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Overview and Limitations
This summary report presents some findings on  potential economic impacts of expanding managed care, as  proposed by California’s Medi-Cal Redesign initiative in early and mid-2005. The expansion will cover the Aged, Blind and Disabled (ABD) Medi-Cal populations in California, populations also designated as Seniors and Persons with Disabilities (SPD).   For comparison purposes, we have included Other Families (OFAM) in the analyses. The total number of SPD eligibles statewide is estimated at about 1.6 million, of whom about 1.3 million are estimated to be in fee-for-service environments and about 290,000 in managed care environments.* This Medi-Cal population is estimated to be growing about 4.1% per annum. Excluding the dual eligible SPD population, the target SPD population consists of approximately 577,000 Medi-Cal beneficiaries in the fee-for-service sector currently, anticipated to increase to 623,000 beneficiaries by 2007. The expansion will be to seven (7) new County Organized Health Systems (COHS’), six (6) new Geographic Managed Care Counties (GMC), in addition to the current (old) twenty-two (22) managed care counties. The Center for Health Services Research in Primary Care (CHSRPC) of the University of California Davis Health System is undertaking this project on behalf of the California Program on Access to Care (CPAC) of the University of California Office of the President (UCOP). This project started on March 15, 2005 and will be completed by September 30, 2005. 
In undertaking this project, we utilized data readily available on the internet from the California 

* Assembly and Senate Health Committees and Budget Subcommittees on Health and Human Services, California Legislature, Medi-Ca:  Managed Care Expansion, August 16, 2005.

Department of Health Services (DHS), as well as some specialized data on dual eligibles from DHS, some information from the California Legislature, some benchmark data from other states and the California HealthCare and Kaiser Family Foundations. California DHS was reasonably successful with managed care expansion in the early to mid-1990s. We concluded that managed care expansion to cover the SPD population at this time, if well implemented from operational and administrative perspectives, assuming that conditions of strong quality, access and other performance  standards will have been achieved could achieve modest savings to the state and federal governments without significantly adversely impacting  Medi-Cal SPD enrollees.  It is important to note that the savings are indeed modest and that we did not take fully into account costs of implementation by either the state or managed care organizations. Although not addressed below, there may be some adverse impacts on safety net providers and other Disproportionate Share Hospitals.    
For this summary report, we  did not access Medi-Cal paid claims and provider file data except in a summary form, or managed care encounter data (except for a small sample of paid claims data on dual eligibles).  Nor, due to time and resource constraints, have we been able to address the costs of transition from fee-for-service to managed care, or the full implications of changes in quality and access that could be related to this transition except by inference. Finally, although dual eligible Medi-Cal eligibles are expected to be excluded from the mandatory expansion population, we have not been able to fully address the implications of the impacts of changes in federal policy on Medicare drug coverage on State program costs or on managed care providers.  However, given these constraints, we believe the approach discussed below and the findings on potential cost savings, in the range of 1.0% to 5%, appear to be within a reasonable range. 
Overall Approach and Selected Questions

Mandatory managed care expansion to include the aged, blind and disabled (ABD, or SPD) Medi-Cal population has been proposed as part of the Medi-Cal Redesign effort since January 2004. This expansion is also included as a condition for the State’s Disproportionate Share Hospital Waiver for the next five years. Details of the final policy remain to be worked out among the Federal government, the state administration and the California Legislature. This expansion has been proposed in part in order to increase the cost effectiveness of California’s Medi-Cal program and, over time, to achieve significant program savings. It has also been proposed in part in order to enhance quality and access to appropriate providers for the SPD population. 
Expansion has been proposed for the old Geographic Managed Care (GMC) counties of San Diego and Sacramento and new GMC counties of El Dorado, Fresno, Imperial, Kings, Madera, Merced and Placer. It has also been proposed for the current Two-Plan Model counties of Alameda, Contra Costa, Kern, Los Angeles, Riverside, San Bernardino, San Francisco, San Joaquin, Santa Clara, Stanislaus and Tulare and the new County Organized Health System (COHS) counties of Lake, Marin, Mendocino, San Benito, San Luis Obispo, Sonoma and Ventura.  Partly for comparison purposes, and partly because of sheer population size, we have included the remaining, fee-for-service “Other Families” (FAM or OFAM) population in the analyses. This latter population has been excluded from mandatory expansion.  
In this summary report , we seek to address the following questions: 

(1) What will be the program and state budgetary savings of this shift to mandatory managed  care for the SPD population if well and fully implemented?
(2) Comparatively, what savings can be achieved from mandatory expansion to the remaining FAM population currently in fee-for-service Medi-Cal?
(3) What are the implications of certain assumptions on managed care rates and carve-outs of Medi-Cal benefits?
(4) What are the cost characteristics by provider-service category for the SPD population in a particular county?

