





Federal Restrictions on Provider-Related Donations

In response to growing concern that states were using provider donations and taxes to increase

 the federal share that supports Medicaid programs, Congress passed the Medicaid Voluntary
Contribution and Provider-Specific Tax Amendments of 1991 (P.L. 102-234). This legislation
essentially banned voluntary contributions as a Medicaid funding source.

Permissible contributions are limited to those classified as “bona fide” donations. A bona fide
donation must have no direct or indirect relationship to Medicaid payments made to the health
care provider, a related entity or other providers furnishing the same class of services. A direct
or indirect relationship exists if: ‘

1. the amount of payment received (other than under Title XIX) is positively correlated to
the donation;

2. all or a portion of the Medicaid payment made to the provider or provider class varies
based on the amount of donation received; or

3. the unit of gdvernment receiving the donation provides for any payment, offset or waiver
that guarantees the return of any portion of the donation

Because the amount of contributions paid into the HCCIP special fund would be directly or
indirectly related to payments made from the special fund to the provider or provider class, the
- Agency believes that contributions would not meet the definition of bona fide donations. When
the Centers for Medicare and Medicaid Services (CMS) makes a finding that a provider-related
donation is not bona fide, CMS reduces the total amount of Medicaid expenditures prior to
calculating the Federal Financial Participation amount.' :

In addition to its review of federal laws and regulations, the Agency contacted CMS to inquire
whether donations could be used as state match. The CMS Associate Regional Administrator
indicated that use of donations as state match would present a problem. The table on the
following page provides the Agency’s findings as it relates to each of the four elements specified
in the Act regarding the Health Care Charitable Initiative Partnership (HCCIP).

' The regulations (42 CFR 433.54) provide that CMS will presume a donation to be “bona fide” if the amount of
voluntary contribution made by or on behalf of a health care organization does not exceed $50,000 per year.
However, these contributions would not be considered bona fide is there is a direct or indirect relationship between
the contribution and payments made to the provider or class of providers.
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. Element

| (1) Hospitals, other institutions, and individuals
making voluntary contributions to a state
special fund.

AHS Findings
Contributions would be permissible if there is no
direct or indirect relationship between the
contributions to the special fund and payments
made from the fund.

(2) The monies in the special fund being used to
provide grants to support initiatives meeting
one of the following criteria provided for in
number 57 of the amended Special Terms and
Conditions for Global Commitment to Health
Section 1115 Medicaid Waiver (“Global
Commitment”);

(A) Reducing the rate of uninsured and/or
underinsured in Vermont;

Increasing the access of quality health

care to uninsured;

Providing public health approaches to

improve the health outcomes and the

quality of life for Medicaid-eligible
individuals in Vermont; and

Encouraging the formation and

maintenance of public-private

partnerships in health care.

(B
©

(D)

Monies in the fund could not be used to make
payments to the any contributing providers or the
provider class (e.g., any hospital) if the total
amount of payments made is dependent on amount
of voluntary contributions made to the fund.

(3) Creating a process to provide grants meeting the
criteria in subdivision (2) of this subsection
involving contributors to the special fund in the
grant process.

A process could be established that involves
contributors to the fund, provided no payments
from the fund are made to a contributing provider
or the provider class.

‘(4). To the extent allowed under Global
Commitment, matching monies in the state
special funds with federal funds.

Matching funds only would be available for special
fund contributions that meet the definition of bona
fide donations.
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Agency of Human Services

Memo to: House Committee on Human Services
House Committee on Health Care
Senate Committee on Health and Welfare

From: Susan Besio, Ph. D., Director, Office of Vermont Health Access
Joan Senecal, Commissioner, Department of Disabilities, Aging and Independent Living

Re: Medicaid MCO Legislative Grievance and Appeal Report: July 1, 2008 — December 31, 2008
Choices for Care Appeal Report: July 1, 2008 — December 31, 2008

Date: January 30, 2009

The Office of Vermont Health Access became the first state-wide publically run Managed Care Organization
(MCO) under the Global Commitment to Health waiver. The Grievance and Appeal process is a federal
requirement under MCO regulations [42 C.F.R. 438.408]. In addition, the Choices for Care (CFC) program,
operated within DAIL, utilizes the MCO Grievance and Appeals database to track appeals, bringing all public
health care programs into alignment with one standard process. Following the direction of Act 65 of the 2007
legislative session, AHS is pleased to present to you our third semi-annual report on the implementation of the
Grievance and Appeal process.

