partner with thigledicaid program
contributing both noftash and cash supptothelp maximize the impact of state funds
by ensuring a full level of federal government investment.

The reform plan seeks to incorporate thesé-establishedssets- and to strengthen themin
the next generation of Medicaid in North Carolina
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The Governor’s and the General Assembly’s shared vision of a reformed Medicaid program for
North Carolinahas remained consisteénbm the outsetPatiertcenterednessostpredictability
and sustainability, and whefgerson carare the goals th&tavedriven thereformplanning
process

DHHS has explored many alternative approaches to Medicaid reform. This effort entailed
researchin@ther states’ approaches to enhancing value in their Medicaid programs, hearing

from many organizations that offproprietarysolutions to aspects of the Medicaid management
challenge, and, as already noted, listening extensively to stakeholders fozs ther state.



Types of reforms that DHHS considered range from making modest adjustments to small parts of
the Medicaid program to outsourcing Medicaid management for wholpguldations to

private sector companies that would accept responsibilityufality performance and full risk

for per capita cost outcomes.

DHHS haschose@ arealisticcourse that will fulfill the aims of reform in a manner that suits
North Carolina. Thigpragmaticcourse will materially broaden accountability for Medicaid
programperformance to an array of-gtate stakeholders. Yet it will avoid the undue disruption
that could result from a radical shift of responsibilities am@laruptransition to new moek of
managing and financing Medicaid services

A319&%*=/011,$;!?&17#10$*&!

The proposed model builds on what is working in North Carolina and what is showing promise
in other states. Because it is an innovative solution, the State must continually evaluate the
progress and impact of Medicaid reforr@$iHS will reportperiodcally to the Governor and to

the General Assembly dhe progress towardealization of goalsif defined goals are not met,
DHHS will make needed changes that are within its authority or it will propmsse

corrections thatequire new legislative aubrization

Dimensions of performance to be measured inchedess, cos andquality . There will be many
ways of evaluating performance on these dimensions, but just a small handful of core measures
will be used as sentinels of overall program perforraatcas to give clarity on the main goals.

T Access — The core access measure will be the extent to which Medicaid beneficiaries
become associated with ACOs. In Year 1, DHHS expects 40 percent of Medicaid
beneficiaries who are deemed eligible A&€O assignment to be linked to ACOs. In Year
2 the goal will be 60 percent and in Year 3 the goal will be 80 percent. In Year 4 and
beyond the goal will be 90 percent. For all years, the distribution of ACO assignment
should span all applicable Medicaid elidjily categories in equal proportions.

¥ Cog — The core cost measure will be ghercentageeduction in the Medicaid cost trend.
Specifically,by the second year of implementation (expected to be SFY2DIréform
should diminish the rate of growth Medicaid physical healtltostsby two-fifths.® That
is to say, if the projected cost growth trend is 5 percent, the growthftateeform is
implementedshould be 3 percent.

T Quality — The core quality measure will be thraction of ACOs that achieve quality
scores sufficient to make them eligible to recenaeasingly higheshares of any
savings they may produce. DHHS will devise a matrix of target quality scores, by year of
implementation, and the populatiareightedpercentage of ACOs that must meet them.

3 The specific cost measure is per capitgsicalhealth care claims costs, net of any shared gain/loss distributions,
adjusted for any changes in beneficiary population demographics and chacgesrad benefits.

J!



The above benchmarks all pertain to physical health care services, which is the part of Medicaid
that is due to undergo the most significant change in the nearfleenltME-MCOs are already
subject to a variety ofgsformance measures and they will continue to be monitored and
evaluated accordingly. Most significant will be to complete the consolidations on schedule.

The changes proposed in the near term for-tengp services and supports do not lend
themselves ta specific measurement regime. In completing the strategic plan for LTSS, DHHS
will define appropriate benchmarks and an evaluation approach.
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The reform plan’s design consists of three components. The first pertains to the delivery of
physical health care, which consists of preventive, acute and therapeutic care for conditions
affecting the body. The second component covers services for mental health, substance abuse,
and intellectual and developmental disabilities. The third is long-term services and supports,
which is composed of services for individuals with functional limitations and chronic illnesses
who need assistance with routine daily activities, though not including those with primarily
intellectual and developmental disabilities.

These three service delivery components comprise the framework around which the Medicaid
reform proposal is designed. A fourth part of this section addresses considerations for oral health
and outpatient prescription drugs.
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DHHS intends to work with accountable care organizations (ACOs) for the coordination of
physical health services for Medicaid beneficiaries.

DHHS’s aim in working with ACOs is to engage organized groups of health care providers in

improving health care quality and cost efficiency within a payment arrangement that builds upon
fee-for-service but that shifts incentives away from volume towardeval key building block

for ACOs that already exists in North Carolina is tleéwvork ofpatientcenterecprimary care

medical home serving Medicaid beneficiarie8COs go beyond medical homes, though, by

linking primary care providers with specialtgre practitioners and hospitals to address the full
continuum of care and by adding financial incentives for meeting quality andasosgs goals.

ACOs are a relatively new phenomenon, having first been proposed in the academic literature in
20074 DHHS agrees with the vision of effective ACOs articulated by the National Committee on
Quality Assurance (NCQA), a key health care standatting and accrediting body:

“Today, most health care is organized around a site of care and the services provided

there. ACOs should transcend the boundaries of particular sites to care for populations
over time and across settings. The key tools needed for this approach will be excellent
analysis of patterns of care to identify higbk populations and opportunities for
improvement and targeted resources devoted to care management. These will help drive
out waste and unnecessary care by identifying and addressing unwarranted variation.
Successful organizations will have committed leaders who set aligned goals and
incentives across the diverse providers who care for patients.”

L L |

4 Fisher,et al, “Creating Accountable Care Organizations,” Health Affairs, January 2007, vol. 26, no. 1, pp-34.
[http://content.healthaffairs.org/content/26/1/wddd|

5 NCQA Accreditation of Accountable Care Organizatigi2013,at
[http://www.ncga.org/Portals/0/ACO%20Press%20Conference/ACO%20White%20P et d%202013.pilf

44!


http://content.healthaffairs.org/content/26/1/w44.long
http://www.ncqa.org/Portals/0/ACO%20Press%20Conference/ACO%20White%20Paper%20Feb.%202013.pdf

The federal Affordable Care Act (ACA) formally recognizes ACOs and includes them in the
Medicare fedfor-service system by way of the Medicare Shared Savings Program (MISSP).
DHHS intends to modets use of ACOs on MSSP, though with many adaptations tdetti
Carolina’s Medicaidprogram and its health care community

Presuming that the General Assembly enacts enabling legislation in its 2014 aads@MS

does not require North Carolina teegespecial waivers that would take a long time to obtain
DHHS intends to solicit applications from ACOs by late 2014 and to make ACOs effective at the
beginning of the 20146 fiscal year in July 2015.

The framework is organized into the following sexsp

Eligible Organizations

Key ACO Functions

Provider Participation in ACOs

Beneficiary Assignment to ACOs

Data Sharing

Value-Based Payment Provisions

Quality Measurement

Relationships Between ACOs and Other Entities in Medicaid
J3 Procurement and Contracting

©NOUAWN R
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DHHS defines an ACO as a legal entity recognized by the State and composed of certified
Medicaid providers. These participants work together to coordinate care for a defined population
of Medicaid beneficiaes and have an established mechanism of shared governance that assures
appropriate control over the ACO’s decision making.

ACOs may be constituted by anytbg following (1) professionals (i.e. physicians and other
clinicians) in group practice arranmgents; (2) joint venture arrangements between hospitals and
professionals; (3) networks of individual professional practices; and (4) hospitals employing
professionals. Safety net organizations such as critical access hospitals (CAH), federally
gualified kealth centers (FQHC) and rural health clinics (RHC) may patrticipate in, or form their
own, ACOs.

Other health care providerdor example, home health agencies or diagnostic centeesy
participate in ACOs by partnering with eligible provider groups.

L3!:&;0<!($%,%,&'

An ACO that wishes to participate adlarth CarolinaVledicaid ACO must be a legal entity
such as a corporation, partnership, limited liability company, or foundation recognized by the

L
8 See the MSSP ACO rule (42 CFR Part 42/tad://www.gpo.gov/fdsys/pkg/FR011-11-02/pdf/201127461.pdf

4P


http://www.gpo.gov/fdsys/pkg/FR-2011-11-02/pdf/2011-27461.pdf

State. It must be capable of: receiving and distiiigushared savings; repaying shared losses;
establishing, reporting and ensuring that all participating providers comply with program
requirements, including quality performance standards; and performing other requisite ACO
functions as set forth in staguénd regulation.

Existing entities that meet the legal definition can participate without forming a new legal entity.
For instance, a hospital employing professionals is eligible and would not have to form a new
entity. However, an ACO created by othemveeparate participantsuch as two medical

groups and a hospitalmust form a new entity distinct from its participants.

An ACO legal entity may have as a minority owner or member gonavider such as a
management services organization or a heaftirance company or health plan, as long as

health care providers control the governance of the ACO. ACO sponsors may look to such non
provider entities to furnish capital or kndvew or technology to administer the ACO.

*3IA#-&1$0$*&!8&_+,1&/&$%’

An ACO must have a governing bodyuch as a board of directorsvith adequate power to
execute the statutory functions of the ACO. The governing body is to be majority congbrised
provider representatives. Any nqmnovider involved in ACO governancercet have reserved
powers. The governing body must be vested with broad responsibility for the ACO’s
administrative, fiduciary and clinical operations. An ACO should also have community
representation on the governing body.
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An ACO must have a leadership and management structure that includes clinical and
administrative systems. The ACO must meet the following criteria:

T Operations are managed by an executive who must certify that all ACO participants are
willing to be accountable to, and report on, quality and cost of care for Medicaid
beneficiaries assigned to the ACO. The executive must be subject to appointment and
removal by the governing body. The ACO’s leadership team must have demonstrated
ability to effectively direct clinical practice and improve processes and outcomes.

T Clinical management and oversight is led by a sdewel medical director who is a
boardcertified physician licensed and residing in North Carolina.

T Providers participating in th@CO must make a meaningful commitmerd financial or
in-kind (labor) investment to the ACO’s clinical integration program.

An ACO wishing to propose an alternate structure must demonstrate that it can meet the same
goals.
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As part of its application tBMA, the ACO must describe how it will establish and maintain an
ongoing process for quality assurance and quality improvement, overseen by an appropriately
qualified health care professional.
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In its application, the ACO must document how it plans to: (1) promote evidesesl

medicine; (2) promote beneficiary engagement; (3) report internally on quality and cost metrics;
and (4)coordinate cardancluding that of specified LTSS beneficiari®VIA will monitor

ACOs’ approaches on these matters to ensure that they do not impede the ability of beneficiaries

to seek care outside the ACO’s network.