Forecasting  Approach and Assumptions
We obtained information on the proposed managed care expansion from the California Department of Health Services (DHS) and the Health and Human Services Agency (CHHS). Most data came from DHS’ Medical Care Statistics Section (MCSS).  We developed a statewide Medi-Cal managed care expenditure and enrollment projection model based on regression analyses by primary aid category for the years 1998 through 2004. The statewide forecasts to 2007 and 2008 from our projection model were then applied to individual counties, whether “old” or “new”.  For policy reasons, we decided to concentrate on results for 2007, the anticipated first calendar year of operations. We priced future Medi-Cal managed care expenditures in the old and new counties by using both statewide managed care rates (adjusted to reflect fee-for service experience) and expenditures per eligible-month (EPEM), net of long-term care, nursing home and dental spending. These exclusions represent major (but not complete) carve-out components in the state’s current managed care rate. They also represent major elements in the cost structures  of both the dual eligible, “medi-medi” (about 65% of the SPD Medi-Cal population and the non-dual eligible populations (about 35%).  The adjusted Medi-Cal managed care rates were used to get a rough indicator of Medi-Cal costs (program expenditures) per person net of all carve-outs.  
We established three target savings percentages, based partly on the standard DHS target savings of 5%, which has been used to determine managed care rates since the early 1980s. 5% can be seen as a medium-term savings goal. We adjusted this savings target down in part to reflect financing of transition costs--setting savings targets of 2.5% and 1% respectively--which  are assumed to be  borne at least partly by the state itself and partly by contracting managed care plans during the first several years of operations. The 1% and 2.5% targets are partly derived from previous experience at County Organized Health Plans (COHS’) in the 80s and several Two-Plan Model (2PM) plans in the mid-1990s. These targets are also derived from estimates recently prepared by The Lewin Group in its review of fourteen (14) state Medicaid programs, including, among other states, Oklahoma, Arizona, Texas, Minnesota, Kentucky, Maryland and California. In its forecasts for the State of Texas, Lewin projected medium-term savings for the ABD (SPD) populations to be either 4.5% or 2.25% per annum, depending on the magnitude of hospital and drug savings achieved by participating plans. Recent past experience in Texas indicated 8.6% savings for voluntary SSI enrollees in managed care less than 65 years of age, and 5% savings for SSI enrollees over 65. Medium-term savings estimates for an Oklahoma private health plan were about 4% for the SSI/ABD population during the first three years of operations. At this plan, 61% of ABD enrollees preferred managed care to fee-for-service. An evaluation indicated that SSI enrollees in managed care plans in California in the 1990s incurred 25% fewer preventable hospitalizations for a possible overall program savings of about 2-3%. For a subset of the developmentally disabled among the disabled population in Arizona’s ACCCHS program in the late 1980s, savings varied from 6% to 13% depending upon the contracting health plan.  In Maryland, for the dual eligible Medicaid-Medicare population, a private health plan achieved 12.5% net savings on the hospital side, balanced equally by increases in pharmacy and outpatient service costs. In Ohio during the mid 1990s, a managed care plan with voluntary enrollment of the disabled achieved savings of 37.1% savings (excluding nursing facilities).   
In our view the previous data indicate that simulations of savings percentages of 1%, 2.5% and 5% are reasonable for the first full operational year in California. We used a first full-time operational year starting January 1, 2007 as a basic start-up assumption, partly because that is the target set by the state along with the federal government.  However, we believe that a start-up operational calendar year of 2008 may be more prudent, given the significant planning and implementation challenges that the State, managed care organizations and SPD eligibles will face. We did develop savings estimates for both 2007 and 2008 though the latter are not included in the tables presented in the Appendix. Based on anecdotal information, the 1% and 2.5% target savings estimates for the first operational year are also consistent with start-up operational experience at most capable and cost efficient private and local initiative Medi-Cal managed care plans when dealing with mandatory families and voluntary SPD populations. 
Expanding managed care on a mandatory basis to SPD populations poses  difficult  policy and operational challenges to the state and health policymakers. Experts experienced at working with  SPD  (and OFAM) beneficiaries in managed care environments are essential at the state, local and health plan levels to assure the success of this expansion. A fundamental assumption for successful expansion is that effective quality, access and plan operational standards specific to the SPD populations are established and maintained,  together with the requisite expertise at the regulatory level and at private and public managed care plans.  Of particular importance are (a) development and maintenance of coordinated care networks and case management models for the aged, blind and disabled,  (b) provider and plan payment models that contain incentives to  coordinated care and case management and (c) prevention of adverse selection. In addition, provision of care through provider and/or service settings experienced in dealing with the SPD population is crucial.   Savings will be largely achieved, subject to the above quality and access constraints as well as operational constraints, through savings in inpatient utilization and in pharmaceutical expenditures. 
We made our projections based on the following additional assumptions, some more realistic than others: 
· Expenditures per eligible per month (EPEM) and managed care rates will stay the same through 2008; or increase on the average by 2% between mid year 2004 and mid year 2007. The same will apply to managed care rate equivalents. 
· Quality and access standards and coordination of care criteria for SPD populations in managed care environments have been established and implemented.

