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Executive Summary 

 During the 2011 legislative session, the Maryland General Assembly passed budget language 
instructing the Department of Health and Mental Hygiene (the Department) to: convene a workgroup to 
assess the growing cost of the Maryland Medical Assistance Program (Medicaid); analyze the 
sustainability of special fund revenues in long term financing; and make recommendations on limiting 
expenditures and expenditure growth. 

 In order to fulfill the General Assembly’s mandate, the Department utilized the Maryland 
Medicaid Advisory Committee (the “MMAC”) to serve as the workgroup to examine and analyze the 
issues listed above.  

The MMAC was the appropriate workgroup for this expansive review of the entire Medicaid 
program: its membership is broad-based to reflect all of the program’s major stakeholders (providers, 
advocates, consumers, state legislators, sister agencies, and others); and the MMAC is the official 
Medicaid advisory body, created under Maryland state law to fulfill the federal Medicaid requirement 
that every state “provide for a medical care advisory committee . . . to advise the Medicaid agency 
director about health and medical care services.”1   

The Department conducted a lengthy and open process that solicited testimony and comments 
from stakeholders and the general public. Seven public meetings were held from July 2011 through 
November 2011 and a website was designed to receive comments and suggestions from interested 
parties. More than 80 individuals and organizations submitted over 200 suggestions. The MMAC 
completed its workgroup duties in November 2011. 

 In the MMAC’s public meetings, the Department presented data that demonstrated that 
Medicaid’s expenditures grew by 20 percent between FY 2008 and FY 2010 and is projected to grow by 
another 10 percent between FY 2010 and FY 2011. Some of the state cost was alleviated by additional 
federal government financial assistance in the form of an enhanced matching rate authorized by the 
American Recovery and Reinvestment Act (ARRA), but the enhanced match ended on June 30, 2011. 
The Governor and the General Assembly have responded to the increased expenditures by relying on the 
general fund and by raising special fund revenue through provider assessments on hospitals and nursing 
homes. 

 The Department found that cost growth was caused primarily by two factors. The first, and most 
significant, was enrollment growth. The other factor is Medicaid’s unbalanced approach to long-term 
care. 

 Cost Driver:  Enrollment Growth.  Medicaid expenditures are directly tied to enrollment 
growth. In the same period of the rapid cost growth (FY 2008 to FY 2011), Medicaid enrollment grew 
by 34 percent. Medicaid has grown for three reasons: in FY 2009, the Department expanded coverage to 
parents of Medicaid-eligible children from 30 percent of the federal poverty level (FPL) to 116 percent 
of the FPL; in January 2010, the Department enhanced the benefit package under the Primary Adult 
Care (PAC) program to include non-hospital based outpatient substance abuse services2; and, from 2008 
                                                            
1 42 C.F.R. Section 431.12.   
2 The Primary Adult Care program serves childless adults with incomes up to 116 percent of FPL. The benefit package is 
limited. The services covered include primary care, pharmacy, non-hospital based outpatient substance abuse; hospital 
emergency room; family planning, and specialty mental health. 
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to the present, Medicaid eligibility has expanded nationally and in Maryland due to the falling household 
income of individuals and families caused by the Great Recession. 

 When reviewing the average cost per enrollee in Medicaid, it becomes clear that enrollment 
growth is the primary driver of the overall growth in program expenditures. Expenditures per enrollee 
have remained steady in both the managed care program and the fee-for-service (FFS) program during 
this time period. In FY 2008, the per-member-per-month (PMPM) cost for a Medicaid enrollee was 
$672. In FY 2011, the PMPM was $663. This modest decrease in PMPM expenditures can be attributed 
to the fact that the new enrollees tended to enter Medicaid in eligibility groups with a generally healthier 
profile, or were only eligible for the limited benefits under the PAC program. The cost of the entire 
program has risen dramatically due to the simple fact that the Department now covers approximately 
240,000 more people than it did in FY 2008. 

While the overall PMPM for an enrollee went down because of greater enrollment in PAC and a 
healthier mix of enrollees, there were increases in Medicaid’s managed care and FFS programs. In 
HealthChoice (Medicaid’s capitated managed care program), the PMPM in FY 2008 was $466 and it 
rose to $488 in FY 2011. In FFS, the PMPM rose from $1,446 in FY 2008 to $1,709 in FY 2011.  

The bulk of Medicaid expenditures were spent on hospital and nursing home services. In CY 
2011, 56 percent of the total capitated payment for HealthChoice enrollees went towards hospital 
services. In FFS, approximately 70 percent of provider reimbursements went towards nursing homes and 
hospital services in FY 2010.3  

Cost Driver: Unbalanced Approach to Long-Term Care.  The second major cost driver is 
Maryland’s above-average institutional use – in Maryland, a high proportion of individuals meeting a 
nursing facility level of care are served in institutions rather than in less expensive community-based 
settings. The average difference in cost between an individual cared for in an institution versus cared for 
in one of Maryland’s home- and community-based waiver programs is 33.6 percent.4 The cost driver to 
Medicaid is the substitution of more expensive institutional alternatives when less expensive community 
options are available.  

An area of emerging concern is the upward substitution of lower cost medical services.  For 
instance, hospitals are purchasing clinics and hiring physicians, and the resulting facility-related 
expenditures generate higher charges per visit than independent practices.5 This trend could have a 
sizeable impact on health care expenditures given that the 2011 statewide average hospital outpatient 
clinic rate set by the Health Services Cost Review Commission (HSCRC) is $175.  Another example of 
upward substitution of lower cost services is the growing use of Federally Qualified Health Centers 
(FQHCs). FQHCs are employing more physicians and buying practices, which is a more expensive unit 
cost for Medicaid than independent physicians.  The Department needs to analyze further the 
implications of these trends both on overall expenditures and access to care. 

The Department also provided information to the MMAC and other interested stakeholders on 
the state’s use of special fund revenue to pay for the state’s portion of Medicaid expenditures. Provider 
assessments have increasingly become a major part of Medicaid’s financing. In particular, a hospital 
assessment that was introduced in FY 2009 and later increased in FY 2012 will provide the state with 
close to $390 million in revenue in FY 2012. Overall provider assessments grew by $494 million from 
                                                            
3 The FFS numbers do not include administrative costs. 
4 Medicaid Long-Term Services and Supports in Maryland: Money Follows the Person Metrics. (2011). The Hilltop Institute. 
5 Raising Hospital Employment of Physicians:  Better Quality, Higher Costs?, O’Malley, Ann, Bond, Amelia, and Berenson, 
Robert, Center for Studying Health System Change, August 2011. 
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FY 2008 and FY 2012, which is significantly lower than the increase in total Medicaid expenditures of 
$2.6 billion during the same time period.6 ,7 The Department was urged, in the workgroup process, to 
view special revenues as a temporary solution to the state’s Medicaid budget challenges. In response to 
those comments, the Department has indicated that it has no desire to make these assessments a 
permanent component of Medicaid financing.  It is up to the Governor and General Assembly, in each 
budget cycle, to determine whether the provider assessments remain necessary to finance Medicaid. The 
Department anticipates that this review will be thoughtfully handled each year.  