Act 65, Sec. 111a. Global Commitment; Grievance And Appeal Rules: Beginning July 1, 2008 and
every six months thereafter, the secretary of the agency of human services or designee shall report on the
implementation of the grievance and appeal rules for Global Commitment for health and for Choices for
Care, including the number and types of grievances, internal appeals, and appeals to the human services
board, and the number of internal appeals that were reversed by the independent decision-maker.

The MCO is composed of various administrative areas within the Agency of Human Services (AHS). These
include: the Office of Vermont Health Access (OVHA), the Department of Mental Health (DMH), the
Department of Disabilities, Aging and Independent Living (DAIL), and the Department of Health (VDH). Also
included in the MCO are the Designated Agencies (DA) and Specialized Service Agencies (SSA) that provide
service authorizations for DMH and DAIL. Each entity has at least one assigned grievance and appeal
coordinator who enters data into the MCO database. This report is based on data compiled from the
centralized database as of January 12, 2009.

Grievances: A grievance is an expression of dissatisfaction about any matter that is not an action taken by
the MCO. It includes a request for a written response.

During this report period (July 1, 2008 — December 31, 2008), there were 16 grievances filed with the MCO.
The grievance and appeal coordinator analyzes the content of each grievance and categorizes each grievance
into one or more topic areas. Again, approximately half of these grievances related to quality of service. The
breakdown of topic areas is in the attached data summary.

The DAIL Choices for Care program does not have a grievance component.
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Appeals: Medicaid rule M180.1 defines actions that an MCO entity makes that are subject to an internal
appeal. These actions are:
1. denial or limitation of authorization of a requested covered service or
eligibility for service, including the type, scope or level of service;
2. reduction, suspension or termination of a previously authorized
covered service or a service plan;
3. denial, in whole or in part, of payment for a covered service;
4. failure to provide a clinically indicated, covered service, when the
MCO provider is a DA/SSA;
failure to act in a timely manner when required by state rule;
6. denial of a beneficiary's request to obtain covered services outside the
network.

o

During this report period (July 1, 2008 — December 31, 2008), there were 58 appeals filed with the MCO.
Twelve of these cases requested an expedited appeal and all of them were denied because they did not meet
expedited criteria. They were all processed as regular appeals. Of the 58 appeals, 49 were resolved within
this reporting period (84%). In 32 cases (65% of those resolved), the original decision was upheld by the
hearing officer. There were eight cases reversed (16%), no cases were modified from the original decision,
three were withdrawn (6%0), six were approved as a result of the information received prior to or at the appeal
meeting (12%), and there were no cases closed because the person filing the appeal was not authorized by
the beneficiary. There was an increase in the number of MCO appeals that can be partially attributed to
changes in prior authorization requirements for specific prescription medications.

As each appeal was received, the grievance and appeal coordinator assigned it to an action category that
related to the content of the appeal. There were 48 appeals for a denial or limitation of authorization of a
requested service or eligibility for service (89%), nine were for a reduction/suspension/termination of a
previously authorized covered service or service plan (16%), and one case has not had its category entered
yet (2%).

At the end of the last report period (January 1, 2008 — June 30, 2008), there were seven appeals pending.
Five of them (71%) were resolved in this reporting period. In one case (20%) the original decision was
upheld by the hearing officer, one case (20%) was reversed, three (60%) were modified from the original
decision, and none were withdrawn.

During this report period (July 1, 2008 — December 31, 2008), there were 25 appeals filed in the Choices for
Care program. There were no requests for an expedited appeal. Of those 25 appeals, nine have been
resolved within this reporting period. In seven cases (78%), the original decision was upheld by the hearing
officer. There were no cases reversed, none were modified from the original decision, and two were
withdrawn (22%). The Choices for Care program also assigns one of the MCO action categories to each
appeal, bringing all public health care programs into alignment with one standard process. Of the 25 appeals,
13 were for a denial or limitation of authorization of a requested service or eligibility for service (52%), and 12
were for a reduction/suspension/termination of a previously authorized covered service or service plan (48%).

At the end of the last report period (January 1, 2008 — June 31, 2008), there were seven appeals left pending
for CFC, and six were resolved within this reporting period. In four cases (66%), the original decision was
upheld by the hearing officer. There was one case reversed (17%), none were modified from the original
decision, and one was withdrawn (17%).
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Fair Hearings

Individuals can file an appeal and a fair hearing at the same time, and they can file a fair hearing if their
appeal is not decided in their favor.