· Managed care organization performance standards have been established and implemented by the beginning of 2007. 

· Statewide expenditure increases are primarily the result of increases in eligibility, which are similar to those in the recent past.

· Aggregate statewide growth rates in eligibility by primary aid category (AID CAT) can be applied to each managed care county and projected based on past trends.

· Statewide average managed care rates can be applied to each old and new managed care county, if adjusted based on experience in neighboring fee-for-service counties. 
· Adjusted managed care rates reflect with reasonable accuracy the program expenditures by primary aid category given exclusions for all carve-out services.

· Implementation of SPD managed care expansion takes place at a uniform pace in old and new GMC and  Two-Plan Model counties, and  new COHS counties
· Impacts of managed care expansion can be estimated separately from impacts of possible  imposition of proposed premiums for certain groups of Medi-Cal eligibles. 

· Costs of transition can be partly equitably adjusted for through the workings of the reimbursement system with respect to managed care organizations.  
· Development costs in addition to those adjusted for through the reimbursement system can be addressed at the managed care organization level. 
· Carve-outs currently applicable to voluntary SPD populations in managed care organizations will remain the same for the SPD mandatory managed care expansion populations. 

· All aid codes within the primary aid categories OAS (aged), AB (Blind), ATD (Disabled) Other Families (OFAM) are included as part of the analysis.  
· Target cost impacts will include only the mandatory managed care population, all SPDs less the dual eligible population.

· Cost and utilization characteristics are roughly the same between the non-dual eligible and dual eligible SPD populations.  