 In addition to analyzing cost drivers and special fund revenue, the MMAC process generated a 
series of proposals to curb Medicaid’s cost growth. During the MMAC’s meetings and through the 
Department’s website, interested parties submitted over 200 suggestions to cut expenditures both in the 
short and long term. (See Appendix C.) The Department found that the proposals could be grouped into 
following categories: 

• Rebalancing long-term care; 
• Coordination of care and benefits;  
• Improving quality of care;  
• Reducing and eliminating fraud, waste and abuse;  
• Expanding the use of Health Information Technology; 
• Improving administrative functions;  
• Improving mental health systems; 
• Maximizing federal Medicaid matching rates;  
• Reducing or modifying reimbursement for services;  
• Reducing ER use; and,  
• Reducing pharmacy cost.  

The suggestions, along with presentations from stakeholders and the Department, informed the 
MMAC’s consideration of the causes of Medicaid’s cost growth and the possible means to slow down 
the rate of expenditure growth. The Department found that many of the stakeholder suggestions focus 
primarily on changing the way that Medicaid provides services to its enrollees and align closely with the 
Department’s strategic initiatives to cut expenditures.  

The Department’s strategic initiative initiatives include:  

• Rebalancing long-term care; 
• Changing the way services are delivered by analyzing upward and downward substitution of 

higher cost services; 
• Implementing medical homes, including the Maryland Health Care Commission (MHCC) all-

payer pilot and the Medicaid chronic health home initiative; 
• Improving efficiency and quality, while avoiding duplication of services, through 

ElectronicHealth Records; and, 
• Ensuring that Medicaid remains the payer of last resort. 

The Department understands that it will need the assistance of other state agencies to accomplish 
many of these strategic initiatives. For instance, the HSCRC is uniquely positioned to help advise on and 
                                                            
6 FY 2012 expenditures are projected to total $8.3 billion (total funds). 
7 The hospital assessment number does not include the amount assessed on hospitals to finance the Medicaid parent 
expansion.  The Medicaid parent expansion hospital assessment is directly attributed to amount of averted uncompensated 
care as a result of the expansion. 
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implement larger payment reforms and to change the current trend of the upward substitution of higher 
cost services.   

The MMAC concluded that its recommendation to the legislature to slow expenditure growth is 
to support the Department’s umbrella strategic initiatives and to further consider all of the stakeholder 
suggestions when determining future budgets.  

I.  Introduction 

 During the 2011 legislative session, the Maryland General Assembly passed HB 70 with budget 
language that tasked the Department with drafting a report to the budget committees examining the 
financing and cost drivers of the Medicaid program as well as ways in which the Department could 
reduce expenditures and expenditure growth.  

The budget language mandated that the Department convene a workgroup of interested parties in 
order to fully study Medicaid cost growth and expenditure reduction. In particular, the budget language 
required the workgroup to: 

(1) examine the sustainability of special fund revenues supporting the Medicaid program;  
 
(2) examine the significant drivers of costs in the Medicaid program; and, 

 
(3) make recommendations to reduce expenditures and expenditure growth in the Medicaid 

program through program restructuring or any other means.  In developing these 
recommendations, the workgroup shall incorporate recommendations being developed by 
other existing workgroups working on Medicaid-related reforms. 

The Department utilized the MMAC– which includes a broad-based representation of providers, 
advocates, consumers, sister agencies, and state legislators – as the appropriate forum to work with 
stakeholders to fulfill the General Assembly’s mandate. The MMAC was the appropriate workgroup for 
this expansive review of the entire Medicaid program both because of its broad-based membership and 
also because the MMAC is the official Medicaid advisory body, created under Maryland state law, to 
fulfill the federal Medicaid requirement that every state “provide for a medical care advisory committee 
. . . to advise the Medicaid agency director about health and medical care services.”8  

The MMAC conducted open discussions on Medicaid cost drivers, provider assessments, and 
expenditure reductions and solicited public testimony on cost-saving strategies during regularly 
scheduled monthly meetings, public hearings, and through the Department’s website. Public hearings 
and meetings were held on July 28, 20119, August 2, 2011, August 25, 2011, September 22, 2011, 
October 20, 2011 and November 17, 2011. This report is the product of the MMAC’s cost driver 
discussion process. 

This report is divided into the following sections:  

(1) a background section that reviews historical data to determine the cost drivers 
contributing to Medicaid’s expenditure growth;  
  

                                                            
8 42 C.F.R. Section 431.12. 
9 There were two meetings on July 28, 2011.  The MMAC had its regularly scheduled meeting and a public hearing was held 
afterwards.  
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(2) a discussion on the history and future of provider assessments; 
 

(3) a review of the MMAC’s cost driver process and stakeholder suggestions;  
 

(4) a description of the Department’s strategic initiatives and recommendations; and, 
 

(5) a conclusion. 

II.  The Historical Cost Drivers in Maryland’s Medicaid Program 

Enrollment Is the Major Driver 

Since FY 2008, Maryland Medicaid expenditures have risen sharply. After reporting a relatively 
modest cost increase from FY 2007 to FY 2008, expenditures skyrocketed from FY 2008 to FY 2011, 
averaging 9.6 percent a year increases during that time period (Figure 1). In nominal dollars, total 
Medicaid expenditures increased from $5.7 billion to $7.5 billion, an approximate 32 percent increase in 
expenditures in three years (Table 2).10  
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Figure 1: Maryland and National Medicaid Enrollment and Cost Growth: FY 2008 to FY 2011 (National data taken from the Kaiser 
Family Foundation,  Results from a 50-State Medicaid Budget Survey for State Fiscal Years 2010 and 2011, September 2010). 