The ACO must also exhibit an emphasis on patient centeredness. This includes developing
individualizedcare plans- based on the person’s unique needs — that are regularly evaluated and
updated. Care should also be integrated with community resources that beneficiaries require to
maintain wellbeing. Beneficiaries, along with family members or caregiwdrsuld be

encouraged to be partners in care and should have access to their medical information to make
informed choices about their care. The ACO should support transitions of care among providers
in the ACO as well as between ACO providers andAG® providers and, where appropriate

and feasible, providers of services not covered by Medicaid.

ACOsmust also contribute to fulfilling the aim of wheberson careACOsare wellpositiored

to provide comprehensive primary care services, including coominaith dental services,
attention to social anenvironmentaheeds, and menthkalthand substance abusereening,
brief intervention, briefreatment, and referral when specialty care is needed. They will attain
betterpatient outcomes, and presumasdyings by paying attention to the behavioral health
and lifestyle needs dheir population.

Includingbehavioral healtlprofessionals in thprimary care tearnan yieldefficiencies in
physicianproductivity, increase followthroughwith specialty MHand SAreferrals improve
coordinationwith specialty MH, DD and SA servicedivert and preverdome individuals from
needing specialtpehavioral caréhoughscreening and early interventicand improvepatient
compliance and outcom#ésrough diseassdf-managemerdandhealthy lifestyle behaviors.

Given the potentiatost and quality benefitsf integration, ACOshould choose tmvest
in integration ugdront. They couldrealize savingandmeet quality goalbecause of that tightly
integrated teanbased care, with thpatient at the center.

Specific expectations of ACOs pertaining to patieenteredness, to be described in the
application, include the following:

T A beneficiary survey to evaluate patient experience and inform care process
improvementThis survey will also be used as part of the ACO performance assessment.
DMA will require all ACOs to use the Consumer Assessment of Healthcare Providers
and Systems (CAHPS) survey.
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¥ Measures to ensure that the ACO governing body receives, evaluatessamgbact
substantive input from AC@ssigned Medicaid beneficiaries.

T A process for evaluating the health care needs of the assigned Medicaid population,
including considerations for ethnic and cultural diversity.

T Systems to identify highisk individuals aapss the spectrum of chronic conditions and
processes to develop individualized care plans.

¥ Mechanisms for care coordination, such as through care coordinators or enabling
technology.

¥ Processes for communicating clinical information to beneficiaries imderstandable
way. Such processes should allow for beneficiary engagement and shared -decision
making.

T A process to allow beneficiaries (or parent or guardian) access to their medical records.

T Systematic means of measuring clinical and service performgruetessional
clinicians in the ACQuse of the results to improve care and service over time.
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Each ACO must have a compliance plan that addresses how the ACO will meet applicable legal
requirements. The plan must include: (1) a leadhpliance official who reports to the governing
body; (2) mechanisms for identifying compliance problems; (3) a way for ACO providers,
employees or contractors to report suspected problems; (5) compliance training; and (6) a
requirement to report suspedteolations to the appropriate law enforcement agency. The ACO
must also have a conflict of interest policy.

DHHS recommends that the ACO coordinate its compliance program with those of its
participating provider groups.

DMA will screen ACOs angbarticipating providers for any history of program integrity
concerng!
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Upon initiation of the program in July 2015, health care providers will not be required to

participate in ACOs imrder to be Medicaid participating providers. Yet it is the State’s goal that

all, or nearly all, eligible Medicaid beneficiaries will be cared for through ACOs. Therefore,

over spans of time, if DMA finds that too few Medicaid beneficiaries are asdigedOs due

to lack of capacity and/or geographic breadth, DHHS will be authorized to take measures to

ensure that ACOs are available to the preponderance of beneficiaries. Such measures shall be set
forth in statute and may include reducing fees pambteACO-participating providers.
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These are the annual goals DHHS has established for ACO coverag@&GiQkaligible
Medicaid population:
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Not only is the fraction of the population covered to be considered, the distribution of the
population by eligibility categories and other factors reflective of the diversity of the Medicaid
population will be taken into account as well.
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Each ACO shall include a number and distribution of primary care providers (PCPs) capable of
serving a sizeable and diverse Medicaid population that includes infants and young children,
adolescents, adults and aged individuals, manyhoim are physically or developmentally
disabled.

ACOs may take advantage of the Medicaid PCP arrangements already in place thanks to the
primary care medical home program administered by Community Care of North Carolina
(CCNC) and its 14 regional networks. ACOs may choose to contract with one or mo& CCN
networks to obtain participating PCPs as long as the agreements entered into appropriately bind
the ACO and individual primary care practices to the terms that the State requires of ACOs and
participating providers. ACOs are not, though, required tahes€CNC networks if they prefer

to establish direct relationships with PCPs.

None of this would preclude a CCNC network from reconfiguring itself to become an ACO on
its own. However, a CCNC network&configured as sualannot require a physician’s

partidpation in its ACO as a condition of participation in the regular primary care case
management progrargurthermore, should CCNC networks evolve in this fashion, they must
take care to avoid conflicts of interests.
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Each ACO must have ficient PCP capacity to serve at least 5,000 assigned Medicaid
beneficiaries at all times. If the number of assigned beneficiaries falls below 5,000 during any
contract year, DMA will issue a warning and place the ACO on a corrective action plan. An
ACO that cannot sustain a population of at least 5,000 Medicaid beneficiaries may have its
contract terminated.
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Each beneficiary will be linked to a specific PCP who will both render primary care and guide
the patient to spealty care providers and other referral services. Given the special role of the
PCP and the fact that beneficiary assignment to an ACO will be based on PCP selection (see
below), each PCP must be affiliated with only one ACO at any point in time.
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Provides other than PCPs may belong to more than one ACO at a time.
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In North Carolina’s Medicaid program today, most beneficiaries are required to enroll formally

with primary care providers. This witbntinue when ACOs are functionin&ome beneficiaries
living with chronic conditions rely on specialty care providersréutine care. Notwithstanding

the benefits of such arrangements, DHHS will still expect all beneficiaries to align with general
care PCPs to ensure that the full array of preventive care is rendered. Access to appropriate
specialty care will not be hinded.) The beneficiary’s selection of PCP will be the basis for

assigning the beneficiary to an ACO.

If a beneficiary fails to enroll with a PCP within 30 days of gaining Medicaid eligibility, DMA
will assign the beneficiary to a suitable PEBne who idocated close to the beneficiary’s home
and who, for example, takes care of children if the beneficiary is a child. With limited
exceptions, such assignment will be made to PCPs who are affiliated with ACOs.

A beneficiary who actively chooses a PCP natiaféd with any ACO will be subject to care
coordination in the traditional fashion as administered by CCNC. DMA will work with CCNC to
design what may be thought of as a virtual ACO. The virtual ACO would link together PCPs not
affiliated with ACOs for pirposes of enabling shared accountability for costs and quality of care
rendered to the population.
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Medicaid beneficiaries are allowed to change PCPs as often as once every 30 days in the current
system. Beneficiariesiivcontinue to have freedom of movement. To increase the potential for
ACOs to impact beneficiaries’ care-seeking behaviorshirowever, DMA will explore with the

federal Centers for Medicare & Medicaid Services (CMS) whether it is permissible to lessen the
frequency of PCP changedo quarterly, semannual, or yearly.
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DHHS’s intention is that the vast majority of Medicaid beneficiaries are assigned to ACOSs.
However, certain eligibility classes have very limited Madiacoverage and so will be excluded
from the program due to the difficulty of systematically affecting their care. The classe#/that
not be assigned to ACOs are: Family Planning waiver participants, Breast and Cervical Cancer
Control Program particgnts, and legal aliens.

DHHS is considering whether individuals who are dually eligible for Medicaid and Medicare
coverage ought not to be assigned to Medicaid ACOs. It would be best for dual eligibles to
receive the benefits of ACO care coordination amality improvement efforts, but there are
hurdles. First, Medicare is the primary payer for physical health services of dual eligibles.
Medicaid only pays the required premiums, deductibles and coinsurance. This gives Medicaid
limited power to affect proder or patient behavior. Second, within Medicare, dual eligibles may
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enroll in private Medicare Advantage plans that receive capitation payments from CMS and
become responsible for care management. Or, dual eligibles who remain in Medicare’s fee-for-
servie system may become aligned with Medicare ACOs that must coordinate their care.

For this proposal, DHHS intends to include dual eligibles in the ACO program. As required by
CMS, however, dual eligibles will be allowed to opt out.

DHHS does recognize thetential value of linking Medicaid care coordination with
Medicare’s. Following the launch of the ACO initiative, DHHS will explore longer-term
opportunities to align the financing and care management of Medicaid and Medicare.
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ACOs are not to engage in activities that prevent assigned beneficiaries from receiving the full
range of Medicaid benefits to which they are entitled. ACOs also are not to promote themselves
to beneficiaries as having been endorsed by the Statarddhese ends, ACOs must submit all
marketing communication materials to DMA for review. After 30 days, if DMA has not
disapproved the materials, the ACO may use them. All of an ACO’s — and participating

providers’ — messages to beneficiaries must barcknd concise and at & grade reading level.

ACOs are prohibited from offering gifts, cash or other remuneration to beneficiaries for choosing
a particular provider or receiving services. As paitaia fide health education efforts, ACOs

may supplycertain items or services for free or below fair market value. Such items must either
be preventive or advance a clinical goal for the beneficiary. DMA may institute a formal
approval process for such practices.
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ACOs will be required to submit tax identification numbers (TINS) and national provider
identification (NPI) numbers for all participating providers. This information will support
beneficiary assignment and allow DMA to create data reports tailored té\€&21s population.

ACOs may also be required to share clinical data from electronic health records or other sources
to permit quality measurement and to enable providers not directly linked to one another to see
information on patients actively in theirrea
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DMA will make available limited beneficiary identifiable data (hame, date of birth, sex, ID
number and PCP identity) on all assigned beneficiaries. The data will be updated monthly to
reflect changes additions to and deletiansfthe ACO’s roster.

ACOs will be able to receive claims data on assigned beneficiaries on a monthly basis. The data
will be delivered in a standard format. The ACO must first explain how it intends to use the data
to evaluate the performance of its yiders, assess and improve quality of care, and conduct
populationbased activities to improve assigned beneficiaries’ health.
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DMA will also furnish periodic reports aggregating the health care usage and cost experience of
the ACO’s assigned beneficiaries.
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The ACO payment model is intended to reward those provider groups who enhanecethatue
is, produce greater quality and efficiency in the delivery of eavghout materially changing
the basic fedor-savice approach to paying for individual services.

A formal methodology will be developed with stakeholder input and independent expert
validation.The discussion that follows is meant to explain the key concepts.

Each ACO will have a benchmark spendingglgor its assigned beneficiaries each year. If
actual spending falls below the benchmark, the ACO will be eligible to share in the savings,
provided that the ACO also meets predetermined quality performance standards. If spending
exceeds the benchmarketACO will share in the overrun with the State.