Most of the above assumptions are self-explanatory. However, we included an average increase in expected provider and managed care plan rates of 2% between mid-year 2004 and mid-year 2007. It is not clear how realistic this assumption is. The percentage was suggested to us by a long-term analytical observer of the Medi-Cal managed care arena in California, and takes into account certain results of court actions and bailout rate adjustments for certain COHS’. The assumption that statewide growth in eligibility by primary aid category will apply to each old and new managed care county may not be reasonably accurate for particular, possibly rural and smaller counties.  We recognize as well that the assumptions of equitable distribution of implementation cost between the state and managed care organizations and uniform pace of implementation of managed care among counties by types of plan are not realistic depictions of what is likely to occur. The final assumption is also not accurate, since the dual eligible population is likely sicker and poorer than the non-dual eligible population.    
The Dual Eligible-Medicare Drug Issue
The majority of SPD beneficiaries are also eligible for Medicare, a group called the dual eligibles or “medi-medis”. . Although the dual eligible Medi-Cal SPD population has been excluded from mandatory expansion, some dual eligibles (about 148,000 in mid-2003) have already voluntarily enrolled with California managed care organizations.* The new Medicare Drug program--involving mandatory participation by Medicare beneficiaries in  prepaid drug plans (PDPs) or federal HMOs (MAs)--may provide incentives to this population to disenroll from Medi-Cal managed care plans thereby threatening financial viability of those plans. This program is currently being implemented for start up by January 1, 2006. Administrative costs of coordination of drug benefits between Medi-Cal, Medicare, managed care plans and individuals are likely to increase substantially. It is not clear that the transition to Prepaid  Drug (PDP) and/or Medicare Advantage (MA) planss will be smooth or timely, or will mesh well with mandatory managed care expansion. This Federal program relieves the State of its obligation to provide coverage for most drugs for the dual eligible population and may also reduce the economic and actuarial risks of serving the SPD population.
Overview of Findings
The data presented in Tables 1 through 6 are focused on the non-dual eligible portion of the Medi-Cal SPD population. The data are statewide, and cover all old Medi-Cal managed care counties except COHS, and all new Medi-Cal managed care counties, both GMC and COHS. Projections are based on growth in eligibles 1998-2004, extended to 2007. Costs are adjusted for the dual eligible experience. As shown in Tables 5 and 6, savings estimates from full implementation of managed care SPD expansion in 2007 are relatively modest, under even the most optimal conditions.  Tables 2-6 incorporate a 2% increase in the cost per eligible  measure, with either some or all carve-outs taken into account. In the Appendixes, with Tables A-1 through A-16, we show economic characteristics and forecasts for the total SPD population in the new GMC, old GMC, old Two-Plan and new COHS counties, covering 
* Kaiser Family Foundation, State Health Facts, 2005
both eligible and non dual eligible populations.  In Tables A-17 through A-20, we show  economic costs and utilization characteristics by primary AID CAT  by provider-service category for one managed care county, Alameda partly inrder to identify thos areas where savings are most likely.  (These analyses can be done for any managed care county.)

Preliminary Findings

· Total SPD population is anticipated to grow from 1.2 to 1.3 million between 2004 and 2007. Growth of non-dual SPD eligibles, from 577,000 to 622,000. 

· Most dual eligibles are aged. About 89% of the non-dual eligible population consists 
of  blind (AB) and disabled ATD) Medi-Cal enrollees and 11% are aged  (OAS)

enrollees, or 554,000 and 68,000 respectively in 2007.
· Aggregate program spending on the potentially affected Medi-Cal SPD population was about $7.5 billion in 2004, projected to increase to about $8.25 billion in 2007.

· Spending is split about 91.8% on AB and ATD, and about 8.2% on OAS statewide in 2007.

· 
· Annual eligible growth rates of the affected Medi-Cal populations range from  3.7% for the disabled and 4.8% for the aged, for a weighted average of  4.1%. 
· Total expenditures per eligible per month in 2004, for all services, range from $809.37 for the aged to $1117.13 for the blind and disabled, which will increase to $825.56 and $1139.47 respectively by 2007, at a 2% increase. 
Total expenditures on the non-dual eligible SPD population with long-term care and dental costs excluded will rise from $6.0 billion in 2004 to $6.7 billion in 2007, or from $875.90 to $895.11 per eligible per month. 

· At managed care rates adjusted for fee-for-service experience (i.e. net of current carve-outs), aggregate spending on the affected Medi-Cal populations will rise from $3.3. billion in 2004 to $3.7 billion in 2007, or from $482.75 to $493.30 per eligible per month.

· Savings estimates to the State with some carve-outs at 2.5% and 5% are a relatively modest $83.5 and $167 million respectively in 2007.
· Savings estimates to the state at managed care rates at 2.5% and 5% are a relatively modest  $46 million and  $92 million respectively in 2007. 

· With respect to Alameda County, for the OAS population, hospitals are 23% of core service expenditures (total expenditures with  carve outs for LTC, NH and DDS), and pharmacy, 67.3%, at a core services rate of $561.04.
· In Alameda County, for the ATD population, hospitals are 37.5% of core service expenditures, and pharmacy, 51.8%. 
· Any savings from shifts to managed care will be largely obtained from hospital and pharmaceutical expenditures.