 The most significant cost driver was the increase in enrollment over the past three fiscal years. In 
FY 2008, Medicaid insured 709,924 people. In FY 2011, that number rose by 242,054 to 951,978. 
Maryland’s enrollment growth in this period was approximately 34 percent (Table 1).11 

                                                            
10 This figure includes payments by all Medicaid programs. 
11 In order to calculate the number of enrolled for the year, the member months in Table 1 is divided by 12.   
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Enrollment in Maryland was driven by three major factors: the expansion of eligibility for adults 
with children from 30 percent of the FPL to 116 percent of the FPL that began in July 2008 (Parent 
Expansion); adding non-hospital based outpatient substance abuse services to the Primary Adult Care 
(PAC) benefit package in January 2010; and the economic downturn that began in December 2007 
(Great Recession) which caused large losses of household income for Marylanders who then became 
eligible for Medicaid. 

The Parent Expansion has seen large increases in average enrollment since its inception. In FY 
2009, enrollment was 29,060; in FY 2010, it rose to 58,635; and in FY 2011, enrollment climbed to 
74,596.12 Within the broader Families and Children category, the increases were also dramatic. 
Independent of the Parent Expansion, there were large enrollment increases: average enrollment in FY 
2008, at the onset of the Great Recession, was 117,378. In FY 2009, enrollment was 185,596.  By FY 
2010, there were 289,824 enrollees. In FY 2011, enrollment reached 361,924. This represents an almost 
208 percent increase in enrollment from FY 2008 to FY 2011 in the Families and Children category -- 
without even including the Parent Expansion (Table 1).13 

Enrollment by Member Months, FY 2008 to FY 2011 

  FY 2008 FY 2009 FY 2010 FY 2011 
 

FY 08/09 FY 09/10 FY 10/11 

MD Medicaid 
Categories 

              

I. Managed Care 
Programs 

              

A. HealthChoice (Excludes individuals in special 
program waivers) 

          

1. Families & Children 
(FAC) 

              

     a.  July 08 Adult 
Expansion 

  348,722 703,617 895,153   101.80% 27.20% 

     b.  All Other FAC 1,408,542 2,227,148 3,477,888 4,343,091 58.10% 56.20% 24.90% 

Total FAC 1,408,542 2,575,870 4,181,505 5,238,244 82.90% 62.30% 25.30% 

2.  MCHP Children 3,666,668 3,283,409 2,742,744 2,495,059 -10.50% -16.50% -9.00% 

Other 1,295,421 1,311,945 1,345,422 1,380,425 1.30% 2.60% 2.60% 

Total Health Choice 6,370,631 7,171,224 8,269,671 9,113,728 12.60% 15.30% 10.20% 

B. Primary Adult Care 
Program 

363,313 353,104 479,660 637,354 -2.80% 35.80% 32.90% 

Other  FFS 1,785,142 1,745,720 1,686,246 1,672,649 -2.20% -3.40% -0.80% 

Grand Total Medical 
Care Programs 

8,519,086 9,270,048 10,435,577 11,423,731 8.80% 12.60% 9.50% 

Table 1: Medicaid Enrollment by Member Months. 

 The large enrollment gains pushed expenditures upward. In FY 2008, the total expenditure in 
Medicaid was $5.7 billion. In FY 2009, it rose 11.2 percent to $6.4 billion and in FY 2010, it climbed 
another 7.8 percent to $6.9 billion. In FY 2011, expenditures are projected to rise by 9.9 percent to reach 
$7.5 billion.  

                                                            
12 Id.   
13 Some of the increase can be attributed to children who were covered under MCHP now being covered under the Family 
and Children category due to more parents becoming eligible to the increase in income thresholds for parents starting July 
2008.  
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Almost all of this growth was experienced within the program’s managed care system, 
HealthChoice. This was due to the large influx of enrollees coming into the Families and Children 
category. In the managed care program, expenditures are projected to rise from $3.1 billion in FY 2008 
to $4.8 billion in FY 2011 (Table 2). It is important to stress that the increase in managed care 
expenditures does not equate to higher managed care profits; the increases cover the expected medical 
expenses of the new enrollees.  

The FFS expenditures are expected to grow at a much lower rate, from $2.6 billion to $2.8 
billion from FY 2008 to FY 2011 (Table 2). Between FY 2008 and FY 2011, the rate of growth in 
provider rates generally slowed over time, which contributes to the lower overall expenditure growth 
rate. For example, nursing home rates increased by 5.81 percent in FY 2008, 4.76 percent in FY 2009, -
2.75 percent in FY 2010 (a decrease), and 1.78 percent in FY 2011 (Table 2).  

 

Medicaid and MCHP Costs, FY 2007– FY 2011 (in millions) 
(based on service date and does not include administration expenditures) 

 
 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 

(Projected)14 
Managed Care $2,975 $3,142 $3,586 $4,132 $4,757 
Annual Change - 5.6% 14.1% 15.2% 15.1% 
Non Managed/ 
FFS  

$2,447 $2,580 $2,781 $2,725 $2,786 

Annual Change - 5.4% 7.8% -2.0% 2.2% 
Total MA Costs $5,422 $5,722 $6,367 $6,857 $7,543 
Annual Change - 5.5% 11.2% 7.8% 9.9% 
Table 2: Medicaid and MCHP Expenditures, FY 2007 to FY 2011.  

Overall expenditures have grown between 8 percent and 11 percent over the last few years. A 
similar rate of growth is expected in FY 2012.  

Maryland’s experience has been similar to many other states. Across the country, Medicaid 
programs have experienced high enrollment rates and greater expenditure growth due to the economic 
downturn. This development was expected, however, because Medicaid was designed to be a 
countercyclical program. Its enrollment and expenditures are designed to grow during times of economic 
stress because Medicaid insures more individuals during these times. A similar surge in enrollment and 
expenditures occurred in the early 2000s when the country experienced a recession. In the middle of the 
decade, expenditures and enrollment had dropped because the economy had experienced growth. In 
many states, this stress on Medicaid and state budgets is mitigated by a higher federal medical assistance 
percentage (FMAP) as overall state per capita income declines – because the FMAP, or the percent of 
Medicaid expenditures paid by the federal government, increases when per capita income declines.  
However, Maryland has not seen any change in the state’s FMAP (which has been 50 percent 
throughout the period, with the exception of ARRA enhanced funding), due to the state’s consistently 
high per capita income relative to the nation as a whole.   

In the Kaiser Family Foundation’s annual surveys of Medicaid coverage, spending and policy 
trends, other states reported that enrollment was their single largest cost driver during the Great 
Recession. This occurred chiefly because of the recession but in some cases it was also tied to coverage 

                                                            
14 Providers have 12 months to bill for services under our fee-for-service program.  Due to this issue, it takes time to finalize 
actual expenditures. 
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expansions similar to Maryland’s Parent Expansion.15 According to the National Governors Association 
(NGA) and the National Association of State Budget Officers (NASBO), states’ budgets have improved 
since the worst of the recession, but they still face a dire fiscal situation.16   

During the 45 year history of the Medicaid program, states often responded to severe economic 
challenges (and Medicaid expenditure increases) by altering eligibility rules to slow or cap enrollment 
growth. This tool no longer is available to states because a federal maintenance of effort (MOE) 
requirement now exists under the Affordable Care Act. The MOE requirement prevents states from 
reducing eligibility levels below the eligibility standards in place as of March 2010. While the 
Department strongly supports the MOE as sound policy, it must be noted that states then must turn to 
other tools to manage overall Medicaid expenditure increases.  