The following elements of the payment model will be explained below:
¥ Medicaidcovered services encompassed in ACO formula
T Determination of spending benchmark
¥ Computation of savings and losses
T Impact of quaty performance on payment
¥ Computation of amounts owed to, or by, the ACO

T Distribution of shared savings; repayment of shared losses

Much as this model aims to shift risk and reward to organized provider groups under ACOs, it
does not at any point in timmpose full risk on those provider groups. In that respect it is quite
unlike capitation payment to managed care organizations.
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With the following significant exceptions, the whole Medicaid benefit package avill b
encompassed in the array of services for which ACOs share in gains and losses:

T Mental health, substance abuse and intellectual/developmental disability services that are
covered under the capitation contracts with LMEOs
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T Longterm services ansupports, which are nemedical services such as personal care
services and nursing facility services that some beneficiaries need to conduct activities of
daily living’

T Dental care services, except oral care connected to treatment of a physical iliness or
injury

T Otherservices that areovered under a capitation contract with a private vendor
currently highcost imaging procedures

T A portion of costs for outpatient prescription drugs (to be shared with-MZBs).

These services are excluded from the ACfnida because ACO providensuld have limited
impact on spending for these items

Over the long term, some changes may be made to benefit definitions and accountable parties.
Any such changes will need to be reflected in the budgeting and accountk@der risk.
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To establish a baseline, DMA, with the assistance of independent actuarial experts, will compute
the historical average annual per capita spending for the services in the ACO service package
described abee. Costs measured will consist of claims costs only:ataim payments to

providers, generally referred to as supplemental payments, are not counted. Costs in the
historical base associated with higbst cases for which ACOs will not be at risk (disedss

later) will be subtracted. The spending will be tallied separately for each of the major Medicaid
eligibility categories. Then, the values will be trended forward to reflect changes over the span of
time between the base period and the initial periocdQ@® performance.

The above computations are made without reference to the specific population assigned to any
ACO. To ensure that the cost of care benchmark is set appropriately for each ACO, DMA will
apply a risk adjustment formula that considers thédtihnetatus of individual beneficiaries.

Health status will be defined using disease state information contained in claims data for any
Medicaid beneficiary having been covered prior to assignment to an @G @e basis of

available health status and demegghic factors, &h beneficiary will be given a risk score using

an established risk adjustment methodology, such as the CMS Hierarchical Condition Categories
or the proprietary (3M™) Clinical Risk Groups. Risk scores are weighted so that the average

scoe across the entire population in an eligibility category equals 1.0.

DMA may make global adjustments to risk scores to account for expected systematic differences
between the data used for the calibration of the risk adjustment model and the basgaperiod
used to establish a population’s risk score.

7 Some services that may be delivered by LTSS providers will remain within the ACOs’ scope of financial and care
coordination responsibility. Examples include (a) pastte care furnished by a skilled nursing facility or home
health agency that is intendad shorterm stepdown care following hospital discharg®) durable medical
equipment for use at home by a patient recovering from sur@@rgnd home infusion services
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The total cost of care benchmark for each ACO will then be constructed by summing the person
specific benchmark rates, computed as the categpayific base amount multiplied by the risk
score of each AO-assigned beneficiary. Units will be set in beneficiargnths (one

beneficiary covered for one month) to takt accounthe fact that many beneficiaries will

have Medicaid and/or be assigned to a particular ACO only part of the year.

The base costs darlying benchmarks will be reset at the end of the first theee ACO

contract period. After that point, the benchmarks may be revised as frequently as yearly and no
less frequently than every three ye#@msy changes the State makes in payment ratespkecific
services will be factored into adjustments made to the benchmark.
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Following the close of each performance year, with a three month lag to allow for claims run

out, DMA will tally total claims expenditures feach ACO’s assigned population. (Considering

that some claims may arrive more than three months past the dates of service, DMA will explore
potential ways to adjust for the additional claims. The three month window is seen as a
reasonable compromise meamtllow for prompt reconciliationJhis will include claims

incurred with ACO participating providers as well as claims for services used bya&€§ighed
beneficiaries at nGACO providers.

As noted above, to protect the ACO against infrequenttigh cases that could ruin the

outcome despite the ACO’s best efforts to control the use of services overall, a large share of so-
called catastrophic costs will be subtracted. Specifically, forra@-assigned beneficiary, 90
percent of claims costs above $50,000 in twelve months will be excluded from the calculation.

These actual costs, net of the catastrophic case subtraction, will be compared to the ACO’s

benchmark to see if there is a gairadoss. The ACO may then share with the State in either the
gain or the loss as explained below. However, no sharing will occur if the actual spending is
between 98 percent and 102 percent of the benchmark, because such a small difference very
likely could be due to random fluctuations rather than true performance of the ACO. Once this
plus/minus 2 percent corridor is surpassed, the ACO will share on all dollars of savings or losses,
including those inside the corridor.
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To be eligible to be awarded a share of savings, an ACO must achieve the quality performance
goals described in Section 7 below.

In the event of a loss, the share of the loss that the ACO owes the State will vary according to the
ACO’s performance on quality. Higher quality scores will reduce the amount owed, within a set
range.
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The ACO’s award for generating savings or its penalty for incurring a loss will be as set forth in
the table below. As indated, ACO savings/loss shares will rise over time. Total awards and
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penalties will be capped at defined percentages of the benchmark spending amounts, with the
maximum penalty always being lower than the maximum award.
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To illustrate the effects of both the pro rata sharing and the caps, suppose an ACO has 25,000
beneficiaries asgned and an annual benchmark of $100 million in Year 1. Here are examples of
the different sharing transactions based on different outcomes, where A is the ACO’s share and

C is the cap:

Example 1: Savings = $10 million; Quality goals fully achieved

O Awardpaid to ACO = Lesser of A or C = $6 million
A = $10 million x 0.6 = $6 million
C = $100 million x 0.15 = $15 million

Example 2: Loss = $10 million; Quality goals not achieved

O Penalty paid by ACO = Lesser of A or C = $5 million
A = $10 million x 0.6 = $6 ritlion
C = $100 million x 0.05 = $5 million

Example 3: Loss = $10 million; Quality goals fully achieved

O Penalty paid by ACO = Lesser of A or C = $4 million
A = $10 million x 0.4 = $4 million
C = $100 million x 0.05 = $5 million

!
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DMA will pay the shared savings award directly to the ACO legal entity.

ACOs starting in the first two years of the program will have an option for an interim payment
calculation and possible early savings share digtabuo enhance cash flow.

Each ACO must establish a seltecuting method for repaying losses to the State. Options
include recouping funds from ACO providers, reinsurance, surety bonds, credit line, reserves
built from prior years’ savings, or some other mechanism. ACOs must furnish documentation
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annually demonstrating ability to repay up to 1 percent of the benchmark amount, using the prior
year’s benchmark as the basis.

Reconciliation payments owed either by the State to the ACO or by the ACO tatheviitbe
payable within 90 days from the date the obligation is determined and notice! given.

=3!16"U!K$%&1$0<!K$*&$%,-&!6110$!&/&$%'

ACOs will be required to describe in their applications how they will incentivize participating
providers to meet the goals of the program. ACOs will have wide latitude to decide how they
will distribute shared savings awards or assess participantséaghef losses.

DHHS does expect that ACO participating providers will have financial incentives appropriate to
their respective roles in the coordination and delivery of care for assigned beneficiaries.
Incentives should be focused on those providersaehaally influence outcomes. The

incentives should reward improving efficiency and quality of care and elevating population
health, and discourage growing the volume and raising the intensity of services. A distribution
formula that simply apportions gaior losses based on each provider’s claim dollar volume

would be judged inadequate. Incentive arrangements that could have the effect of restricting
beneficiaries’ access to appropriate and necessary care would also be judged adversely.

,31?,<#%,$,;1#786K80%,-&!?02/&$%!C&%EHB'

DHHS will be receptive to proposals from ACOs that wish to explore arrangements entailing
higher degrees of risk assumption sooner than is written above. Approval of any such pilot
project will be based on expected economic bereiidlity enhancement, technical feasibility,
and regulatory considerations such as possible requirements for federal waivers.

Separately, as part of the transition to vabased payment, DHHS intends to explore the use of
episode bundled payments. Thase payments that are fixed in advance for a specific episode of
care that occurs with relatively high frequency. The bundle typically wraps in all professional

and facility services arising from the beginning of the episode until a defined end. An exampl
would be a major joint replacement surgery, where the bundle includes the hospital stay, the fees
of the surgeon and other practitioners such as anesthesiologistdispbsirge rehabilitation,

and any hospital readmissions and/or surgical revisiongeg within 90 days posiischarge.

DMA would pay the single sum to a designated entpypssibly an ACO- and it would be that

entity’s responsibility to distribute the funds to the providers.®

Any bundled payments that are established will be pasg@asce units in the same manner as
feefor-service payments and will be counted in the measurement of ACO performance.

Q3![+0<,%2!C&0'+1&/&$%

Any shared savings or shared loss payment is contingent on the ACO’s performance against
quality standards, regdless of the amount of savings or loss. This section presents a preliminary

8 Medicare’s “Bundled Payments for Care Improvement” initiative is a model that couldserve as a starting point
[http://innovation.cms.gov/initiatives/bundigsyments/
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outline of the quality measurement plan. This plan is adapted from Medicare’s ACO quality
measurement protocol, with particular consideration of Medispétific quality aims. BHS
will work with providers, other stakeholders and independent measure developers prior to
implementation to build out and refine the quality measurement protocol.

03![+0<,%2!C&0'+1&'10$B!D0%0

DMA will require ACOs to report on a specified list of me@sufor performance year 1. After

the first year, performance will be assessed based on actual measure results. The measure set will
cover adult, maternity, and pediatric care and will include process, outcome, and patient
experience®f-care measuresppendix 2 displays measures from MSSRe Core Set of

Children’s Health Care Quality Measures for Medicaid and CHIP, CMS Independence at Home
Demonstration, and CCNC (Key Performance Measures), all of which will be considered in
determining the final measure set.

The process for selecting the measures, yet to be established, will include consultatibe with
North Caplina Medical Society and specialty societies, ofiteriders in the state as wal

DHHS and external experts on measurement and reporting processes. DMA will consult with the
national measure development community to ensure specifications are up. to dat

Data sources for these measures will be specified in the formal quality measurement plan to be
produced later in 2014. They are expected to include claims, surveys, and electronic health
record data.

L3!.*#1,$;!0$B!.%0$B01B'

The first year will esserdlly be a payfor-reporting arrangement in order to allow ACOs an
opportunity to ramp up and DMA an opportunity to learn about the process and establish
improvement targets. Thus, ACOs will be eligible for shared savings if they report accurately on
100 pecent of the measures, regardless of their actual performance.

After the first performance period, most of the measures will begin to be used oiffios-pay
performance basis.

After the first performance period, a scoring system will be used to deterovinsaich of the
shared savings ACOs will receive. The measyoecific benchmarks ACOs must achieve for
scoring purposes will be made known prior to the second performance year.

