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Slide 1 – Title Slide

Welcome and thank you for attending our session on “State Budgets at the Crossroads – Implications for Medicaid System Funding for 2005 and Beyond”

We believe this presentation will provide you with a detailed overview of the current budget situation the states are faced with and what it means for mental illness services. 
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· This slide basically highlights the barriers to mental illness recovery such as criminalization, access to services and insurance discrimination, as well as issues surrounding care for children and adolescents and a shrinking priority population.

· We know that advocates will be getting organized to take on these issues in 2005 when the legislative sessions kick off in January.
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· But we have a story to tell you about on what we are likely to witness in the states in 2005 and 2006 concerning state budgets and their impact on Medicaid programs and services.

· Or as that famous philosopher POGO once said, “We are surrounded by insurmountable opportunities.”  That statement sounds like something Yogi Berra would say like “We were overwhelming underdogs.” 

· But as you see will here, state mental health budgets have the very real potential of being threatened in 2005 and 2006 like we have never witnessed before. The depth of the state budget problems will force policymakers to make very difficult decisions.

· So although we have an “insurmountable problem,” namely state budget gaps remain real with little relief in sight, in essence this situation presents a “great opportunity” for us to educate and influence policymakers and strengthen NAMI’s capacity to act as a change agent.
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· Medicaid is a complex program.  For example, the program has complex eligibility requirements that are based on specific eligibility categories and income levels.

· Medicaid is confusing to many observers because of its federal and state funding streams.

· It is in a constant state of flux because of funding and budget issues and changes by individual states that attempt to tweak eligibility. 

· But when all it is all said is done, the program serves over 50 million and has dramatically improved access to health care for lower-income populations.  It plays a critical role in providing acute and ambulatory services to our nation’s most vulnerable people.
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· Medicaid has become one of the most significant health care programs in America today.  The latest official statistics is that in fiscal year 2004, Medicaid served over 50 million people at a cost of $280 billion – outspending the Medicare program.  

· Over the 2000-2002 period, the Congressional Budget Office said that total Medicaid expenditures increased at an annual rate of 12 percent and expenditures are estimated to grow at an 8-9 percent rate per year for the rest of the decade.  At that time the program expenditures will exceed a half a trillion dollars!

· Medicaid is consuming a larger chunk of state budgets and reducing resources available to pay for other priorities.  While Medicaid expenditures were increasing at 12 percent in 2002, spending on primary and secondary education, higher education, and corrections grew at 3.3 percent rate.  States claim that this imbalance is unsustainable!

· With Medicaid consuming nearly 20 percent of some budgets and growing at double-digit rates, many policymakers are finding it difficult to fund the program in its present state.

· Looking back over the last 10 years, only Medicaid and the corrections systems have gained in budget share in the states.
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· This pie chart highlights the mix of state expenditures for various services.  As we mentioned Medicaid represents 16 percent of state budgets.  For some states, their Medicaid budgets are approaching 20 percent.

· So some of these pieces of the budget pie will take some significant hits, unless policymakers find new revenue streams.  However, that is unlikely because politicians do not want to raise taxes in an election year and specifically, and there is in general anti-tax sentiment in the state legislatures and governor’s offices.
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· By law, states that participate in the Medicaid program must provide mandatory services.  These services are provided with nominal cost sharing because of the limited financial resources of its beneficiaries.

· These services include:

· Inpatient hospital services

· Outpatient hospital services

· Physician services, and

· The Early, Periodic, Screening, Diagnosis and Treatment program known as EPSDT.

· Other mandated services include nursing and home health care and family planning.
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· States have the option to cover additional services and still receive federal matching funds as they do for mandated services.

· Commonly offered services include:

· Prescription drugs

· Clinic services

· Prosthetic services

· Hearing aids

· Dental care

· PACT services, and

· Screening and rehabilitative services

· Two-thirds of all Medicaid expenditures are for optional services, as states try to address the needs of lower-income populations and receive more federal dollars in the process.
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· The proportion of mental health clients served by different state agencies varies across states.