The Centers for Medicare and Medicaid Services (CMS) clarified this maintenance of effort rule 
for all states in February 2011. Specifically, CMS determined that states could place eligibility limits on 
populations serviced as expansion populations under an 1115 waiver when CMS renews such waivers. 
The PAC program is an expansion program under an 1115 waiver and when Maryland renewed its 1115 
waiver in July 2011, the state reserved the right to place a cap on enrollment. The Department would 
determine the cap level and allow enrollment to meet the cap eventually through attrition. It is the 
Department’s strong position, however, that reducing eligibility levels should be a last resort to manage 
expenditures.   

Maryland Medicaid Expenditures Per Enrollee Are Similar to Other Health Care Consumers 

In contrast to the large increases in enrollment and overall program expenditures, Medicaid’s 
cost per person has actually decreased since the beginning of the Great Recession. In FY 2008, the cost 
to insure an enrollee per month (per member per month or PMPM) was $672, but in FY 2011, the 
PMPM is projected to drop to $663 (Table 3). 

Medicaid PMPM Expenditures FY 2007 to FY 2011 

  
FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 

(Projected)17

MA PMPM 
Expenditures $645  $672  $687  $658  $663  

Annual 
Change - 4.20% 2.20% -4.30% 0.80% 

         Table 3: Medicaid PMPM Expenditures, FY 2007 to FY 2011 

This decrease is attributable to changes to the mix of the enrollees in Medicaid. Most of the 
enrollment growth since FY 2008 has been in the healthier eligibility groups, such as the Families and 
Children categories; rather than the groups defined by a certain level of disability. Furthermore, the new 
individuals enrolling in PAC have lower expenditures simply due to the fact that the PAC program is a 
limited benefit program; it does not cover higher cost services, such as hospital and nursing home 
expenditures. 

Medicaid expenditures can be divided into two categories: claims paid on a FFS basis and the 
capitated payments paid to managed care organizations (MCOs) to cover the health care expenditures of 

                                                            
15 See the Kaiser Family Foundation’s 50 State Surveys from FY2006-2007 to FY2010-FY2011. 
16 National Governors Association and National Association of State Budget Officers. The Fiscal Survey of States. Fall 2011. 
17 See Footnote 10. 
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MCO enrollees. Approximately 82 percent of Medicaid enrollees receive their care primarily through 
MCOs and 18 percent receive their care primarily through FFS.18 

While PMPM expenditures for managed care from FY 2007 to FY 2011 were kept steady, 
Maryland experienced some variation in expenditures in the FFS program, though it managed to make 
reductions in the FFS program from FY 2009 to FY 2010 (Table 4). As mentioned earlier, that drop can 
mainly be attributed to a reduction in nursing home payments during that year. 

 

Medicaid PMPM Expenditures FY 2007 to FY 2011 by Managed and Non-Managed 
Care 

  
FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 

(Projected)19 

Managed Care $453  $466  $476  $470  $488  

Annual Change - 3.00% 2.10% -1.30% 3.70% 

Non 
Managed/FFS $1,329  $1,446  $1,594  $1,650  $1,709  

Annual Change - 8.80% 10.20% 3.50% 3.50% 

           Table 4: Medicaid PMPM Expenditures FY 2007 to FY 2011 by Managed and Non-Managed Care. 

 

Each state’s Medicaid program is different and the health of individuals served can vary greatly.  
While it is difficult to compare Medicaid populations across states, Maryland does compare favorably to 
nearby states in terms of the cost per enrollee. According to the Kaiser Family Foundation, in FY 2007 
(the most recent year available) the District of Columbia, New Jersey and Pennsylvania all had higher 
PMPM expenditures while Virginia, Delaware and North Carolina were less expensive (Figure 2).20 

 

 

 

 

 

                                                            
18 These percentages include both HealthChoice and PAC. 
19 See Footnote 10. 
20 Kaiser Family Foundation. State Health Facts. www.statehealthfacts.org. 
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Average Medicaid Payments per Enrollee for the Mid-Atlantic 
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Source: Kaiser Family Foundation.www.statehealthfacts.org  

 
Figure 2: Average Medicaid Payments per Enrollee for the Mid-Atlantic Region, FY 2007 

 

Hospital and Nursing Home Services 

The distribution of services and spending is not comparable between Medicaid’s managed care 
program, HealthChoice, and FFS. In HealthChoice, 56 percent of the capitated payment is estimated to 
cover hospital services in CY 2011. In FY 2010, almost 70 percent of FFS expenditures were for nursing 
facility and hospital services, because the populations not enrolled in HealthChoice include those people 
residing in nursing homes, individuals dually eligible for Medicare and Medicaid, and those who 
spenddown to Medicaid (Figure 3).21 Medicaid rules permit individuals to ask for up to three months of 
retroactive eligibility from the date of application. Retroactive eligibility periods are paid in the FFS 
program even if such individuals ultimately enroll in HealthChoice.  

                                                            
21 These are individuals who otherwise would not be eligible for Medicaid but who experience large medical expenses that 
drive down their incomes thereby allowing them to qualify for Medicaid. 
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Figure 3: HealthChoice  and FFS Expenditures by Category of Service. 

 

HealthChoice MCO Capitation Rates     FFS Expenditures 
       By Category of Service, CY 11      By Category of Service, FY 2010  

3%

         Total Expenditure $2.9 billion         Total Expenditure: $2.8 billion 

 Inappropriate emergency room (ER) usage is a common issue across all payers, not just 
Medicaid. Medicaid, private insurance and uninsured patients have similar rates of using ERs for non-
emergent or primary care treatable care. The most recent data, acquired from CY 2008, demonstrated 
that between 36 percent and 40 percent of all emergency room visits across payers excluding Medicare 
did not require emergency room care. Medicaid is not an outlier in ER utilization.22 

Changes in the Maryland Health Care Market 

Like commercial payers, Medicaid is responsible for reimbursing providers working in the 
public and private sectors. Therefore, developments in the health care sector with providers have a large 
affect on Medicaid, just as they do on consumers and private insurers. One of the factors in rising 
expenditures has been changes in how providers are economically organized. 