*31?2+L<,*18&@#1%,$;

Public reporting is important for holding ACO providers@aatable for highvalue care. Each
ACO will be responsible for making organizational information available, including a list of all
participants and members of the governing body, as well as a primary contact. In addition,
guality performance scores andastd savings or losses paid must be reported. The information
will need to be publicly available in a standardized format. DMA will issue guidance on public
reporting of quality measures.
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DHHS will expect ACOs to work constructively with other organizations or groups that impact
the health care of Medicaid beneficiaries, as outlined below.

03l:C(RC"U" !

Evidence has shown that individuals with comorbid chronic medical conditions and mental
illness @ substance abuse are much more difficult to treat and more expensive. ACOs will need
to collaborate with LMEMCOs and their participating providers of behavioral health and
intellectual/developmental disability services. Such partnerships could talertheffshared

care coordination or care managemeagtiveenACOs and LMEMCOSs, ensuring that one
beneficiary has a single coordinator to manage the care and ensure communication and
teamwork among specialists and primary care.

Some ACOs could choose to emsbprimary care providers in behavioral health clinics to ensure
that their assigned beneficiaries have access to primary care and to facilitate a tight relationship
among the care tealbME-MCOs could be more supportive of behavioral health providers
emlkedded in ACO primary care clinics for prevention and early intervention with the entire

panel population. These same embedded individuals could also help the ACOs meet their quality
goals related to mental health and substance abuse, as well as indleastfough with

referrals to specialty mental health and substance abuse treatment.

ACOs will be expected to enter into cooperative agreements with locatMM@s that outline
how they will partner to integrate care for the whole person.

L3:#*0<IM&B<BR @01%/&$%'

North Carolina’s 85local health departments have long played a vital role in advancing the
health of communities, whether by broad efforts to prevent the spread of disd#aseighthe
deliveryof direct patient caraot available from other sources

The State suppatocal health departments with direct funding and by paying for Medicaid
covered services that they provide. The typical health department receives abfowirtinef its
funding from Medicaid.

ACOs wil be expected to identify their local health departments and indicate how they will
engage with them, especially around prevention and population health management.

Ideally, over time, ACOs and health departments will enter into formal cooperation agteem
and they will report to DMA on ongoing interactions that demonstrates their commitment to, and
the effects of, such cooperation.
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Long-Term Services and Supports Provaldrwill be importantto integrate ACOs into the
lives of Medicaid beneficiaries utilizing lortgrm care service3.oday, primary care physicians
often play gpivotal, but often detached role, in how Medicaid beneficiaries accessdomgcare
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services. It is the intérof DHHS for the ACOs to participate in LTSS interdisciplinary team
planning, for ACOs to help ensure access to all viable LTSS op#indfor ACOsto engagen
coordinatinghe care of highisk LTSS beneficiaries.

Dental Care Providers: There is a link between dental health and general physical health,
especially for many Medicaid beneficiaries. ACO providers therefore should be in
communication with dentists in their communities to identify opportunitiesdodirate care of
patients they share in common.

B3!""G"!

CCNC plays an important role in Medicaid and is expected to continue to do so. CCNC's role
will evolve over time to best support the ACO model. Any such evolution, however, is expected
to occur over aréinsition period as the ACO model is implemented, expanded and strengthened,
so as not to undermine the benefits North Carolina receives from the primary care case
management system.

CCNC offers a foundation of medical home expertise, care managemeity, iqualovement
initiatives and monitoring, and data analysis and sharing infrastruthader reform ACOs will
need to assume some of the care management responsibilities, whicartailicssing CCNC
care management resources.

With thenew structurdoringing accountability closer to the primary care provider, CCNC in
partnership with DHHS has acknowledged the need to thoughtfully rearrange their dervices
align well with the needs created by the new ACO system. Certain roles offered to CCNC would
greatly change their structure. For example, an oversight role over ACOs using CCNC care
management networks may cause a conflict of interest. Therefore, while CCNC certainly has a
strong role to play under reform, the specific requirements of the relapsrstween CCNC

and ACOs is currently being discussed/negotiated between DHHS and CCNC.
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In summer or early fall 2014, DMA will receive notices of intent from organizations planning to
appl for ACO contracts. Notices of intent are a prerequisite for submitting an ACO application,
though they are nehinding.

In late 2014, DMA will issue a request for applications (RFA) for organizations wishing to
participate as Medicaid ACOs effective JAly15. The RFA will ask applicants to demonstrate
how they will meet the provisions described in this document and will require attestations of
commitment from ACO sponsors and participating providers.

DMA will evaluate ACO applications and will issue aptances or notices of rejection. All
applications that are complete and qualified will be accepted; there is no limit on the number of
ACOs that may participate in the program. Any applicant receiving a notice of rejection will be
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afforded an opportunityyithin a limited time frame, to submit additional material necessary for
DMA'’s reconsideration.

There will be an annual opportunity for new ACOs to enter the program. All contracts shall take
effect on the July 1 following acceptance into the program.

L3I'#$%10*%!$;

ACOs will be expected to enter into agreements with the State foryeaee¢erms. During the

term of agreement, both the State and the ACO will have latitude to make some limited changes.
For example, DMA may make some changes to quality paegnce standards, and ACOs will

be expected to comply with such changes. ACOs may add or subtract participating providers,
though they must give DMA 30 days’ notice of any changes. Changes by ACOs that materially

weaken their capacity to serve a large pagen and/or to meet the State’s requirements may

result in termination of the contract.
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In North Carolina the mental health, developmedisdbility and substance abuse service
(MHDDSAS) sysem has been moving toward fuitk managed care since 2008. Since April
2013 e entire system has operated urad@®15(b)/(c) managed care waiver. Under this waiver,
North Carolina’s Local Management Entities which once coordinated and offered publicly
supported behavioral health care servibese become managed earganizations (LME

MCOs) Through a process of facilitated mergers, there are now tenrMKIBs

LME-MCOs’ contracts with DMA call for them to:coordinate carananage provider networks

ensure access to mental health and substance abuse treatment and supports for individuals with
intellectual and developmental disabiliti@sonitor for fraud, waste, and abusad pay

providers for senges out of capitation income received from DMA for each enrollee.

LME-MCOsalsoperform functions not directly paid for by Medicaid. Thegnage state
appropriated funds and federal graatsipay for services and coordinate care for those without
insurarce or means to pay for services related to mental illness, substance abuse, intellectual/
developmental disabilities, and traumatic brain injury.

Although the MHDDSAS system has undergone great changes over the last severtilgrears,

is room to improveAs DHHS gathered public feedbackeveral themes emerged concerning the
MHDDSAS system. Most important were the voices of consumers and families who agreed with
whole-person integrated care, but warned that moving toaiiistreformscould destabilizen

already fragile system. They urged ttate to assure that the value of specialty care is not lost

in a new system. Almost all feedback encouraged change that incorporated grdiuahghi
common sense approach@song with consumer, family, and prioler feedback, reform efforts
targeted at the MHDDSAS system follow the objectives articulated by the General Assembly.

First, North Carolina’s MHDDSAS system is on a path of predictability and sustainability
through capitation arrangements with LNAMECOs Based on the perfoiance of the first three
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LME-MCOsto go live after Cardinahinovations, the LMBVICO capitation rates for services
have decreased an average of 10 per(&M on a per member per month basis) after the LME
MCOs' first year of managingervices. Stattunded administration was reduced®percent

this fiscal year.

Secondgensuring wholgerson care and ease of use for beneficiaries and providers are also
essential elements of reform proposed for the EMIEOs. The reformsliscussed hereiare
proposed to improve upon the system according to the guiding principles while ensuring that
patients’ access to providers and services is not disrupted.

While some of the reforms presented below are concretedesdloped changesuorted by
stakeholders and beneficiaries that may alrdmlynderway, others are best stated as objectives
that will require lengthier planning and coordination with beneficiaries and stakeh@éiS

is committed to reevaluating the entire systemiaselates tdIHDDSAS from the perspective

of beneficiaries and providers as they move through the system, within each service array and
between these services and other parts of the state system to ensure that improvements are
meaningful and result in Higr quality and more efficient services, regardless of funding source.
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To assure that the MHDDSAS managed care system is sustalDEIBI& has planned and is
already acting ta@onsolida¢é theten LME-MCOs nto a fourregion LMEEMCO model. The
mergers will be final by July 2016 with intermediate benchmerksemet atsix-month
intervals beginninguly 2014 DHHS will closely monitor the consolidation in order to
guarantee access to care for beneficiariemgunetwork restructuringdHHS will propose
specific accountability standards and administrative criteria to assure theM @S meet
guality standards appropriate for more integrated care management.

Consolidation will ultimatelyyield administrative avings for theState, decrease the provider
burden involved in billing multiple LMBVICOs, andenable bettestandardization of processes
and uniform application of resources and services across broad areas of the state.

In addition to consolidation, the pleyment of resource allocation methodologies for
determining I/DD service budgets will be expanded statewide in order to offer better budget
predictability and more uniform application r@sources
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Now that the LMEMCOs havebeen activeinder the 1915(b)/(c) waiver for at leasieyear,
DHHS intenddo revise their contracts and related expectations basear sharedexperience
and with input from the t3te’s contracted managed care oversight experts. The following
adjustments, in consultation with stakeholders including EMIEOs, providers, beneficiaries
and CCNC, will be made to the next round of contract renewals:

T Develop meaningful, more advanced outcome measures and performance me#ésures wi
associated incentives and penalties.
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¥ Ensure IME-MCOs are including the wholgerson in their service to their beneficiaries.
A few ways in which wholgerson expectations can be establishellide: dearer
contract expectations for including physiceblthcare and other individud¢vel needs
in service plansattention to the whole person in care coordination and utilization
management functionand provisions for shared accountability for the physical health
care of their beneficiaries in need ctass to medical services.

¥ Employ stronger, clearer contract language and requirements that correspond to objective
measures of performance and outcomes. For example, care coordination functions need
more details regarding best practice models availaldeequirements for this function,
such as expected caseloads and minimum proportions of populations to be affected.

T Explicitly defineexpectations for elements of LMECO processes and servidest
must be standardized to ensure ease of access and hmeelfigiaries and providers.
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With stronger, clearer contracts in place, DHHS will partner with the IMAEDSs to make them
more effective and efficient manageof services through more sophisticated monitoring,
oversight, and increased technical assistance supported by both staff and contracted expertise:

¥ LME-MCOs will be monitored not only on the aggregate, but with expectations for
minimum standards countyy-county in order to ensure that counties with lower
populations are not overlooked in favor of more populous areas in terms of access to
service and outcomes.

¥ DHHS will intensify onsite monitoring of the LMEMCOs, reviewing all aspects of
operation from provider network management to claims system performance, especially
as related to any complaints received from the community.