During this report period (July 1, 2008 — December 31, 2008), there were six fair hearings filed for MCO
appeal decisions. One of them was withdrawn this period. There were five fair hearings pending from all
previous periods and two of them were resolved. One case was upheld, while the other was reversed. There
are now eight fair hearings pending at the end of this report period.

During this report period (July 1, 2008 — December 31, 2008), there were eight fair hearings filed for the
Choices for Care program. None of them were resolved. There were ten fair hearings pending from all
previous periods, and one of them was withdrawn this period. There are now seventeen total fair hearings
pending at the end of this report period.

Grievances and Appeals
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Agency of Human Services
Medicaid MCO Legislative Grievance and Appeal Report
Data Summary
July 1, 2008 — December 31, 2008

Number of Grievances filed: 16

Number by Category:

Staff/Contractor: 6
Program Concern: 1
Management: 0 Since more than one category can be
Policy or Rule Issue: 3 chosen for each grievance or appeal,
Quiality of Service: 4 total number by category may exceed
Service Accessibility: 4 total number filed.
Timeliness of Service Response: 4
Service Not Offered/Available: 3
Other: 3 The number of resolved appeals may
- not add up to the number filed, since
Number of Appeals Filed: 58 an appeal may span two report periods.
Regular Appeals: 58
Expedited (met criteria) Appeals: 0
From Last Period - Pending: __ 7
Number Resolved: 49 Number Resolved: 5
Number Upheld: 32 Number Upheld: 1
Number Reversed: 8 Number Reversed: 1
Number Modified: 0 Number Modified: 3
Number Withdrawn: 3 Number Withdrawn: 0
Number Approved by Dept/DA/SSA: _ 6 Number Approved by Dept/DA/SSA: _ 0O
“Representative not authorized” 0
Number by “Action” Category:
Denial or limitation of authorization of a requested service or eligibility for service: 48
Reduction/suspension/termination of a previously authorized covered service or service plan: 9
Denial, in whole or in part, of payment for a covered service: 0
Failure to provide clinically indicated covered service when the MCO provider is a DA/SSA: 0
Denial of a beneficiary request to obtain covered services outside the network: 0
Failure to act in a timely manner when required by state rule: 0
Did not answer: 1
Number of Fair Hearings Filed with an Appeal this period: _ 6 Pending from last period: _ 5
Number of Resolved Fair Hearings with an Appeal: 1 Resolved from last period: 2
Number Upheld: 0 Number Upheld: 1
Number Reversed: 0 Number Reversed: 1
Number Modified: 0 Number Modified: 0
Number Withdrawn: 1 Number Withdrawn: 0

Total Number of Pending Fair Hearings (all report periods): 8
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Choices for Care Legislative Appeal Report
Data Summary
July 1, 2008 — December 31, 2008

Number of Appeals Filed: __ 25
Regular Appeals:
Expedited (met criteria) Appeals:

b

From Last Period - Pending: __ 7
Number Resolved: 9 Number Resolved: 6

Number Upheld: 7 Number Upheld: 4
Number Reversed: 0 Number Reversed: 1
Number Modified: 0 Number Modified: 0
Number Withdrawn: 2 Number Withdrawn: 1
Number Approved by Dept/DA/SSA: _ 0O Number Approved by Dept/DA/SSA: _ 0
Number by “Action” Category:
Denial or limitation of authorization of a requested service or eligibility for service: 13
Reduction/suspension/termination of a previously authorized covered service or service plan: 12
Denial, in whole or in part, of payment for a covered service: 0
Failure to provide clinically indicated covered service when the MCO provider is a DA/SSA: 0
Denial of a beneficiary request to obtain covered services outside the network: 0
Failure to act in a timely manner when required by state rule: 0
Number of Fair Hearings Filed with an Appeal this period: __ 8 Pending from last period: __10
Number of Resolved Fair Hearings with an Appeal: _ 0 Resolved from last Period: __ 1
Number Upheld: 0 Number Upheld: 0
Number Reversed: 0 Number Reversed: 0
Number Modified: 0 Number Modified: 0
Number Withdrawn: 0 Number Withdrawn: 1

Total Number of Pending Fair Hearings (all report periods): _ 17
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REPORT TO THE GENERAL ASSEMBLY

REVIEW OF DEPARTMENT OF
HEALTH PROGRAMS THAT PROVIDE
DIRECT HEALTH CARE SERVICES
TO VERMONTERS
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Susan Besio, Director,
Office of Vermont Health Access
and
Wendy Davis, M.D., Commissioner,
Department of Health

January, 2009



Introduction

The 2009 legislature requested the Office of Vermont Health Access (OVHA) and
the Vermont Department of Health (VDH) to review existing VDH programs to
determine if any programs could be eliminated by enrolling participants in
Catamount Health.