Maryland’s experience is consistent with national trends: there is an upward substitution in 
payments related to outpatient services. Hospitals are purchasing clinics and hiring physicians, and the 
resulting facility-related expenditures generate higher charges per visit than independent practices.23 The 
2011 statewide average hospital outpatient clinic rate set by the HSCRC is $175.  

Furthermore, national experts have found the consolidation of care within hospitals has yet to 
result in greater efficiencies or enhanced quality of care.24 One of the challenges is productivity-based 
compensation used by many hospitals for physicians. The Department should explore the implications of 
these trends further, as well as strategies to mitigate them. 

                                                            
22 Maryland Health Care Commission, presentation of Current Emergency Department Utilization Trends in Maryland, 
UMBC Tech Center 2009. 
23 Raising Hospital Employment of Physicians:  Better Quality, Higher Costs?, O’Malley, Ann, Bond, Amelia, and Berenson, 
Robert, Center for Studying Health System Change, August 2011 
24 Id. 
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Another development with providers is the growing use of FQHCs. FQHCs are employing more 
physicians and buying practices, which is also a more expensive unit cost for Medicaid than independent 
physicians.  FQHC rates are set based on a three year average of individual FQHC costs and are 
increased each year thereafter based on the consumer price index. The average CY 2011 physician 
payment for Medicaid is approximately $88 compared to the average FQHC rate of $161. As with the 
upward substitution in costs for outpatient services example noted above, the Department may wish to 
analyze this issue further and quantify the costs associated with building a different infrastructure. Those 
costs could then be compared against the relative savings that could be achieved by reducing the higher 
costs of the FQHCs.  

Medicaid has an Unbalanced Approach to Long-Term Care 

 Another factor affecting Medicaid expenditures is Maryland’s bias towards institutions in long-
term care (LTC). While enrollees prefer to receive long-term services and supports (LTSS) in home or 
community settings, Maryland Medicaid has historically devoted less financing to home- and 
community-based services (HCBS) than the national average and has spent more than the national 
average on nursing facility care (Figure 4). Both nationally and in Maryland, nursing facility care is 
more costly than HCBS.25 Many enrollees would be able to receive HCBS to meet their health care 
needs, but are instead directed to a nursing facility which in turn results in greater LTC expenditures for 
Medicaid. In order to cut costs and improve quality, the Department is in the process of “rebalancing” its 
long-term care system so that individuals that are able to receive HCBS find suitable options for their 
care. A full description of the Department’s efforts can be found in the Strategic Initiatives section of 
this report. 
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Figure 4: State Per Capita Spending on Nursing Facilities and HCBS: Older People and Adults with Physical Disabilities, 2009 

 
                                                            
25 Medicaid Long-Term Services and Supports in Maryland: Money Follows the Person Metrics. (2011). The Hilltop 
Institute. 
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III.  Provider Assessments 

 Since the beginning of the Great Recession, states across the country have increasingly used 
provider assessments to close revenue gaps in their budgets to meet their Medicaid obligations. 
Maryland has not been unique in its reliance on provider assessments for program funding. The Kaiser 
Family Foundation issued a report pointing out that in FY 2003, only 21 states had any kind of provider 
assessment with the majority of the assessments levied on nursing homes. By FY 2012, 47 states and the 
District of Columbia had provider assessments.26 

 The growth of provider assessments has occurred as a means to raise the non-federal share of 
Medicaid revenue. Maryland is able to match the provider assessment revenue coming from provider 
assessments with federal funds – the provider assessment revenue is a substitute for state general funds, 
in other words. Provider assessment rates in Maryland are currently 5.5 percent for nursing homes, 5 
percent for hospitals and 2 percent for MCOs. 

 Much like other states, the scale of Maryland’s provider assessments has grown since the 
beginning of the Great Recession. In FY 2008, the state had an assessment on nursing homes and on 
managed care organizations that generated revenue in the amount of approximately $130 million. In FY 
2009, an assessment on hospitals was implemented and total assessments grew to $165 million. In FY 
2010, overall assessment revenue rose to $197 million. In FY 2011, the state collected $328 million in 
provider assessments. In FY 2012, across all provider types, the state will collect a total of $624 million 
in provider assessment revenue (Table 5). 27 Like the increase in assessments, the overall Medicaid 
budget increased as well.  From FY 2008 to FY 2012, the overall Medicaid budget increased by $2.6 
billion; whereas, the increase in provider assessment revenue was $494 million.    

Provider Assessments FY 2008 to FY 2012 

 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 

Nursing Home $34,580,201 $44,361,522 $43,682,680 $89,784,297 $126,027,431 
Hospital*  $19,000,000 $45,768,121 $129,919,614 $389,825,000 
MCO Assessment** $95,000,000 $102,000,000 $108,000,000 $108,000,000 $108,000,000 
Total $129,580,201 $165,361,522 $197,450,801 $327,703,911 $623,852,431 
*The hospital assessment only focuses on assessments for cost containment.  Does not include the assessment associated with the expected averted 
uncompensated care due to the Medicaid parent expansion in FY 09. FY 12 budget language provides for a 1.25% assessment on projected regulated net 
patient revenue for the parent expansion. 
 

Additionally, 39 percent of the hospital assessment in FY 10 was passed along to payers in the form of a rate increase.  In FY 11, 74 percent of the hospital 
assessment was passed along to payers.  In FY 12, the amount passed along to payers in the form of a rate increase was 86 percent. 
 

FY 09 hospital amount is for discontinuing hospital day limits early. 
 

**MCO assessment for FY 11 and FY 12 simply maintains FY 10 amount, since FY 11 is incomplete.  Additionally, the amounts include total revenue, not 
all funds went to the Medicaid Budget. 

Table 5: Provider Assessments FY 2008 to FY 2012. 

The federal government long has been skeptical about states’ utilization of provider assessments 
to generate state Medicaid matching funds. In order to limit this practice, Congress and the federal 
government acted in 1991 to establish a new statutory and regulatory scheme to govern provider 
assessments.  

                                                            
26 See the Kaiser Family Foundation’s 50 State Surveys from FY 2006-2007 to FY 2010-FY 2011. 
http://www.kff.org/medicaid 
27 The hospital assessment number does not include the amount assessed on hospitals to finance the Medicaid parent 
expansion.  The Medicaid parent expansion hospital assessment is directly attributed to amount of averted uncompensated 
care as a result of the expansion.  
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 The 1991 reform created a three part test: 

(1) Assessments must be “broad-based.” The assessment must be imposed on all the health care 
items or services rendered by all the non-federal, private providers in the class in the state.  In 
other words, all providers must be assessed, not just Medicaid.   