¥ DHHS has beegaininginternalexpertise in Medicaid and publiefunded managed
care MHDDSA services through experience and through contracting and consulting with
national experts. As such, more technical assistance will be offered across a broad range
of areas where the state hasiced opportunities for significant improvement, especially
with respect to upcoming larger entities:

o Desired staffing patterns and appropriate talent management

o Alternative payment methods to increase pay for performance, increase provider
accountabilityand facilitate improved quality

o Assessing and addressing uniform access to services across geographic regions

o Provider network monitoring, restructuring and ragéting efforts that maintain
or improve beneficiary access to an array of services

o Care coorthation best practices and functions, including how to identify and
prioritize populations, models for intervention, how to integrate services, and
measurement of outcomes
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o Improved consumer involvement

T Performance measures and results of monitoring angigtaewill be more readily
available to the public.
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The entire benefit package assigned to the EMIEOs will be reevaluated to ensure that
individual services are allocatéal the most appropriatordinating entitybe it managed by
the LME-MCOs or a riskbased responsibility under the ACOs.

The benefits covered by the LMBACOs were set seva@ years ago. Since then, thet® has
identified services covered by LMHECOs that are likely better managed within physical health
care/ACOs, such atevelopmental screenings performed in pediatric primary care clinics
Othershave been identifiethat are not included in the LMEICO benefit package, but would
likely improve overalwhole-person care if they weréor instance, personal carergices for
mental illnesgelated disability or others.

LME-MCOs are not currently responsible for pharmacy c@dtdHS will identify ways that

they can share some of the responsibility for psychotropic medication costs with both the ACOs
and theState through shared savings and loss arrangements that enclusggeemactorsto

focus more attention on the quality ara$tof prescribed medicatio(see D.2 below)Note this

does not propose that the LMECOs will authorize or directly pay pharmacy claims.

Additionally, individuals with MH, SA, and I/DD service needs often experience silos of care
within these service©ne example is the exclusion of children ages zero to three from LME
MCO management. Many children requiring services in this age range receive care from Child
Development Service Agencies (CDSAs) administered by the NC Division of Public Health.
Needs a& often driven byan intellectual/developmental disabilityet the transition from

CDSAs to the Innovations I/DD waiver under the LIV Os is ill defined and should be better
managed. In partnership with LMECOs and community stakeholdeBHHS will addessthe

silos identified for adults, children and familiega@motecontinuity of services and to support

the effectiveness and availabiliy quality interventions.
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In addition to improving the LMBMCOs, clinical policies will ke adjustedo improve the
services overseen by the LMECOs. These improvements affect not only the Medicaid
populations, but those whose services are funded through state appropKateditg.
enhancements will also generalize to all providers, regesdiepayer source.

Until recently under the fedor-service systemyIHSA serviceshad to beevised in piecemeal
fashion the only substantial protections against fraud, waste, and abuse were tighter regulations.
Now thatNorth Carolinahas implementedhe 1915(b) waivewith the LME-MCOs, and now

that a great deal more evidence is available to recommend effective servicegpdrisingo

revisit the entire service array and ensure that an adequate and edids@amntinuum of care

is supported.
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This analysis of available and needed services will maintain budget neutrality through more
efficient levels of care and a focus on prevention and recovery, decreasing unnecessary crisis and
hospitalization utilizationDHHS will identify an ideal servicarray that emphasizes care at the

lowest levels for much of the population through preventing the need for higher levels of care

and smooth transitions across levels of care, provides prevention services, and offers more
flexibility to providers and LMEMCOs.

Gaps have already been identified in service arrays, such as services for Innovations waiver
participants and a lack of services for those on the Innovations waitingplpst in the crisis
services continuuna lack of attention to transitions betwdevels of care and missing levels of
care across adult and child poligiedack of services for individuals with traumatic brain injury
and inadequate attention to more preventive services.

Listed below are a few of the MH, I/DD and SA service rethat are being considered:

T DHHS will assesdhe feasibility of obtaining aadditional1915(c) waiver in order to
offer services to individuals with I/DD currently facing a long waiting list for services.
Openig additional waiver slots capped at a lower rate ($20,000) sbtlokthe waiting
list andmakeservices availablt beneficiaries who have been waitifay years.

T I/DD services may need to include more flexible services that place the person’s needs
related to their goals at the center of their care plan rather than focusing on their needs
defined by their disability or deficits.

T The crisis services continuum is already being analyzed for improvements in partnership
with the LMEMCOs and the Crisis 3dtions Coalition.

T Current 1915(b)(3) services, subject to available funds through planneeMGAE
savings, will be revised to better meet the needs of our beneficiaries.

T Service definitions will include provisions and flexibility for-ogcurring disordes such
as substance abuse and mental iliness.

T Service definitions will include more expectations of coordination with needs of the
whole person, including service planning that addresses medical, dental, social, and
environmental needs.

T Services that suppbsocial as well as physical integration within the community are
being prioritized. Efforts to discharge individuals as pafflonsITion$ have
highlighted the need for improved hothased supports for those with the highest need.
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Although the MHDDSAS system does interface with CCNC locally, and there is a contractual
requirement that the LMHMCOs monitor primary care access for their beneficiaries, more must
be done to strengthen the MHDDSAS system’s commitment to whole-person care.

Some level of accountability for the medical and dental healt of LMEMCO enrollees
receiving specialty MH, SA, or I/DD services must be included for the {NUEDs in order to
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encourage tight partnerships with gh@viders ofother grvices needed by these beneficiaries.
Most of this will be accomplished through performance and outcome measures and contractual
expectations and developed through stakeholder input. Service definitions will be rewritten to
place more emphasis on whglerson care. Requirements for persmntered planning continue

to be revised, and training is occurring to ensure a cultural shift toward attention to the person
and the whole array of his or her individual needs.

Development of partnerships between the EMEOs and the ACOs will likely require
technical assistance and careful planning to fosteraseltdinated care. DHHS and other local
and national reources can offer assistance to foeffective partnership§Some potential
approaches include the follavg:

« A primary care clinic with a number of individuals experien@egous and persistent
mental illnessr I/DD might choose to embed either a care manager or a primary care
provider in an MH, SA, or I/DD agency to increase access to primary carderdfétct
disease selfnanagement for their patients.

« Primary care providers embedded in MHSA agencies or practices might join, ACOs
aiming to enhance the value of care for people with dual diagnoses

« LME-MCOs and ACOs could choose to jointly suppante coordinators for high risk
populations designatingone individual athe “quarterback” for their beneficiaries’ care
rather than two care coordinators from two different systems.

« LME-MCOs could also help foster relationships between local MH, SA/aid
providers and ACOs to establish high quality referral paths and efficient communication
and coordination, in part through contractual expectations and payment reforms that
emphasize such coordination with physical hecdtte.

As extra incentive toreyage in wholgerson, integrated care, DHHS will investigate the
possibility of adding an array of Health and Behavior codes only for those providers working
under an ACO. Other options for fostering integration will also be considered.

These reform effas do not only affect Medicaid beneficiaries. Improvements of the entire MH,
SA, and I/DD system are relevant across payers as changes to Medicaid services and provider
expectations apply to servicksded solely by state appropriatiodsiditionally, rebrm that

results in better quality services is likely to generalize beyond {sgmific outcomes and

influence the quality of overall services throughout North Carolina.
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The table below presents an illustratidrpotential system enhancements, by time period.
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North Carolinads Medicaidbeneficiaries who receiMengterm services and supports (LTSS)
remain simultaneously one of the most vulneraiole least coordinated of all Medicaid
beneficiary populations. $a consequengeandividuals with longterm support needs face a
confusing and sometimes conflicting array of service networks, which are often lecation
specific, with varied enroliment proaaeks and coordination practices

To provide optimal longerm supports and services to Medicaid beneficiaries and to better
integrate the care needs of the whole person, the essential aims of Mexfaraidas it relates to
the LTSS population are:

« Beneficiaries receiving TSS experience clear, responsive, tfsendly points of entry
into the LTSS system

« Beneficiaries are informed about all available LTSS options

« The LTSS service delivery system facilitates opportunities to halistsupport a
person and strengthen coordination of care

T



« LTSS workforce competencies around case management, options counseling, transition
planning and integrated care are elevated

« Information technology (IT) latforms effectively meet the shadnge and longerm
needs of theeformed LTSS system.

The importance of these componeistaell documented in both national literature (most
recently in the bpartisanCommission on Longerm Care’s Rgport to Congress)® and in North
Carolinds own experience. Many of the elements of an effective North Carolina LTSS system
have been identified for more than a decade.

However preciselyhow these objectives ate beshapedor North Carolinas long-range
context, willbe determined through a ydang strategic planning proce€3HHS will lead this
planning effort and wilengage stakeholderdeneficiaries and familiestate agency staff
providers and advocacy group$o establish atrategic direction for longerm services and
supports in the stat@ppendix 3 outlines the proposed strategic planning process.

The Department’s intent iS to build on whais working inthe staté LTSS system while also
exploring all viable options for bettering the whglerson gperience of the LTSS beneficiary.
The importance of proper planning is well established regarofeke LTSS delivery model
North Carolinapursuedor the long range

In the strategic planning processisihelpful to reflect on the predominant sentitgefrom
North Carolinas LTSS stakeholder community that were reflected in Department’s report to the
General Assembly submitted on October 1, 2013:

T Support and build a system that promotes consumer choice
1 Establisha continuum of services and a variety dfisgs in which to receive them

T Developsystemic parity and flexibility in supporting choice among these options, with
recognition that public funding streams and public polioyettastorically restricted
thesechoices

T Recognizahe key role family caregivers and other natural supports play in supporting an
individual’s long-term needs®

These sentiments are also reflected in North Carolina law. Longstanding statutes ré/at&d to
requireDHHS to “include a balanced array of health, social, and supported services that are well
coordinated to promote individual choice, dignity and the highest practicable level of
independence.” Further, DHHS is expectdd ensurehat“all services shall be responsive and

9 SeeRgport to Congress, Commission on Londerm Care, September 30, 2013, specifically, Sewice Delivery
Principles, outlined on page 36. Availablghitp://ltccommission.Imp01.lucidus.net/wp |
[content/uplads/2013/12/Commissienn-Long Term-CareFinalReport9-26-13.pdf

10 SeeRecommendation 8f the DHHS Findings and Recommendations in Response to Blue Ribbon Commission on
Transitions to Community Living, October 2013p.5.
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appropiate to individual need and shall be delivered through a uniform and seamless system that
is flexible and responsive regardless of funding source.”!?
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North Carolina’s LTSS stakeholders have long identified the need for uniform points of entry

into the LTSSsystemIn 2001, the Longrerm Services Task Force, chaired by the North

Carolina Institute of Medicineecommendethat“the state begin using uniform screening, level

of service assessments and care planning instruments; and that the state identify or help develop
a computerized information and assistance system that can be used statewide.”

This unified point of entry in which people can access information about sewieEDgnized
by CMS!2 and the national literature as being a key component of coordinated LTSS system
design

DHHS proposes identifying and strengthening existing points of ¢alkigg into accountvhere
individuals alreadybtaininformation about LTSS seices. While hospitals and local
Departments oBocial Services are welidentified points of access, individuals oftegek
information through other, communibased organizationsuch a®\rea Agencies on Aging.

