Medicaid Provider Rate Update

Highlights

e AHCCCS is eliminating the budgeted (5)% Medicaid provider rate reduction.

e AHCCCS is substituting alternative savings from lower utilization adjustments and
higher prescription drug rebates.

e The elimination of the provider rate reduction does not require legislative action.

The FY 2016 budget includes $(37.1) million in General Fund reductions in AHCCCS and the
Department of Health Services (DHS) associated with a (5)% rate reduction for most Medicaid
providers. The annualized General Fund savings is $(49.4) million in FY 2017. The FY 2016
budget includes a $(181.9) million reduction in federal match funding associated with the rate
reduction. The original budget excluded nursing facilities, developrentally disability providers
and home and community based services from the rate reduction.

On June 5, the Executive announced that it plans to forego both the AHCCCS and DHS rate
reductions, due to negative feedback from providers that indicate the changes would reduce
their willingness or ability to participate in Medicaid. From FY 2009 to FY 2015, most Arizona
health provider categories received cumulative rate reductions of between (8)% and (16)% for
Medicaid reimbursement. Provider feedback was part of a public comment period that the
agency would be required to report to the

federal government when requesting a Table 1

rate reduction. Summary of Executive Alternative Savings

(General Fund S in millions)

As these comments may reduce the FY 2016  FY 2017

likelihood of federal approval of rate

reductions, the Executive has put forth an | Provider Rate Reduction $(37.1)  $(49.4)

alternative that would achieve the full Alternative Savings

General Fund savings originally budgeted Utilization Savings $(15.0) $(20.0)

for FY 2016 through FY 2018. Prescription Drug Rebates (22.1) (29.4)
Total $(37.1) $(49.4)

Utilization Savings

The FY 2016 budget included a 3% increase to capitation rates in AHCCCS and DHS. Capitation
rates are flat monthly payments made by the agencies to contracted health plans for each
Medicaid enrollee covered under the health plan. The 3% adjustment was to account for a
projected higher utilization rate, which measures the use of services per enrollee. AHCCCS now
estimates that utilization growth will be less than budgeted, resulting in a $(15.0) General Fund
savings in FY 2016 ($20.0 million annualized) (See Table 1). The JLBC Staff calculates that the
estimated savings equates to capitation rate growth of 1.9% instead of the 3.0% budgeted rate.
The Executive proposes using these savings to replace $(15.0) million of the $(37.1) million
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budgeted provider rate reduction in FY 2016 and $(20.0) million of the $(49.4) million planned
reduction in FY 2017.

Additional Prescription Drug Rebate Funding

The Executive plans to replace the remaining $(22.1) million of budgeted provider rate
reduction savings in FY 2016 with higher-than-budgeted prescription drug rebate funding. As
part of the federal Affordable Care Act, drug manufacturers are required to provide rebates for
drugs sold to Medicaid managed plans. The federal and state shares of rebates are determined
through formulas that vary by drug category. The state is allowed to expend its portion of
rebates as it chooses. AHCCCS deposits the state’s share of rebates into the Prescription Drug
Rebate Fund (PDRF) and uses the funding to reduce its General Fund costs. In the enacted FY
2016 budget, the PDRF appropriation provides $83.8 million in General Fund offsets.

Based on recent data, AHCCCS has revised projections of prescription drug rebate revenue
upward. Relative to the $83.8 million appropriation from PDRF in FY 2016, revised projections
result in $31.8 million of additional rebate revenue available to offset General Fund costs for a
total of $115.6 million (See Table 2).

Annual rebate revenue is projected at $101 million. AHCCCS is able to expend at the $115
million level, due to a projected $43.9 million balance at the end of FY 2015. Under AHCCCS
projections and the Executive proposal, the fund balance would be reduced to $0 by the end of
FY 2018. As a result, the PDRF offset would decline to the $100 million revenue level in FY
2019.

Table 2
Executive Alternative - Prescription Drug Rebate Funding
(S in millions)
FY2015 FY2016 FY2017 FY 2018
Beginning Balance S 30.0 S 43.9 $ 293 S 146
Projected Rebate Collections 1/ 92.9 100.9 100.9 100.5
Total Available Funding $122.8 $144.9 $130.2 $115.1
Appropriated Disbursements $ 78.9 $ 83.8 S 83.8 S 83.8
New General Fund Offset 1/ -- 31.8 31.8 314
Total Disbursements $ 78.9 $115.6 $115.6 $115.2
Ending Balance 2/ $ 43.9 $ 29.3 S 14.6 $ (0.0)
1/ Amounts represent revised projections by AHCCCS. The FY 2016 amount exceeds the $22.1 million for
the foregone provider rate reduction. The additional use of these funds is to be determined.
2/ Amounts may not add due to rounding.
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Statutory Authority

The Health Budget Reconciliation Bill (BRB) (Laws 2015, Chapter 14) includes provisions which
grant AHCCCS and DHS the authority to forego the rate reduction without further legislative
action. The BRB first permits the agencies to decrease rates by up to (5)%, but does not require
that the reduction equal the full (5)% or any minimum amount. Additionally, the bill specifically
allows AHCCCS and DHS to limit the amount of any planned rate reduction by the amount of
any utilization savings that will be achieved relative to the budget.

The Legislature annually appropriates expenditures from the PDRF. This portion of the
Executive’s proposal, therefore, would require a FY 2016 supplemental appropriation in the
next regular session to increase their spending authority above the current $83.8 million level.
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