· State support of mental health services is usually provided through two major organizations – Medicaid and State Mental Health agencies.  Changing circumstances of clients can alter their eligibility for Medicaid and its benefits. 

· If  individuals exhaust Medicaid benefits, mental health agencies usually provide a safety net.

· Of the three states in a study conducted by the SAMHSA – Delaware, Oklahoma, and Washington – State mental health agencies were the dominant support of mental health clients in two – Oklahoma and Washington.

· However, Delaware Medicaid apparently played a larger role in providing mental health services than the mental health agency.

· In Washington and Oklahoma, State mental health agencies alone provided mental health services to 51 and 59 percent of mental health clients, respectively.

· In Delaware, Medicaid alone provide treatment to 52 percent of mental health clients.  

· Persons with mental illness served by both Medicaid and the State Mental Health Agency represented under one-quarter of State mental health clients across three states, ranging from 13 percent in Oklahoma to 22 percent in Washington State.
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· As this chart shows, the Medicaid program will grow steadily as the primary funder of state-level mental health services reaching nearly 70 percent by the 2017.  The State Children’s Health Insurance Program and block grants funds will remain only a small portion of spending.

· Medicaid is supplanting state-based funding on a clear upward trajectory. 

· In 1987, Medicaid was funding only 38 percent state-level mental health services.
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· The increase and emphasis we are seeing in regard to funding for mental health services comes at a time when states are facing ominous economic problems.  The “perfect storm” economic conditions have serious implications for mental health service funding.

· What is the economic situation?  Nationally, state tax revenues have been falling more sharply than they have at any time in several years due the economic slowdown and the effects of the terrorist attacks.

· At the same time, total Medicaid spending has been increasing at a 12-13 percent clip each year, while the state’s share of Medicaid spending increased 11 percent.  These increases are being driven by rapidly escalating health care costs and increases in utilization of services.

· Medicaid is like a “pac-man” eating away at other state obligations and services.
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· To get out from under this financial pickle, many states began in 2003 to increase program revenue by raising tobacco taxes, using tobacco settlement money, collecting more from providers and increasing beneficiary payments.

· Many states have been, and will continue to, control spending growth by:

· Reducing payments or instituting freezes to hospitals, doctors and other providers

· Cutting eligibility and restricting benefits

· Cutting or freezing administrative budgets

· Restricting medication access

· As difficult as the choices that states faced as they developed their fiscal year 2004-2005 budgets were, they are likely to become still more difficult in the months ahead. 

· Even if economic conditions were to improve immediately, state financial experts believe that these improvements would take at least two years (and possibly longer) to translate into state revenue.

· Adding more turbulence to this storm is that health care costs are unlikely to abate, and states are facing pressures in other areas like education and homeland security.

· The upshot is that states making significant reductions in state Medicaid funding will likely increase in the months ahead.
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· To put all of this in context, according to SAMHSA, Medicaid now pays for more than 60 percent of the public mental health services that states administer.

· Persons receiving mental health services comprise 10 percent of all Medicaid enrollees, but because their care is costly, they represent 30 percent of the “high cost” enrollees.

· Depending on the state, between 25 percent and 50 percent of persons receiving state mental health services only receive them from Medicaid.  

· Among the 6-14 age group, about a quarter of Medicaid spending is for mental health services; in some states it is as high as 40 percent.
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· To control pharmaceutical spending, a number of states have adopted or are considering restrictions on access to certain types of more expensive medications in their Medicaid programs, including psychotropic medications.

· States will continue in FY 2005 to control their Medicaid pharmacy costs by:

· Placing certain drugs on a list requiring prior authorization before dispensing and limiting the number of prescriptions per month an individual can fill without prior authorization

· Prerequisiting for authorization of a given medication the treatment failure of at least one other medication.  This is known as fail-first policy.