DHHS also recognizes the value of creating stronger-based portals for accessing
information and conducting “self-screens” for those beneficiaries and their families who prefer to
access information in this way.
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In its consumedriven recommendationt)e Stakeholder Engagement Group formalized the
sentiment of many in thidorth CarolinaL TSS community by recommending thraform efforts
include employing “a person who helps me enroll and has nothing to gain from my choice of
services’ To accomplish this goal, DHHS intends to explorbuilding a functiorthat will be
referred to as an “usher.” This functionwould be housed in existing am@wly developed LTSS
pointsof entry and is modeledtar anoptions counseling function that is increasingly
recognized as a being a key compuraf an effective LTSS system.

Supplemented by improved wdlased tools, thesher will be available to assist beneficiaiies
need of LTSSo understand and cadsrboth Medicaid and neMedicaidoptions available to
them. While the duration of th&her’s involvement may be revised with further analysis,
DHHS’s initial proposal is to ensure eachusher can effectively serve as the beneficiary’s point of
contact untilhe or shas effectively linked with services.

The concept oOETSS @tionscounseling iswvidely acceptegwith every state having some sort of
options counseling mechanism. White tisher functions will be tailored tdorth Carolinds
IIN.C. Gen. Stat 0143R81.5; NC. Gen. Stat. 1143881.6

1j httg://www. medicaid.gov/Medicaid: HIP-Prograrml nformation/ByTopics/LongTermServicesand
Support/Balancing/Balancinpcentive Program.html
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specific servicalelivery landscape, numerous stgesamples includ€onnecticut, Maryland,
Massachusetts, New Hampshire, Oregon, Vermont, WashiagtVisconsir) with various
Medicaid funding mechanisms are working to strengthen the omttmsseling role.

Throughout its strategic planning process, the Department will learn from other state partners
about buildinga conversatiobasedptions counseling screening practio@sed orNorth

Carolinds current options counseling efforts. Further, thisusher role would be developed in a
manner that is consistewith nationaloptionscounseling &andards.
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Supporting the whole person is a key tenet of Medigzfimrm. The current experience of a

North CarolinalLTSS beneficiary clearly reflects our current system’s fragmented approach to
meeting the individud$ LTSS, behavioral andedical/primaryhealth cag needs. If care
management is availablié,does not follow the LTSS beneficiary across settings and often does
not effectively coordinate the comprehensive needs of the individual.

Underreform,DHHS seeks to strengthen this coordination of care attéroensure continuity
across longierm care settingg.wo key éements include:

I" Uniform screening and assessment tools

#" Integration of the beneficiary’s primary care providerinto the LTSS delivery design.
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More thana decade ago, tidorth CarolinaLong-Term Care Task Force recommended that the
state “begin using uniform screening, level of service assessment and care planning

instruments.”*® The importance of uniforrassessment tools and this recommendation was
echoed in subsequent stégeel efforts!* The value of uniform assessments has been codified in
federal statuté?® is reflected in the national literatdfeand used by other states such as
Washington and Wiscoims
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There is currently no comprehensive practice that fully integrates primary care case management
functions with the LTSS population across all settings. Additionally, whileectreferral

13 See Issue Briefl Long Term Care Plan for North Carolina, Institute of Medicine Final Report, 2001, p3

Available at]http://www.nciom.org/wpcontent/uploads/2001/01/ltcbrief.pdf

14 SeeRecommendation 8f the DHHS Findings and Recommendation in Response to Blue Ribbon Commission on
Transitions to Community Living Recommendations October 2013alsoRecommendation 4.1: Requiring
Standardized Preadmission Screening, Level of Services and Assessment Instruments in Adult and Family Care
Homes and 122C Facilitie§hort and Long-Term Solutions for Co-Location in Adult and Family Care Homes: A

Report of the NCIOM Task Force on the Co-Location of Different Populations in Adult Care Homes, NCIOM 2011.
Available at{http://www.nciom.org/wpcontent/uploads/2011/01/AdultCareHomes _wcovef.pdf

15 See Section 10202 of the Patient Protection and Affordable Care Act of 2010 (Pub-14.8)11

16 See, for example, Commission on Lefigrm Care, Report to Congress, September 30, 2013, pg. 43, Available
athttp://www.gpo.gov/fdsys/pkg/GPOQTCCOMMISSION/pdf/GPGLTCCOMMISSION.pdf
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mechanisms all require physician’s orders, at presenthere is no expectation that this physician
become integrated into the LTSS interdisciplinary care team.

To stengthen this integration undesform,DHHS will explore through its stratégplanning
process the viability of the following four integratioancepts

T Ensuring the LTSS befieiary’s primary care provider is central in the referral process
for those patients who are seeking LT&&8vices and staysvolvedin coordinating care
if the beneficiary mees to a facilitybased setting

¥ Having the ACO become thesher for hospitalized LTSS beneficiarieslying uponthe
ACO to coordinate posicute care in a way that streamlines and potentially minimizes
the need for ongoing LTSS services

¥ Enabling ACOs to provide holistic care coordination services for those LTSS
beneficiaries who experience high Medicaid expendituwemorbidities or do not
receive case management under the existing LTSS service delivery structure

T Establishing performance measures under the ACO model that target health care needs of
LTSS beneficiaries.

In examining the full arragf options for improving care coordinatierand especially to

address the General Assembly’s directive to improve Medicaid budget predictability — DHHS

would be remiss if it did not also explore the potential viability of managed care for LTSS, or
MLTSS. Jusas North Carolina already does with LMMECOs for MH, SA and I/DD services,
MLTSS if adoptedwould entail contracting with organized networks on a capitation payment
basis. At least half of all other states are actively using or moving toward MIDFESS will
appraisehose other states’ experiences, along with the facts and circumstances of this state’s

LTSS delivery system, to determine if MLTSS would add value to North Carolina’s Medicaid
program.
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The need fobetter supporting thehole person is often most apparentha livesof individuals
with traumatic baininjury (TBI).

To effectively address the needs of the beneficiatty TBI requires essential coordination of
the behavioral health, LTSS and primary cdiethis endDMA and the Division of Mental
Health, Developmental Disabilities aBdibstance Abuse Servioasl co-facilitate an effort
through 2014 to develop a pilot prograhat works to effectivelgnd holisticallyaddress the
support needs of this population.
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For North Carolina to build the competeesirequired to effectively implement these proposed
elementsPHHS recommends providing cqmetencybuilding efforts on identified functions
essential to the success of LT&$orm efforts.The current LTSS workforce needs to become
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more expert in&re andransition coordinatio@ndoptions counseling. North Carolina’s primary
carecase managemenetworks (CCNC) and ACOs will need to understand and effectively
coordinate the social arfdnctional needs aheLTSS population
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An essential element of LTS8form is the need for a robust, cohesive IT platform that enables
North CarolinaL TSS systems to effectivegommunicate witleach other and ensure
streamlinedappropriateandeffective data sharing. As part@form,DHHS will examine its
current IT platforms utilizedor LTSS services and determine the capacity needed to implement
the technical elements propdsender Medicaideform
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TheNorth CarolinaVledicaid program for dentistry covers aboaemillion low-income

children and 460,000 adult beneficiaries in addition to 170,000 dually eligible individuals. The
continued coverage of adiNibrth CarolinaMedicaid dental benefits beyond emergency services
demonstrates the value placed on oral health by stakeholders who understand the importance of
goodoral health to a person’s overall physical well-being. Poor oral health can exaceebat

medically compronsed patiersf chronic medical condition$ain from dental disease can affect

a low income child’s quality of life and ability to function well in school.

Since 2008, state oral health policymakese been diligent in making policy and program
changedo maintain a balance between access to and utilization of oral health services,
preservation of an adult dental benefit and the need to be fisegfignsible

Since SFY 2009, overall spending for dentistry has remained flat. In fact, as Medicaid
enrollment has grown, dental care as a percent of the overall budget has declinegémend
to 2.5percentIn the US. population at large, percentof health care expenditurgse toward
oral health. Medicaid beneficiaries include many medically fragildrem and adults whose
dental health needs could easily account for a far greater percentageotdltMeticaid budget.

DMA has instituted a variety of cost savings meassues asowered reimbursement for
multiple fillings for a single tooth, modiing rates paid for fillings on back teeth and others
Participating dentists havasoemphasizegreventive oral health services.

While keeping overall costs for the Medicaid program flat, DMA’s dental program has still

raised access ttental servicedn CY2010, HEDIS data indicated that approximatelypéfcent
of North Carolina Medicaid childrereceived an oral health service. CMS and Pew report that
the average utilization rate for children in private dental benefit plansper8ént

In SFY2QL3, approximately 44 perceot adult beneficiaries who were eligible for dental
services (excluding dualigibles) received at least one dental benefit service. releexceeds
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the national average of 3&rcentfor private dental benefit plans as reported by the American
Dental Association. Additionally, since FFY 2010, more unduplichttedh CarolinaMedicaid
eligible children ages-Q0 have received an annual oral health setiaehave received a
medical sreening visit.

DMA estimatsthat between 450 percentof the active licensed dentistsNorth Carolinaare
rendering providers on at least one Medicaid paid claim eachSjieae 2008, the DMA dental
program has continued to maintain a network thattsithe needs ofgrowingbeneficiary
population However,access to care remains a problem in certain rural sections of thensistte
notablynortheastern and far western counties. These areas continue to lack participating
providers and specialists@uas oral surgeons and orthodontists.

In light of the relative success of the dental program and low proportion of spending devoted to
oral health care, DHHS does not consider dental care a high priority for réfomne urgent
challenges will command atttion in the near ternthis is not to say, though, that there is no
room for improvement in Medicaid oral health benefits, especially with there being pockets of
poor access.

Therefore, DHHS will remain vigilant in exploring waysftother improvethe value of

taxpayers’ investment in Medicaid dental benefits. By the end of the 20156 fiscal yearDMA

will evaluate whether the types of measures other states have pursued would be appropriate and
beneficial for North Carolina. Generally, other ssateeeither folding dental care into the
responsibilities of fullservice health plans or separatelisourcing the management of dental

care. Contracts are either for administrative services ontpey fold the payment for dental

care into acapitationthat transfers risk to the contractor

Any consideration of potential refornmsthe management of Medicaid dental benefitsstand
will involve a diverse group of stakeholders.
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Prescription drugsised in outpatient settings account for more thartem ofNorth

Carolina’s MedicaidexpendituresThis is roughly the same share of spending that goes toward
inpatient hospital services or physician services. Pharmaceutical manufacturers’ rebates do cut

the net cost of prescribed medications by more tharhaligthough rebates are accounted for as
revenues, not as offsets to claims costs, so the expense line item remains significant.

With the advent of new higbost specialty biopharmaceuticalsesgding on prescription drugs is
expectedo climbmarkedly even as older branmtameoral medications shift to generic status.

For instance, one nationaportfound that while Medicaid spending per beneficiary on specialty
medications was onhird thatof spending on traditional medicines, the rate of growth in
spending on specialty drugs was three times high&r9% versus 5.3%.