Note on Sources:

The data in Tables 1 through 7 in the text and the Appendixes are largely derived from the excellent expenditures and utilization and eligibility databases developed by DHS’ Medical Statistics Section (MCSS) and are available  on the internet. Additional data on managed care rates were obtained from DHS’ Medi-Cal Managed Care Division, Capitation Payment Reports, 2004. Data on dual and non-dual eligibles were obtained from Kaiser Family Foundation, State Health Facts, California, 2005. 
An excellent overview of the State’s proposals can be found in Assembly and Senate Health Committee and Budget Subcommittees on Health and Human Services, California Legislature, Medi-Cal: Managed Care Expansion, August 16, 2005. A good case study of the link between Medi-Cal Redesign and the State’s budget can be found in Steve Zuckerman, Medicaid and the 2003-05 Budget Crisis—A Look at How California Responded, Washington, DC, Kaiser Family Foundation, August 2005. A good summary comparison between the managed care and fee-for-service sectors with respect to the disabled can be found in The Lewin Group, Medi-Cal Beneficiaries with Disabilities: Comparing Managed Care with Fee-for-Service Systems, California HealthCare Foundation, Oakland, August, 2005. 
For a summary of pertinent research on ABD-related pilot projects during the 1990s in Missouri, Ohio, New York and Wisconsin, see Susan G. Parker, Helping States Develop Medicaid Managed Care Models for the Chronically Ill and Disabled, Robert Wood Johnson Foundation Grant Reports, Princeton, NJ, 2000. This summary gathered from experience prior to 2000 is not particularly optimistic about the ability of states to develop and implement programs that can effectively link increased access to strengthened coordination of care  and cost effective, risk-adjusted capitation rates. 

The Lewin Group concluded in its review of 14 studies of managed Medicaid programs in various states that aggregate ongoing savings varied from 2% to 19% per year. and that on the average savings associated with SSI (ABD) populations were typically twice their percentage of enrollment. See The Lewin Group, Medicaid Managed Care Cost Savings—A Synthesis of Fourteen Studies, Report to America’s Health Insurance Plans, Washington, DC, July 2004. For a review of state aged programs, see Paul Saucier, Brian Burwell and Kerstin Gerst, The Past, Present and Future of Managed Long-Term Care, Report to the Office of the Assistant Secretary for Planning and Evaluation, US Department of Health and Human Services, Muskie School of Public Service, University of Southern Maine,  Portland, ME, April 2005. 
For the proposed expansion of Texas’ Medicaid managed care program, The Lewin Group estimated medium-term savings for the SSI population to be approximately  4.5% per year, given 40% savings from hospitals and pharmaceuticals, or 2.25%,  given 20% savings. During the late 90s and early 2000s, SSI savings varied between 5% and 8.6% in voluntary programs.  See The Lewin Group, Actuarial Assessment of Medicaid Managed Expansion Options, Texas Health and Human Services Commission, Austin, December 15, 2003. The early information on Arizona comes from Lynn Parringer, PhD, et al, Evaluation of Arizona’s Health Care Cost Containment System Demonstration, Second Report, San Francisco: Laguna Research Associates, 1992. The Maryland information comes from L.C. Burton, J.P. Weiner, G.D. Stevens and J. Kasper, “Health Outcomes and Medicaid Costs for Frail Older Individuals: a Case Study of a MCO versus Fee-For-Service Care,” Journal of the American Geriatric Society, v. 50, v.2, February 2002, 382-388. The Ohio results come from R.D. Cebul, I. Solti, N.H. Gordon, M.E. Singer, S.M. Payne and K.A. Gharrity, “Managed Care for the Medicaid Disabled: Effect on Utilization and Costs,” Journal of Urban Health, v. 77, n. 4, December 2000, 603-624. 
For an early estimate of potential savings (up to 5%) from ABD enrollees in a managed care program, see Lawrence Hart, MD, MPH and Albert Lowey-Ball, The Santa Barbara Health Initiative: a Capitated and Case-Managed Medicaid Program, Volumes 1 and 2., John A. Hartford Foundation, New York, June 1984. California DHS has a general standard target savings for managed care programs of 5%, based to a large extent on fee-for-service experience in neighboring counties. However, for long-time programs, the basis for comparison has become increasingly divorced from fee-for-service and managed care realities.   
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