(2) Assessments must be “uniformly imposed.” The assessment is uniformly imposed if it is the 
same amount or rate for each provider in the class. For example, the tax rate cannot vary in 
such a way that the broad-based requirement is defeated through variable tax rates.   

(3) States cannot raise reimbursement rates to providers in such a way that providers are held 
harmless. The assessment statutorily cannot be passed back to the provider in the form of a 
rate increase or some other gain. However, there is a safe harbor for this requirement: if the 
assessment is only 6 percent or below of the revenue earned by provider, then the federal 
government automatically assumes that the requirement has been met. 

Maryland’s provider assessments meet federal guidelines for the Medicaid program. They are 
broad-based, uniformly imposed, and fall under the 6 percent level. 

Within the last year, Congress and the Obama Administration again have scrutinized provider 
assessments, in order to lower federal expenditures. The Bowles-Simpson Commission recommended 
eliminating provider assessments altogether as a source for states to draw down federal funds.28 The 
Obama Administration recommended gradually phasing in a lower safe harbor threshold – moving the 
safe harbor ceiling from 6 percent to 3.5 percent in FY 2017.29 As an example of the state impact, the 
Department of Budget Management has very preliminary estimates that show if the state were to keep 
assessments at current levels, the loss in revenues for Maryland would total $150 million in FY 2015 
and $421 million in FY 2017 under the President’s plan.  

While no federal changes to assessments have been made yet, the Department should be 
prepared for a change that would limit revenues from assessments. Maryland would have time to address 
this in a future legislative session if Congress enacts any changes as none of the proposals under 
consideration would reduce provider assessments in the next couple of fiscal years. Furthermore, in 
future sessions the Legislature could take into consideration any potential savings from any federal 
health care reform initiatives or cost containment items the Department is considering when designing a 
response to any Congressional action. 

While Maryland’s provider assessments meet federal Medicaid guidelines and are similar in size 
and scope to other states’ arrangements, the Department does not construe these assessments to be 
permanent features of the Medicaid budget. Maryland had to increase assessments in the short term or 
make significant cuts to Medicaid because of the stress on the program due to increased enrollment and 
falling state revenues. The Governor and Legislature determined that raising assessments was the best 
option among the available choices. The Department has no desire to make these assessments a 
permanent component of Medicaid financing. In each budget cycle, the Department anticipates that the 
Governor and Legislature will reconsider whether the assessments remain necessary to finance 
Medicaid. 

 

                                                            
28 Kaiser Commission on Medicaid and the Uninsured. Medicaid Financing Issues. May 2011. 
29 Id. 
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IV.  The Maryland Medicaid Advisory Committee Cost Driver Process 

 The MMAC served as the vehicle to bring stakeholders together to review long-term costs and 
expenditures, to make recommendations on bringing costs down, and to review the sustainability of 
provider assessments. The group is uniquely situated to handle this kind of task. The MMAC already 
consists of providers, advocates, consumers, sister agencies and state legislators that have expert 
knowledge on Medicaid policies and issues.  

 The Department, along with the MMAC, held public meetings on cost drivers and cost 
containment on July 28, 2011, August 25, 2011, September 22, 2011, October 20, 2011 and November 
17, 2011 at the Department’s headquarters in Baltimore. Additionally, there were two public hearings on 
cost containment in Baltimore City on July 28, 2011 and Annapolis on August 2, 2011, and a public 
presentation before the Joint Committee on Health Care Delivery and Financing on September 6, 2011. 
(See Appendix A.) 

 In the course of the cost driver discussions, the MMAC identified a number of trends within 
health care costs that affected cost inflation. These trends were not limited to Medicaid, but are 
challenges that all payers, providers and consumers have faced. These issues included: the use of 
expensive hospital outpatient facilities when cheaper alternatives may be available to consumers; the 
growing consolidation of smaller doctor practices by hospitals which drive costs upward as facility fees 
are incorporated into reimbursement rates; and excessive use of emergency room medicine.  

The Department received over 200 proposals from stakeholders and the general public during the 
cost containment and cost driver process. The proposals ranged from short-term to long-term ideas for 
cost control. (See Appendix C.) The following is an abbreviated list of proposals meant to illustrate the 
breadth of the ideas submitted and is not an endorsement of any particular policy:   

• Rebalancing long-term care – Proposals included: allowing categorically eligible 
Medicaid enrollees to apply simultaneously to institutional eligibility and HCBS waivers; 
increasing supports and services so that enrollees can remain in the community; taking 
advantage of dual eligible federal demonstrations; expanding consumer directed service 
options and reorganizing Medicaid services based on functional need; partnering with 
MCOs to identify individuals meeting nursing home level of care at the earliest possible 
time and moving them into HCBS waivers; expanding use of in-home personal assistants; 
and reducing paid days in the nursing facility bed-hold policy. 
 

• Coordination of care and benefits – Proposals included: reducing unnecessary hospital 
readmissions; implementing greater care coordination for Medicaid “dually eligible” 
enrollees; and expanding the Patient-Centered Medical Home project to all Medicaid 
patients. 
 

• Improving quality of care – Proposals included: encouraging use of end of life planning 
tools, like advanced directives; developing quality monitoring and reporting tools for all 
Medicaid services; implementing pay-for -performance programs across providers; and 
moving to performance-based provider eligibility.  
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• Reducing and eliminating fraud, waste and abuse – Proposals included: hiring more fraud 
investigators; implementing stiffer penalties; increasing use of technology by eligibility 
workers to check income, assets and citizenship; and increasing the activities of the 
recovery unit. 
 

• Expanding the use of Health Information Technology – Proposals included: expanding 
use of electronic health records; and replacing the Medicaid Management Information 
System (MMIS) with a more technologically advanced computer system. 
 

• Improving administrative functions – Proposals included: implementing pre-payment 
claim unbundling detection software; outsourcing claims expense recovery services; 
streamlining programs; and improving the efficiency of eligibility staff. 
 

• Improving mental health systems – Proposals included: expanding cost effective 
programs for high utilizers; developing a statewide crisis program; developing recovery-
oriented acute care systems; consolidating the Mental Hygiene Administration and the 
Alcohol & Drug Abuse Administration; and implementing self-directed disease 
management programs in substance abuse treatment programs, psychiatric rehabilitation 
programs (PRPs), and for individuals with developmental disabilities. 
 

• Maximizing federal Medicaid matching rates – Proposals included: creating community 
incentive pools; and shifting eligible children from Title XIX to Maryland Children’s 
Health Program (MCHP). 
 