· Using preferred drug lists and requiring supplemental rebates from drug companies

· Requiring mandatory substitution of generic drugs

· Increasing co-payments

· What we do know is that the imposition of these controls can have devastating consequences both for recovery and economically.  A 1998 Lewin study found that reductions in pharmaceutical budgets gained by excluding effective drugs from coverage is usually more than offset by increases elsewhere in the system, such as increased hospitalization.
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· As this pie chart shows, prescription medications account for nearly 10 percent of overall Medicaid spending.

· But they are increasing more rapidly than the other categories.

· Total Medicaid drug spending increased 15 percent per year over the past three years, and is projected to increase at a rate of nearly 10 percent through 2011.

· Many states believe that their preferred drug lists could save 10 percent of their Medicaid costs.

· Now you know why they are considering or implementing the approaches we previously highlighted.
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· But as noted, the inability of patients to access prescribed medications, will be offset by higher hospital and emergency room costs.

· In a study on the impact of limiting the use of psychotropic agents for patients with schizophrenia, the findings showed that the savings from cost control programs was dramatically offset almost 10 fold.
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· The Kaiser Commission on Medicaid and the Uninsured surveyed state officials and found that most states are planning to institute cost containment approaches. 

· We expect these numbers to grow as the economic picture in states remains mixed over the next couple of months.

· The cost containment programs that are planned will make it more difficult for patients with mental illnesses to access needed treatments.
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· The trajectory of the negative impact on the patient and his or her illness will be swift if barriers are imposed to prescribed medications and needed services.

· Unfortunately we will witness more relapses and rehospitalizations.
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· One of the ways that states hope to reduce their expenditures is through waivers.

· The federal government allows states to increase health insurance coverage for lower-income populations by encouraging innovative programs.

· But this must be done in a way so not to cost the federal government additional funds.

· A new waiver policy has been initiated called the Health Insurance Flexibility and Accountability Demonstration Initiative.

· This effort could severely cut critical health benefits and increase cost-sharing for millions lower-income elderly and disabled individuals, parents, and pregnant women, and children without any requirement that states use the resulting savings to expand coverage.

· Again, this waiver approach could be another way of reducing benefits and services to people with mental illnesses.
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· States are finding themselves in a real economic quagmire and an economic storm.

· With the economy still stagnating and businesses facing uncertain times, many companies are eliminating their health insurance coverage.  Many of these workers are low-wage employees and are eligible for Medicaid.

· But as the demand for Medicaid benefits is going up, the state’s ability to provide coverage to the newly uninsured is going down.

· The economic problem is compounded by the fact that states must cut total Medicaid spending $2 to $4 just to save one state general fund dollar.

· Medicaid is an increasingly difficult program to cut because every Medicaid cut affects local health care providers who have significant political clout, and it affects individuals who need health care services and who have unique needs.

· So although Medicaid spending cuts are usually needed immediately, it takes time for a variety of reasons to achieve savings.  

· But those cuts are coming and they are going to be painful.
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· The economic outlook for Medicaid is grave.  There is no way around it and it means that mental health advocates will need to be vigilant in fighting against cuts in needed programs, services and treatments.

· The facts are clear:

· Medicaid cost pressures will driven by many factors and there is no end in sight.

· Even if the economy rebounds, Medicaid costs will outpace increases in state revenues.

· Even if the national economy improves, state revenues are not likely to recover as fast – there will be a lag.

· State fund balances will mostly be used up so there will be substantial pressure to cut costs.

· And states will use federal waivers to restructure their Medicaid programs in order to relieve the fiscal pressures they face.
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· So what does this all mean for mental health advocates and the immediate financing issues surrounding care for mental illnesses?

· The name of the game right now is to prevent diminished access to medications, as well as other services by switching administration to managed care entities (e.g., Florida).  This will be the main instrument that Medicaid programs will use to control expenditures for psychotropic drugs.