Section 5.208.2 of Act 192, Making Appropriations for the Support of
Government, contains the following language:

Health - administration and support (Sec. 2.211, #3420010000)

(a) Program Review and Presentation: The commissioner of health and the director
of the office of Vermont health access shall review existing programs that provide
health services and coverage to Vermonters and determine if any programs could
be eliminated and the Vermonters currently served by these programs could be
enrolled in Catamount Health to continue to receive said health services. The
commissioner and director shall update the legislature on any recommendations in
this regard in the fiscal year 2010 budget presentation process. The commissioner
shall also provide in the fiscal year 2010 budget presentation a summary of the
public health budget by major programmatic areas.

To comply with this requirement the OVHA and the VDH formed the Program
Overlap Work Group, with representation from both organizations. The work
group met during the summer and fall of 2008. This report contains their
conclusions and recommendations.

Summary of Findings

The Program Overlap Work Group reviewed all VDH programs, with a focus on
those programs that provide direct service to individuals. As a result of this
review, the work group concluded that no VDH program could be eliminated by
enrolling participating individuals in Catamount Health. The primary reasons that
programs could not be eliminated are as follows:

e Analysis of several programs revealed that the services provided do not
involve a direct connection between the program and the individual
recipient of services and so could not be replaced by a private insurance
product

e VDH programs offer services not covered by Catamount Health

e Some patrticipants in VDH programs would not be eligible to enroll in
Catamount Health.
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e Catamount Health does not cover pre-existing conditions for the first
twelve months of enrollment

However, in the course of the program review, the work group found potential
opportunities to improve program efficiency.

The next section provides a more detailed description of the programs providing
direct service to individuals, the reasons why the programs cannot be replaced
by Catamount Health, and recommendations for program efficiencies. The
spreadsheet at the end of this report contains a description of all of the programs
reviewed by the workgroup.

Catamount Health

Catamount Health is a private health insurance plan that is offered through Blue
Cross Blue Shield of Vermont and MVP Health Care to Vermonters who have
been uninsured for at least 12 months and are not eligible for other public health
care programs. Vermonters who become uninsured due certain reasons,
including the loss of a job, divorce or death of a spouse or civil union partner,
loss of eligibility under a parent’s insurance, or loss of eligibility for a college plan,
may enroll in Catamount Health without waiting 12 months.

Catamount Health offers the following benefits:

« Primary care, preventive care, acute episodic care, hospital services,
chronic care management, and medications

e Low deductibles (in-network: $250/individual, $500/family; out-of-network:
$500/individual, $1,000/family)

» $10.00 office visit co-payment

o Free preventive care (not subject to deductible, co-insurance, and co-
payments)

« Free care for chronic conditions (if enrolled in the carrier's chronic care
management program)

o Low prescription drug costs (no deductible; co-payments = $10 generic
drugs, $30 preferred drugs, $50 non-preferred drugs)

o Low out-of-pocket maximum: (in-network $800/individual, $1,600/family:
out-of-network $1,500/individual, $3,000/family)

As is true for all insurance products sold through the individual (nongroup)
market, Catamount Health excludes pre-existing conditions from coverage for the
first 12 months.
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VDH Programs

Ladies First/Wise Woman

Ladies First/ Wise Woman screens women for breast and cervical cancer and for
risk factors leading to heart disease, and offers a range of services to eligible
women. These services include case management services to provide
coordination of medical appointments, follow-up communication, transportation,
help with interpreting the results of medical tests, and psycho-social support for
diagnoses of cancer. Federally funded through a grant to VDH, Ladies First pays
for annual mammograms, clinical breast exams, pelvic exams, cervical Pap tests,
instruction in breast self-exam, and cardiovascular disease risk factor
(cholesterol, high blood pressure, diabetes) screening for women under 250% of
the Federal Poverty Level (FPL). Services are usually provided locally by the
woman'’s own physician.

Ladies First also pays for repeat mammograms, ultrasounds, biopsies, and
colposcopies. In addition to the income test, Ladies First participants must be
uninsured or underinsured (underinsured participants generally have insurance
that does not cover diagnostic testing or insurance with high deductibles). Ladies
First participants who are diagnosed with breast or cervical cancer become
Medicaid eligible for the period of time they are receiving treatment for their
condition.