• Reducing or modifying reimbursement for services – Proposals included: limiting 
optional services such as durable medical equipment, disposable medical supplies, 
personal care services, private duty nursing, mobile treatment services, podiatry, 
pharmacy and others; requiring preauthorization of specialty services that do not require 
anesthesia to encourage lower-cost settings; expanding preauthorization generally to limit 
the use of more costly settings; and eliminating the Kidney Disease Program. 
 

• Reducing ER use – Proposals included: instituting co-pays for non-emergency visits; 
working with the Maryland Health Services Cost Review Commission to change the rate 
reimbursement system to discourage ER use; providing incentives to use medical day 
care to divert ER and inpatient days; and creating a discharge case manager program in 
hospitals that would improve health outcomes and reduce subsequent hospital and 
physician utilization. 
 

• Reducing pharmacy cost – Proposals included:  controlling drug expenditures by 
implementing a managed care program instead of reimbursing for drugs on a fee-for-
service basis; and raising co-pays for prescription drugs. 

As part of the process, the Department worked with the MMAC to discuss guiding principles on 
how to triage or rank ideas submitted for consideration. The MMAC discussed the following guiding 
principles: 

• Promoting lower-cost community options; 
• Aligning Maryland with other states; 
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• Promoting good public stewardship; and, 
• Reducing non-medically necessary services 

The Department also fulfilled its mandate to review provider assessments in its meeting on 
October 20, 2011. (See Appendix B.) 

On the November 17, 2011 meeting, the MMAC expressed its consensus that the process had 
resulted in a useful set of proposals that fit within the Department’s strategic objectives. The MMAC 
affirmed that the approach the Department has begun will result in cost savings and expects to be 
involved in further expenditure growth discussions in the future.  

V.  Strategic Initiatives and Recommendations 

 The rising expenditures in Medicaid primarily have been caused by an increase in enrollment. It 
is difficult to address this cause of the Medicaid budget challenge, because Medicaid is intended to 
provide a coverage safety net. Furthermore, even if Maryland theoretically wanted to make the difficult 
policy decision to revise Medicaid enrollment criteria, the State could not proceed (other than with 
respect to the PAC program) because of the MOE requirement in the Affordable Care Act. Moreover, 
any such changes would be ones of last resort because they are drastic and the Department prefers to 
explore options that do not negatively impact enrollees. But putting aside these concerns, clearly the 
Department is unable to control the external factors driving enrollment-related cost growth, namely the 
overall health of the economy in Maryland.   

However, the Department, working in concert with the MMAC and other workgroups and 
stakeholders, has been able to review its processes and explore ways that it can limit expenditures. The 
Department has found that the trends that increase Medicaid expenditures cannot be solved by a handful 
of discrete policy changes. Rather a thoughtful and comprehensive approach that addresses issues like 
long-term care rebalancing, payment and delivery system reform, and other large Medicaid processes is 
necessary. 

The Department has begun to analyze and implement a series of strategic initiatives that will 
increase efficiency, reduce expenditures, and boost quality of care for the programs’ participants. These 
strategic initiatives were influenced by and aligned with many of the policy suggestions that arose from 
the MMAC cost driver process. While the Department is focusing its efforts on these larger strategic 
goals, all 200 of the submitted proposals will be considered as the Department works with the 
Department of Budget Management and the Legislature to build its future budgets. The larger strategic 
initiatives that focus on controlling expenditures with multiple policy changes include:  

• Rebalancing long-term care; 
• Changing the way services are delivered by analyzing upward and downward substitution of 

higher cost services; 
• Implementing medical homes, including the MHCC all-payer pilot and the Medicaid chronic 

health home initiative; 
• Improving efficiency and quality, while avoiding duplication of services through EHR; and, 
• Ensuring that Medicaid remains the payer of last resort. 
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Rebalancing Long-Term Care 

 Maryland may be able to realize savings by rebalancing the services it provides to individuals 
who need LTSS. Rebalancing refers to shifting individuals away from institutional care when possible in 
favor of a home or community-based setting. As of FY 2011, the state was projected to provide nursing 
facility coverage to 22,583 individuals (Table 6). In FY 2009, only 36.8 percent of Maryland’s budget 
for older and physically disabled individuals was spent on HCBS. 

Number of Medicaid Nursing Facility Residents in Maryland by Age Cohort 

Age FY 2008 FY 2009 FY 2010 FY 2011 (Projected) 
All Ages 22,719 22,635 22,593 22,583 
Under 65 4,529 4,669 4,779 4,518 
65 and Older 18,190 17,966 17,814 18,065 

  Table 6: Number of Medicaid Nursing Facility Residents in Maryland by Age Cohort 

The savings that would accrue to the state from long-term care rebalancing could be significant. 
On a per capita basis, HCBS are far less expensive than nursing facilities. The average difference in cost 
between an individual cared for in an institution versus cared for in one of Maryland’s waiver programs 
is 33.6 percent (Figure 5).30 

 
Figure 5: Pre- and Post-Transition From Nursing Facility, Chronic Hospital, State Residential Center, or Institute for Mental 
Disease into HCBS Waiver Program: Total Per Member Per Month (PMPM) for All Medicaid Expenditures FY 2008-FY 2010 
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The Department is moving proactively to expand the use of HCBS for Medicaid enrollees. It 
created the Long Term Care Workgroup to begin planning for rebalancing. The Workgroup developed 
two major initiatives: the Community First Choice and the Balancing Incentive Payments Program. The 
Workgroup will transition into other stakeholder groups that will be more focused on these two 
initiatives in CY 2012. 

                                                            
30 Medicaid Long-Term Services and Supports in Maryland: Money Follows the Person Metrics. (2011). The Hilltop 
Institute. 
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Community First Choice 

Section 2401 of the Affordable Care Act created a program called Community First Choice 
(CFC), which provides states the option to offer certain community-based services as a state plan 
benefit. Maryland currently plans to pursue this option and consolidate personal care services across 
three existing programs: the State Plan Medical Assistance Personal Care program, Living at Home 
Waiver, and Older Adults Waiver under one State Plan program that offers both self-direction and 
agency model services. 

The Department estimates the current cost of services allowable under CFC to be approximately 
$194 million in FY 2013 (currently with a 50 percent federal match). With an increased federal match, 
the Department will maintain its current state share ($97 million), giving the program a total budget of 
$220 million. The additional funding will pay for new enrollees, additional services, improved service 
reimbursement, and quality assurance initiatives. 

