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FISCAL SUMMARY
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MEASURE'S PURPOSE: 

Require the Cabinet for Health Services to establish Medicaid Managed Care Partnerships in Regions 6 (Northern Kentucky) and 7 (Morehead and surrounding areas).

PROVISION/MECHANICS:  

HB 255 creates a new section of KRS 205.510 to 205.630 to require the Cabinet for Health Services to submit a waiver to the Centers for Medicare and Medicaid Services to implement a Medicaid partnership in regions six (Northern Kentucky) and seven (Morehead and surrounding areas);  Emergency claus to make it effective upon passage and approval by the Governor.

FISCAL EXPLANATION:  

This fiscal impact is indeterminable because the amount of the contracts for the Region 6 (Northern Kentucky) and Region 7 (Morehead and surrounding areas) Partnerships will not be known until contract negotiations are complete, the potential savings, the makeup of the Medicaid population to be served in this area and the possibility of forming a partnership of providers in this area are unknown.

Although this fiscal impact is indeterminable, the following information is provided:

LRC Economist’s Office:

From the state’s experience with Regions 3 and 5, it has generally been demonstrated that the management structure and underlying payment arrangements to providers can affect the participation and buy-in of providers.  The negotiation of the capitation rates and underlying payment arrangements between the partnership and providers will have an impact on the financial viability of the partnership and thus will affect the overall experience with efforts to organize and implement a partnership program in any new regions of the state.  From the experience in Regions 3 and 5, it has also been demonstrated that any new partnership must have the necessary funds to capitalize the partnership and have an ability to manage utilization and cost of Medicaid populations.  These factors may limit the qualified pool of entities within the regions that would be able to implement the partnership program.  

Other factors which may also have a bearing on the outcome of such an endeavor include current and future changes to the fee-for-service Medicaid Program.  Because of the budget neutrality requirements of the waiver, as the Department for Medicaid Services implements cost containment initiatives in the rest of the state, to the extent that the cost differential between the with and without waiver costs begins to lessen, the impact of additional initiatives to cut costs and the ability to achieve savings will need to be carefully monitored.

As was the case with the implementation of Regions 3 and 5, there is a related cost issue that occurs as the Program moves to the partnership program.  At the point in time of a conversion from the fee-for-service  system to a pre-paid capitation method of paying for services, there are always some Medicaid fee-for-service claims that will be processed and paid after the conversion.  Most of these claims will be paid or denied within 90 days.  However, some claims may trickle in for up to a year or more after, and those claims will need to be processed for up to 12 months.  These lagging claims are referred to as incurred but not reported claims (IBNR).  This IBNR cost will be incurred by Medicaid at the same time the state is starting the Partnership, whereby the capitation rates are paid on a pre-paid basis.  As a result, the Commonwealth will incur a one-time cost associated with moving from a fee-for-service (retrospective system) to a capitated system.  The amount of IBNRs from the Regions 6 and 7 Partnerships are unknown.  

Health and Family Services Cabinet
The fee-for-service expenditures in Regions 6 and 7 are $426 million.  Based on estimated administrative costs for start-up, contracting and roll-out costs of 3.75% ($15,975,000) and an estimated 1% savings ($4,260,000), the net estimated cost of starting the program in FY 2005-06 would be $11.7 million ($3.5 million General Fund).  

LRC Staff Note:  This amount does not include the IBNRs, which could be substantial and were estimated to total $246 million ($73.8 million state funds) in the first two (2) years of implementation of the Regions 3 (Louisville) and 5 (Lexington) Partnerships (no actual data was kept).  Also, at the time of anticipation of a statewide rollout of Medicaid Partnerships (FY 1997-98), statewide fiscal year savings were estimated to equal $117.2 million upon full implementation (two year rollout).  The Regions 6 and 7 Partnerships were estimated to generate 15% of these savings, or $17.6 million ($5.3 million state funds) per fiscal year.
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Health and Family Services Cabinet, LRC Economist Office, FB 1998-2000 Biennial Budget Recommendation
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