Reasons why Ladies First could not be replaced by Catamount Health:

e Approximately 30% of Ladies First participants are insured and are
therefore not eligible for Catamount Health

e Participants would lose case management services

e The pre-existing condition exclusion under Catamount would preclude
coverage of breast or cervical cancer for women who were previously
uninsured and have positive test results

e Ladies First provides these services at no cost (no premium is required) to
members

e Ladies First offers lifestyle interventions and counseling for woman who
receive cardiovascular disease screening.

Opportunities for program improvement:

Representatives from VDH and OVHA have been meeting for several months to
identify areas for improvement in the Ladies First program. The following is a
summary of the areas they have discovered:

e Eligibility/Enrollment
There may be ways to integrate and streamline enroliment in health care
programs. In April of 2008 representatives from Department for Children and
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Families (DCF) and VDH met to explore the integration of Ladies First into the IT
system used to determine eligibility for other health care programs, such as
Medicaid, Dr. Dynasaur, VHAP, and premium assistance. In the meantime, the
DCF/VDH team is exploring what can be done to introduce efficiencies into the
Ladies First business processes.

e Provider Agreements
An OVHA/VDH/DCF work group has developed a joint Medicaid/Ladies First
enrollment and recertification process for those providers participating in both
Medicaid and Ladies First. The combined provider recertification agreement will
reduce replication and frustration at the provider level, since providers submit the
same set of information to both programs. Additional work with EDS needs to be
completed to fully implement the combined provider agreement.

e Billing
EDS, the contractor for Medicaid claims processing, has established a monthly
meeting with Ladies First staff to review and prioritize systems improvements,
particularly in the areas of provider relations and denied claims. Reducing the
number of paper claims and reducing the number of claims containing errors will
benefit providers, Ladies First staff, and beneficiaries.

Alcohol and Drug Abuse Program (ADAP)

ADAP uses Substance Abuse and Treatment Block Grant funds provided by the
Substance Abuse and Mental Health Services Administration (SAMHSA) to
contract with service providers for outpatient and residential treatment for
Vermonters who have no insurance, whose treatment needs have exceeded the
limits of coverage under their private insurance, or who have Medicare (Medicare
does not cover residential treatment for substance abuse or outpatient
methadone treatment). ADAP services are funded by a federal block grant and
are delivered through the mental health agencies and other approved substance
abuse providers. All block grant funds must be expended through non-profit
organizations and are used as a last resort; private insurance and Medicaid are
billed first.

Reasons why ADAP could not be replaced by Catamount Health:

e People eligible for Catamount can already enroll, and Catamount will
cover services offered in the benefit plan, with the exception of the pre-
existing condition clause

e Under the current Substance Abuse Prevention and Treatment Block
Grant agreement, Block Grant funds cannot be used to pay insurance
premiums or pay for health care services other than substance abuse
prevention and treatment. Exploratory discussions with the Grant Project
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Officers suggest that it is unlikely that using funds in this way in future
grants would be allowed.

HIV Program

The HIV Program is funded through the federal Ryan White Care Act and
consists of two parts, the base award and AIDS Medication Assistance Program
(AMAP) earmark. The base award must go to the AIDS Service Organizations
(ASOs) and Fletcher Allen Health Care Comprehensive Care Clinic to pay only
for case management. The AMAP earmark can be used only for formulary
approved medications, access/adherence/monitoring of medications, and/or for
insurance premiums and co-pays. Any unspent funds must be expended on
Ryan White program activities. Participants in any HIV component must have
income below 200% of the Federal Poverty Level and assets of no more than
$10,000.

The Early Intervention Program (EIP) is for uninsured or underinsured individuals
who have been newly diagnosed with HIV. EIP pays for the initial (one) visit with
a health care provider and for various lab tests. The purpose of this program
component is to get newly diagnosed individuals into care and onto some form of
insurance coverage.

AMAP pays for medications for participants who have tested positive for HIV.
AMAP pays for HIV-related, formulary-approved medications, insurance
premiums for state programs, and co-pays and deductibles. AMAP is the payer
of last resort; thus, private insurance and Medicaid must be billed first.

The dental component of the program pays for dental services for participants.