· Advocates need to monitor drug utilization committees and P&T committees and be aware of their activities.

· Participate in state level coalitions that specifically address the issue of medication access.  Several organizations and interest groups are confronted with similar issues as those in the mental health area, and would be allies in advocating for broad access to prescription drugs.
· Arrange meetings with state Medicaid officials and officials in the executive branch, state policymakers and their staffs.  The mental health agency in your state are nor coordinating with Medicaid departments so it is important to participate in meetings.  
· Track the state budget process and hearings that may impact access to prescription drugs.  It is critically important to meet with key policymakers and decision makers in the state who are developing policies relative to medication access.

· Align with health care providers and pharmaceutical organizations as appropriate, as well as other advocates in order to develop a non-partisan base on the need for broad access to prescription drugs.

· Contact the media and health care reporters to discuss the potential implications to impeding access to prescription drugs.
· Advocates should be become familiar with the workings of Medicaid and specifically with the various obstacles to access that Medicaid agencies are contemplating and their implications including:

· Restrictive formularies

· Prior authorization

· Fail first policy

· Generic Substitution
· Prescribing/Dispensing Limitations

· Tiered Copayment Structures
· Advocates need to describe to Medicaid officials what happens to access to medications and other services under the types of restrictive policies proposed by Medicaid agencies.
· Advocates need to explain what happens to health care costs under the types of restrictive policies proposed by Medicaid agencies.
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· Well we have told our story.

· So the question for you is do the issues listed on this slide compete with what we believe is the critically fundamental issue of the time – the imminent threat to mental health services under Medicaid and reduced access to needed medications?

· Or are you prepared to pour your resources and time into dealing with this threat?

· Time is of the essence if we are to be successful in defeating the immediate threat to access to mental health care services under Medicaid.
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· It is one thing to analyze the public policy environment but to be successful we must be able to influence the implementation of public policies in response to that environment.

· Or as that famous futurist once said “ If you don’t have a strategy, you will be permanently reactive and part of someone else’s strategy.”

· A corollary to that premise is Tip O’ Neill’s famous quote that “All politics is local”

· The point here is we must mobilize NOW in the state capitals and get to key state legislators back home in the communities!
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· Here is the outline for your short-term strategic work plan:

· IDENTIFY THE PROBLEM

· GET ORGANIZED
· CHOOSE THE RIGHT TARGET – GET TO THE SOMEONE IN THE GOVENOR’S OFFICE, A KEY HEALTH CARE ADVISOR.  CALL THE CHAIRPERSON OF A HEALTH COMMITTEE, ETC.
· LINE UP YOUR DUCKS.  FIND OUT NOW WHO IS FOR AND AGAINST CUTS TO MENTAL ILLNESS SERVICES
· WATCH THE CLOCK IN YOUR STATE – WHAT IS GOING ON RIGHT NOW 
· CALL THE HEALTH WRITERS ON YOUR LOCAL PAPERS -- INFORM THEM OF THE ISSUES
· CREATE A BROAD COLAITION OF KEY STAKEHOLDERS
· AND MAKE LOTS OF NOISE NOW BECAUSE YOU WILL BE COMPETING WITH OTHER GROUPS OUTSIDE OF HEALTH CARE WHO WILL BE MAKING NOISE ON THEIR ISSUES.
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· The depth of the state budget problems will force policymakers to make very difficult decisions.

· The state budget gap remains real with little relief in sight.

· Medicaid expenses continue to skyrocket.

· In many states the mental health authority is not driving the internal budget debate.

· We must be organized and focused than any time in the past.

· Use all forums as possible to make the case that budget cuts and policies that reduce access to treatments will result in people with mental illness to suffer needlessly, many patients will become much sicker and some will die.  And these policies will result in higher health care costs in the end.

· This a GREAT OPPORTUNITY for us to educate and influence policymakers and strengthen NAMI’s capacity to act as a change agent.
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