17 Express Script®rug Trend Report 2013http://www.drugtrendreport.com/medicaid/toteénd
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North Carolina has over the years instituted a variety of measures to stem the rise of drug costs.
Tighteningthe Peferrad Drug List and expanding the setdsfigs requiring prior authorization

have contributed to DMA’s ability to control spending. Using a tiered system f@harmacy
reimbursement has helped increase the percentage of prescriptions dispensed as generics
However, moretools areneeded to combat new cost challenges.

Considering that ACOs will be introducéal coordinatghysical health services and that LME

MCOs are now fully in charge of coordinating mental health, I/DD and substance abuse services,
DHHS belevesthe opportunity exist® incorporate prescription drugs into the financial
accountability mechanisms for both types of organizatibostering better awareness of cost
through sharedccountability whilemaintaining qualitystandardshouldhelp to hold dowrtost

growth withoutthe needo tighten the alreadgumbersomeauthorizatiorprocess.

Accountability for pharmaceutical costs must be shared across the sysésgription
medidneswill be classified as'generally psychiatric” — roughlydefined as primarily used for
thetreatment omental illness or substance abuse nonpsychiatric- all otherdrugs DMA
will set targetoudges for both groupbased on prior spendingsing a method similar to that
used to establish the ACOs’ benchmark budgets.

The LME-MCOs, ACOs, and thet&e will share in any savings or cost overrungen
psychiatric medicationsudget.Forthe nonpsychiatric medications, savings and losses for
pharmaceutical spending will be shared between the A@@she Site The pro rata shares of
risk for both LMEMCOs and ACOs will be kept lowm the initial stages to allow for experience
to be gained and the method to be refined.
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This section addresses matters of implementation, rafigingstate legislative authorization
and federal government approvals to agency readamessxpected impacts on Medicaid
beneficiaries and providers
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Each of the three components of reform will need legislative atglgyentedoy the General
Assembly. Listed below is a synopsis by service delivery category of the legislative authority
DHHS believes may beeeded
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1

1

Authority to pursue state plam@&ndments and/or Section 19dpwaiveras may be
required

Administrative licensing or regulatory scheme will need to be enacted (created in statute)
or authorized (allow DMA to make rules) in 2014; if the rulemaking route is chosen, an
exemption from Chapter 150 will be needed to ensure ankes place in time for the

market to organize, perhaps instead setting up a committee with various appointments to
represent stakeholders

Expansion budget item to pay fcnanges ttNCTracksto allow for this monitoring and
payment to occur

Expansion buget item to pay for vendors to perform the independent benchmark setting
and to appaise objectively ACOs’ performance

Potential ate cuts for providers who do not enroll in ACOsxacteffectivedate to be
determined buduly 1, 205 is seen as most likeimplementatiordate

Authorization to pilot or otherwise implement paymesforms such as episode bundles

Establish a nomeverting trust fund into which we can deposit funds returned by
providers, beginning the creation of a Medicaid Reserve Fund

New positions in DMA to oversee the regulation and administration of thesACO
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Any outstanding items obME-MCO consolidation

Authority to submitstateplan amendments 01915(b)/(c) waiver amendments to further
integrate care, and possibly to allow for pilot programs
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T Authority to issue an RFP to performssessment and/oase management functen

T Expansion item for new positions and/ondiing at DMA to write the RFP and design
the new system of uniform, holistic needs assesgand care planning for beneficiaries.
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The federal authority needed to implemerdst aspects akform will likely be state plan
amendments. Since the reforms will not restrict beneficiaries’ freedom of choice, it is unlikely

that Section 1915(b) program waivers would be needed. However, it is conceivable that the risk
sharing arrangements contemplated for ACOs could lead CMS to stiygfes program waiver

is warranted. DMA will explore this question with CMS promptly.

As DHHS explores solutions to the I/DD waitlist, an additional 1915(c) waiver may also be
required.

DHHS believeshat a Section 1115 demonstration waiver is not needed to auth@izéatm

as describedAt a future date, should the General Assembly wish to change the payment model
for physical health servicesand possibly alstor longterm services and suppsrtto full

capitation, a Section 1115 waivaraybe needed. Absent such a waiver, it would be very

difficult for North Carolina tacontinue to make safety net supplemental payntergsoviders
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The success of proposed Medicaid reforms will depend in no small part upon the ability of the
state Medicaid agendyg implement the changes. DHHS has embarked upon a restructuring plan
that will strengthen DMA’s capabilities to perform all of the functions demanded of it.

The General Assembly has expressed particolarest in seeing DMA improve its ability to
forecast Medicaid expenditures and revenlresecent yearsYorth Carolina’s Medicaid

program has experienced significémidget shortfallsThe® eventshave required emergency
action on the part of the General AssemBlydits conducted by the State Auditor and Ernst &
Young confirmed that DMA’s methodology for forecasting needs improvement.

To that end, the following measures have been taken:

¥ DMA ended the practice of carrying the federal share of drug rebates into the next state
fiscal year. A new system has been developed which repays CMS its share of drug
rebates weeklythereby eliminating the state’s being a month behind on payments and
ending the fiscal year in debt.

T Many Medicaid claims have differefégderal medical assistance percenta§d4AP
rates) In years past, DMA used historical data to estimate a blended®RAitAhe entire
population of beneficiaries. During SFY 2QITEMA implemented a new cash model to
verify and track federal receipts throughout the fiscal year. Receipts are now forecasted
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and budgeted at the actual FMAP for category of service ratheusivamna blended
historical estimate.

¥ DMA has improved budget and cash flow predictability by instituting timely settlement
of over or underpayments to specific providels. years pasiover or underpayments
were often settled over a mujtear time framewhich at times resulted in cash flow
shortages for DMA. Currently, clainae paidmore efficiently leading to fewer swings
in cash flow.

¥ DMA ended the practice of grouping multiple seevand programs into one fund.
Doing so led to inefficiencies and difficulty monitoring expenditure levels of individual
initiatives. Beginning SFY2013, separate funds within the Medicaid budget were
establishedeading to greater transparency amablhg bettermonitoring.

¥ DHHS is building a new forecasting model with the help of a nationally recognized firm,
Alvarez and Marsal. The new model will improve forecasting methodology and address
the deficiencies identified in the Ernst & Young repdttie fdlowing are specific
examples of improvements that will be made going forward:

o DMA will add new personnel to the budgeting and forecasting team to increase
capacity and enhance expertise.

o DMA will replacespreadsheet tools with more advanced forecastiityae !

o Program area managers will now be directly involved in the forecasting process to
ensure that projections appropriately reflect program realities and needed dhanges.

o Alvarez and Marsal wilprovideoversight andjuality control of the forecasig
and budgeng processes and outputs

DHHS understands the importance of data integritpiadasting. In March 2014, the
State reached a significant milestone for receiving critical data to for&tdstS will
continue to dedicate significant resourtegnsuring that correct and useful data is being
pulled from the NC TRACKS system.
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In framing the reform plan, DHHS took great care to consideinpact onbeneficiaries and
providers in terms of enliment,accessquality and payment. For beneficiaries, DHHS is
committed to ensuring continued access to care. By utilizing prelddekCOswithout

mandatory enrollment except continuation of the primary care provider enrollment expectation
— beneftiaries’ access to care will remain stable or perhaps expand.
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Thetablebelow summarizes the impacts expected for both beneficiaries and providers.
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DHHS commissioned the independent Medidaiclsedconsulting firm, The Menges Group of
Arlington, Virginia, to provide technical assistance to the reform planning effort. Waonrkihg
theprincipal DHHS consultant, Bob Atlas, The Menges Graupjectedthe fiscal impacts of the
proposedviedicaidreform activitiesThe analysts sought to be conservative in every respect.

This section presents these estimates and describes how the projections were derived.

It begins by setting a baseline of current and pregabsts of the unreformed Medicaid
program. It then describes projections for the impacts of reform in the three main domains:
physical health services; mental health, developmental disabilities and substance abuse
(MHDDSA) services; and lontgrm services and supports (LTSS). The discusdases with a
tally of the total projection.

An important caveat is warranted. These projections are estimates. There is considerable
uncertainty surrounding both the projection of costs without reform and the potential effects of

future interventions anprogrammatic changes.
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DHHS suppliedThe Menges Group with detailed cost and coverage information on each

Medicaid beneficiary encompassioglendar years 2011 and 2012. Data for 2013 were not fully

developed in time for this analysBummary Medicaid enroliment and cost information,
grouped by major eligibility category, is presented in Exhibithk. term “Covered Person
Months” refers to one person covered for one month. Costs are health claims costs only.
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Baseline costs were derived for three Medicaid reform program components as described below
and portrayed in Exhibit 2:

T Physical healtlzosts which will fall under the purview of various accountable care
organizations (ACOs)vere derived by subtractifgdHDDSA costs, nursing home costs,
and personal care services costs from total costs.

MHDDSA costs- also labeled as “Behavioral” — wereidentified through screening for
claims with a primary diagnosis in the I€Drange of 298319, or any capitation
payment made to a LMEICO.

Long-term care costs were identified as payments to nursing homes and payments for
personal care services.

Thee distinctions provide reasonable, albeit impre@sémates of the costs that each reform
program will strive to address. For example, temporarydtepn admissions to a nursing

facility have been included in the estimatd.®5S costs when such seres will in fact fall

under ACO cost management in the physical health program. More precise actuarial work will
be needed to establish the cost targets for each program and to calculate actual savings against
thesetargets

Note also that some North Céna Medicaid costs were not included in the tabulations, such as
nonclaimsbased special payments to hospitals (e.g., disproportionate share payments), and
costs in some minor eligibility categories.
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The CY2012 covered population and cost figures were trended through State Fiscal Year 2019
2020, using the following annual trend assumptions:

¥ A one percent annual increase in the Medicaid population in each eligibility category

T Afive percent annual increase in per capita medical costs in each eligibility category.

Savings for each program component were estimated acrossyaéivperiod extending from
July 2015 through June 2020. Estimates were aligned withidteefiscalyear, July 1 to June
30. Projections were prepared for each of the five fiscal years.
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The savings estimates and assumptions used for the physical health (ACO) program are
summarized in Exhibit 3. The medical cosirastes take into account the following factors:

¥ The trended Medicaid costs for the population that ACOs will be invited to serve.

¥ A downward adjustment in these costs of approxima#yto reflectthe fact that ACOs
will be accountable foonly 10% ofMedicaid claims costs above $50,000 for any given
beneficiary. Thi8% factor was derived based on actual beneficiary claims cost
distributions for physical health services during CY2011

¥ The percentage of the statewide A€[Wible population that ACOare expected to
serve in each yearhis is estimated to grow from 40% in Year 1 to 90% in Year 5 as
ACOs continue to develop and metdte requirements.