Balancing Incentive Payments Program (BIPP)  

The Balancing Incentive Payments Program (BIPP) is a temporary federal initiative meant to 
increase HCBS in states that have low levels of HCBS funding. The program will provide Maryland 
with a two percentage point increase in its federal match for HCBS as an incentive to spend a larger 
proportion on HCBS rather than on institutional care. Maryland will have to adopt certain administrative 
changes, including creating a single entry point for enrollees to gain access to all long-term services by 
receiving information on available services, receiving referral services, and receiving an assessment that 
would determine financial and functional eligibility for various programs. 

During the Long Term Care Workgroup meetings, stakeholders questioned whether the 
Department planned to take advantage of CMS State Demonstrations to integrate care for individuals 
eligible for both Medicaid and Medicare services (dual eligibles). A number of stakeholders also 
suggested this option as a way to contain expenditures. The Department responded that our priority was 
to build community-based capacity through Community First Choice and BIPP before embarking on 
efforts to implement an integrated care model. However, to keep options open, Maryland did submit a 
letter of intent concerning our interest in exploring the financial models offered by CMS to integrate 
care for dual eligibles. 

Changing Service Delivery 

Changing the way services are delivered to Medicaid enrollees will help drive expenditures 
downward. The Department will be able to realize cost savings by identifying and shifting HCBS-
eligible individuals from institutional care to community settings, encouraging the use of primary care 
physicians instead of Emergency Room medicine, and using similar methods to substitute higher cost 
services with less expensive options that maintain or increase quality of care. 

Other promising approaches include providing intensive case management and support to high-
cost patients, supporting public health initiatives such as the tobacco quit line where feasible, and 
engaging in state-level conversations about innovative payment mechanisms and health care delivery 
reform. 
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Implementing Medical Homes 

 The Department supports the development of medical homes, a program where a primary care 
provider is involved in the planning of health care services and directs care among a set of providers as a 
means to increase quality of care, coordination of benefits, and reductions in expenditures. Two 
initiatives currently being pursued are the Maryland Health Care Commission’s all payer pilot Patient 
Centered Medical Home (PCMH) and the Medicaid program’s Chronic Health Home initiative.  

 The MHCC PCMH is a health care practice model which pairs a team of health professionals 
with a primary care provider to provide comprehensive and coordinated care to a patient. The primary 
care provider serves as the initial point of contact for the patient’s needs and coordinates care with 
health care specialists. The PCMH aims to provide care for the patient in all stages of life and to manage 
of all the patient’s health care needs. 

Medicaid is participating in the MHCC pilot, which means that it reimburses participating 
providers for the medical home services that are attributable to patients covered under Medicaid. In FY 
2012, Medicaid’s funding to pay for these medical home services is capped at $1.5 million (total funds).   

The Chronic Health Home initiative arises from another federal government program found in 
the ACA. Section 2703 of the ACA allows states to amend their Medicaid state plans to offer Health 
Homes that would provide a comprehensive system of care coordination for enrollees with two or more 
defined chronic conditions. Health Home providers would coordinate all primary, acute, behavioral 
health and long-term services and supports to treat the “whole-person.” The integration of primary care 
and behavioral health services is critical to achievement of enhanced outcomes for this population. The 
new health home services are eligible for a 90 percent match from the federal government for the first 
eight quarters of the program. 

  The Department is interested in this initiative. It has briefed interested groups in the state and is 
reviewing the federal requirements to determine the best approach. The State of Missouri has recently 
amended its Medicaid State Plan to implement health homes that will include a primary care chronic 
health home and a community mental health center health home. The Department will continue to 
monitor the experiences of other states as it determines the best way to move forward. 

Utilizing Electronic Health Records 

 The Department has begun implementing the Electronic Health Records (EHR) Incentive 
Program, which will result in greater efficiency and quality while reducing duplication of services. 
Established by the Health Information Technology for Economic and Clinical Health Act (HITECH 
Act), the EHR Incentive Program provides incentive payments at 100 percent federal financial 
participation to eligible professionals and eligible hospitals as they adopt, implement, upgrade or 
demonstrate meaningful use of certified EHR technology. The program runs through 2021. 

Health Information Technology will reduce costs and inefficiencies in health care by 
electronically linking doctors, insurance providers, pharmacies, and government institutions to 
consumers and their individual health information. Cost savings may be achieved through reduction in 
administrative overhead, while inefficiencies may be reduced through better monitoring of health care 
services, particularly duplicative treatments and tests.  
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  Maryland began its program in October 2011 and is scheduled to accept provider and hospital 
registration in December 2011. Currently, over 240 providers and hospitals have registered to 
participate. 

Medicaid as the Payer of Last Resort 

If there is third party coverage or other insurance available to enrollees, these other programs 
should be used to cover services. Maryland should be viewed as the payer of last resort when no other 
insurance or coverage is available. Maryland always strives to be a good steward of public resources, 
and prudent fiscal management in the current economic climate is vital for the long-term sustainability 
of our programs. 

VI.  Conclusion 

 Medicaid expenditures have grown precipitously over the past three years. The escalating 
expenditures are tied to rising enrollment, as the program has had to provide care for approximately 
240,000 additional enrollees between FY 2008 and FY 2011. This enrollment growth is tied to a 
reduction in household income amid the current financial crisis as well as the expansion of eligibility for 
parents of children in Medicaid that began in July 2008. 

 The stress on the state budget to simultaneously meet the added Medicaid budget expenditures 
while coping with falling state revenues created pressures on policy leaders. The Governor and the 
General Assembly responded by levying assessments on health care providers in order to fill the gap in 
revenue. The use of provider assessments in the short term was a decision made by the leadership of the 
state to prevent deep cuts that would have significantly harmed the quality of care for Medicaid 
enrollees. The Governor and the General Assembly are expected to review the rates of provider 
assessments each year to see whether they are necessary to finance the Medicaid program.  

 The Department is limited in what it is able to do in preventing cost increases due to enrollment. 
Because of the MOE requirement and other policy considerations, revising eligibility criteria to slow the 
growth of income-based enrollment is not an option, except for PAC. In other words, the Department is 
required by federal rules to pay for those eligible for the program. Again, it is the Department’s strong 
position that reducing eligibility levels should be a last resort to manage expenditures.  

Despite the challenges in curbing enrollment-related cost growth, the Department, through the 
MMAC and other workgroups, has developed a series of strategic initiatives that will help to reduce 
expenditures. The Department’s recommendation to the Budget Committees is to request continued 
support for long-term care rebalancing, implementing medical homes, utilizing electronic health records, 
coordinating with statewide healthcare delivery reform, and ensuring that Medicaid is the payer of last 
resort. Furthermore, the Department as well as the Budget Committees should review the list of over 200 
ideas that arose from the workgroup process when determining future budgets.  
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