¥ The percentage savings the Medicaid program will realize, on average, after the claims
are tallied redtive to projected targets and ACOs are paid any bonuses for which they
gualify — or pay any debts associated with cost overruns. The savings are estimated at a
modest butising savings percentage, beginning at 1.0% in Year 1 and rising to 3.0% in
Years 45. Factors considered in developing these estimates included the modest average
savings that Medicare ACOs have achieved in their initial years of operation, the fact that
North Carolina’s Medicaid ACOs — unlike most Medicare ACOs at presenwill be
placed at risk for cost overrusd thus ought to be well motivatedachieve cost
savings and quality improvements, and the factsbate ACOs wilbe newly formed
entities with little or no track record in achieving medical cost savings.

¥ Medical cost sangs were depicted in total (Federal plus State share), as well in terms of
State fund savings. A federal matching rate of 66.Q3%e rate for the coming fiscal
yearwas used to derive Staghareestimates.

In addition to the medical savings projecspseveral offsetting costs have been factored into the
physical health program. These include preliminary estimates of the nature and level of costs
required to administer the ACO program, as well as a projection that 25% of the initial pharmacy
cost sawings from the ACO program will be negated by a decreadrugrebate revenue.

There will also be some staup costs for the ACO program, such as for actuarial consultation,
IT enhancements and the like. These costs are estimated at $6.5 millionddal2million
of State dollars in SFY 201#5, as shown in the column labeled “Year 0” in Exhibit 3.

Through these assumptions, a Medicaid savings of approximately $635 million is projected
across the first five years of ACO operations. The Sap®priationssavings across this five
year timeframe are estimated to total $212 million.
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The savings estimates and assumptions used for the behavioral healthM(CMJEprogram are
summarizd in Exhibit 4. Because the LMEICO program is ongoing, only marginal savings

are projected from enhancements to this program. The enhancements anticipated are largely tied
to a consolidation of ME-MCOs from ten entities to four, which shoulelj some

improvements in the average utilization management capabilities of theM™MBs as well as

yield some administrative savings through improved economies of scale. No new administrative
costs are projected beyond existing resources dedicated tamregpport and oversight.

This consolidation is expected to occur in early 2016; therefore no meaningful savings are likely
to occur until Year 2, which runs from July 2016 through June 2017. The projected savings
increase from 1.5% in Year 2 to 1.75%yYiear 3 and reach 2.0% in Years 4 and 5. Across the

full five-year timeframe, Medicaid savings of $270 million are projected, of which $92 million
are State appropriations savings.
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The LTSSsavings are estimated to be derived from a combination of two factors:

1) An enhanced assessment procedth LTSSneeds assessments on average being more
comprehensive and occurring earlier in the peksbfedicaid coverage trajectory

2) Improved careoordination efforts taking appropriate actions based on the findings from
the comprehensive assessment process.

It is estimated that these process enhancements will not be firmly in place until 2016. Savings are
therefore projected to occur beginningyiear 2 (July 2016 June 2017). On a percentage basis,
savings of 0.5% are projected in Year 2, increasing by 0.5% each year thereafter as the financial
benefits of averting lifelong institutionalization compound favorably.

Additional administrative costsf approximately $5 million per year are projected to implement
the enhanced assessment and care coordination act®igesplementation costs of $1.5
million are also included for starting up these functions.

Across the full fiveyear timeframe, Medaid savings of approximately $80 million are
projected, of which $23 million are State appropriations savings.
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The savings are projected to grow significantly each, felowing astartup year (SFY 2014
15) in which an estimated $8 million (or $4 million of State appropriations) will be expended
While overall Medicaid savings in Year 1 are estimated at $15 million, Year 5 savings are
estimated to be $329 million.

Total Medicaid savings of just under $1 billion are projected across Y<arard a State share
savings of approximately $325 million.
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March 17, 2014

TO: Aldona Wos, M.D.
Secretary, N.C. Department of Health and Human Services

Dennis Barry
Chair, Medicaid Reform Advisory Group

RE: &RPPHQWYVY RQ WKH '"HSDUWPHQWfV 3URSRVDO WR 5HIRUP
Medicaid Program

| want to thank my fellow members of the Advisory Group and the staff and consultants at
DHHS for their important and insightful contributions toward reforming our Medicaid program.

1RUWK & D Prinéry QaefMeédical Home (PCMH) model was first developed under

Governor Jim Martin and since has become a nationally recognized model of reform that other

states have sought to emulate. The PCMH model has contributed significantly to controlling the
growth of Medicaid claims spending ZKLOH LPSURYLQJ RXU @N¢ddsHAY KHDOWKFDL
echoed in this proposal, it is vitally important to build on the strengths of our system.

True Medicaid reform must be transformative and incremental in order to ensure

success. Provider upside and downside risk is an essential component of the next stage of any
reform effort. However, the transition to risk must be in such a way that current levels of patient
access and quality of care in North Carolina are improved, not interrupted. | support this
Medicaid reform plan T Mse of Accountable Care Organizations (ACO) if we build upon the
current foundation of the primary care medical home model that exists in all 100 counties. Other
states developing Medicaid ACOs are looking to our PCMH model as the foundation of their
medical neighborhoods.

The proposal endorses and recommends refining the Behavioral Health Reforms initiated by the

General Assembly in 2011. | believe the ongoing consolidation of LME/MCOs operating the

1915(b) and (c) waivers is in the best interest of the state, consumers and their families. Once

consolidation is achieved these systems, with governance boards appointed from and

answerable to their communities, will be in a position to significantly improve the quality of care

and close the gaps in our Mental Health System. Working with the LME/MCOs we will be able

to DFKLHYH FRRUGLQDWLRQ RI FDUH EHWZHHQ D SHUVRQYV EHKDYL
home.
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The majority of direct long-term care services funded by Medicaid fall under two major

categories; Skilled Nursing Facilites DQG OHGLFDLGTVY RSWLRQDO #BYVRQDO &DU
Skilled nursing in North Carolina has been a stable and reliable part of our healthcare

continuum for many years. However, the PCS program (provided in adult-care homes and in-

home) has undergone extensive reworking by the General Assembly and the Department in

recent years to address a range of difficult issues. These and pressures from the USDOJ and

others have led to instability and uncertainty in the long-WHUP FDUH LQGXVWU\ 7KH SURE¢
recommendation to take more time for additional study of long-term care services and supports

is prudent and appropriate.

The Department should consider submission of the pending federal grant proposal for dually
eligible individuals (those qualifying for both Medicaid and Medicare services). This proposal,
developed by the full range of stakeholders, could provide immediate improvements to the
coordination and integration of care, as well as, save state and federal resources.

Information and data are the keys to significant improvements in our Medicaid system. As

discussed in the proposal, the Department also needs to successfully institute reforms in the

leadership, management, and operations of the Division of Medical Assistance, while providing

VWDII ZLWK WKH EHVW DYDLODEOH WRROV DQG VXSSRUW WR DFKL

North Carolina is blessed to have world-class medical centers and research institutions with a
wealth of knowledge across the full range of medical and behavioral health. As the Medicaid
Reform process moves forward, we must marshal the considerable talent, knowledge and
resources available in our State. Healthcare is a complex endeavor which requires the
sustained engagement of all stakeholders. The best solutions will be found by fully engaging our
6WDWHTV kgsbdukt€sV Byydding so we can create a system that will serve our citizens
well into the future.

These comments and recommendations are not intended to be an exhaustive response to the
'"HSDUWPHQWY{V 0OHGLFD L GAdditldriRily Rh& MedliSari\RBf@m Advisory Group did
not convene to discuss and make recommendations as a group. The Proposal itself is a broad
outline which envisions and will require considerable additional engagement and work once the
General Assembly has completed its review and determined the most appropriate course.

This proposal does represent an important and historic reform as we move away from paying
only for quantity of services provided and move toward value-based purchasing that rewards
health care providers for delivering high quality care in a cost-effective manner.

cc: Richard Gilbert, M.D.
Peggy Terhune, PhD
Senator Louis Pate!
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North Carolina General Assembly

~
Senate
SENATOR LOUIS M. PATE, JR COMMITTEES
DEPUTY PRESIDENT PRO TEMPORE APPROFRIATIONS/BASE BUDGET
7TH DISTRICT APPROPHIATIONS ON HEALTH AND HUMAN
OFFICE ADDRESS 10268 LEGISLATIVE BUILDING SERVICES ~ CO-CHAIR
16 W. JONES STREET EDUCATION/HIGHEN EDUCATION
RALEIGH, NC 27601-2808 HEALTH CARE — CO-CHAIR
TELEPHONE (919) 733-5621 March 17,2014 PENSIONS, RETIREMENT AND AGING
(919) 754-3190 Fax STATE AND LOCAL GOVERNMENT
EMAIL louis.pate@ncleg.net
DisTmCY LENGIR, PITT AND WAYNE COUNTIES

Dear Secretary Wos,

The current administration has been handed a monumental challenge in reforming North Carolina’s
broken Medicaid program. | appreciate the considerable amount of time and effort that has gone in to
evaluating ways to fix this chronically ignored crisis and am grateful for the opportunity to offer
feedback on this proposal.

Mismanagement by former state leaders created a host of operational and budgetary problems that

have fallen to you and your department to fix. In the past four years alone, the General Assembly has
had to fill Medicaid shortfalls totaling nearly 52 billion — money that could have been used for critical
state priorities like education, infrastructure and public safety.

Unfortunately, Medicaid’s upward spending pressures show no signs of abating. In fact, the nonpartisan
Fiscal Research Division (FRD), using a 5.8 percent national growth rate estimate, projects that the
state’s Medicaid appropriation will grow by more than a billion dollars over the next five years, It is
against this backdrop of years of mismanagement and ongoing shortfalls that | must evaluate the
Department of Health and Human Service's proposed Medicaid reform plan, which FRD estimates will
still require an additional $840 million over the same five-year period.

To address that key challenge, while also improving the quality of care Medicaid offers, the General
Assembly and Governor McCrory clearly outlined in the state budget a vision of Medicaid reform
achieving three critical objectives: 1) budget predictability and sustainability 2) administrative ease and
efficiency for providers and — most importantly - 3) whole person patient care that unites physical and
behavioral health.

In its current form, the proposal does not completely achieve any of these objectives. Instead of
providing a comprehensive plan, the proposal presents a list of tentative steps that may move us in a
new direction, but collectively fall short of the vision and goals of true reform this group was tasked with
developing.
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Furthermaore, | am concerned that the proposal creates a new, complex administrative structure to
manage a reworked version of the existing, chronically over-budget fee-for-service payment model.

Years of Medicaid shortfalls have left the General Assembly weary of finding places to cut, and eager for
comprehensive reform. It concerns me that this propesal keeps us on the path of using provider rate
reductions as one of the only solutions for cost containment in the Medicaid system, That is an
undesirable outcome,

| hope the department will revisit the idea of reform and develop a proposal that meets the objectives
sel forth by the General Assembly and the Governor of delivering quality, whale-person care, with the
Medicaid budget stability that allows the state to make necessary investments in other areas of state
government,

sincerely,

Louis M. Pate, Ir.
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