The Insurance Continuation Assistance Program (ICAP) pays private insurance
premiums for people who can no longer work but who have insurance available
through COBRA, or people who are still working but are too ill with an HIV-
related illness to continue to work a sufficient number of hours to afford individual
or group health insurance. ICAP eligibility requires a doctor’s verification that full-
time work can no longer be performed. ICAP pays for continuation coverage
only if the coverage is less costly to the state than other available options such
as Catamount.

Reasons why the HIV Program could not be replaced by Catamount:

e Even if state dollars could be saved by, for example, by enrolling AMAP
participants in Catamount Health the saved dollars must be passed
through to the ASOs and so could not be used to fund other
programs/services. In addition, forcing high-cost AMAP participants into
the Catamount pool could increase Catamount premiums.

e Catamount does not cover dental services and so could not replace the
dental component.

Report to the General Assembly Page 5
Review of VDH Programs that Provide Direct Health Care Services To Vermonters January 2009



e Catamount does not provide case management and social service support
provided through the base awards to the ASOs.

e The ICAP component already considers Catamount Health as an option in
determining the least costly coverage option.

Children with Special Health Needs (CSHN)

CSHN provides a selection of services to children under 21 who have complex
health conditions, and to their families. In addition, patients with Cystic Fibrosis
are followed by the CSHN program throughout their lifetime. CSHN clinic
services are provided by teams that may include physician specialists, nurses,
nurse practitioners, social workers, physical or occupational therapists,
nutritionists, orthotists, speech and language specialists, audiologists, dentists
and orthodontists. The make-up of a particular clinic team will depend upon the
specific needs of the children who are being served and the nature of the
conditions that are being followed. Although eligibility is based on diagnosis, not
income, higher-income families must meet a deductible before CSHN assistance
becomes available to them. CSHN bills private insurance first, then Medicaid,
then state funds. CSHN services are funded through a combination of the
Maternal and Child Health Block Grant federal funds and state funds.

Reasons why CSHN cannot be replaced by Catamount:

e CSHN pays only for the gaps caused when needed services are not
covered by the patient’s insurance. Examples include a policy deductible
the family cannot meet, a needed service that is outside the benefit
package or which the insurer determines is not medically necessary, or
services that exceed the number allowed by a policy. This would include
covering these gaps in Catamount coverage.

Opportunities for program improvement:

Prior to the formation of the Program Overlap work group, another workgroup
was evaluating the need to integrate CSHN with other children’s programs.
CSHN recently reviewed a three-year federal grant to work toward three goals:

e Strengthen medical homes
e Ensure community-based services
e Review the CSHN financial assistance program

The workgroup contains representatives from the Department for Children and
Families, OVHA, and Electronic Data Systems (EDS is the contractor for
processing Medicaid claims). The work group is planning to begin processing
CSHN claims through the EDS system, which would create these positive
outcomes:
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e Private insurance and Medicaid would more reliably be billed as primary
payers

e Providers would be paid more quickly (EDS would pay the claim first and
then recoup from third parties, (a process known as “pay and chase”)

e Electronic processing of claims would reduce manual labor

e OVHA's pharmacy benefit manager could provide formulary management
in place of CSHN’s current open formulary

e A more robust database would be created for future analysis.

Conclusion

In addition to the program-specific reasons that Catamount Health cannot
replace VDH programs, there would be general disadvantageous effects of
pursuing such a course. They are as follows:

e Although state funds might be saved by the elimination of one or more
programs, participating individuals could be harmed, and federal funds
would be lost.

¢ Injection of even a small number of individuals with high medical costs to
the Catamount Health pool would drive up the cost of the Catamount
Health premium; such an increase would run counter to the goal of
keeping Catamount affordable and therefore attractive to uninsured
Vermonters.

Although the Program Overlap Work Group did not identify any VDH programs
that could be eliminated by enrolling participants in Catamount Health, many
opportunities for potential program improvement were discovered as a result of
the evaluation process. These opportunities will be explored in more detail over
the next few months, and changes to the programs will be made if determined to
be feasible, cost-effective, and not detrimental to services.
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State of Vermont
Agency of Human Services
Office of Vermont Health Access

Pharmacy Best Practices and Cost Control Report 2009

Report Facts and Figures from State Fiscal Year (SFY) 2008

A total of 2,227,758 pharmacy drug claims were paid for all of Vermont’s publicly
funded pharmacy programs.

Gross spending was $112,406,224.

The rate of generic dispensing; that is, the use of generics as a percentage of all
drugs dispensed, was 65.25%.

The overall generic substitution rate when a generic equivalent was available
was 98.00%.

Federal rebates totaled $30,496,900.

Supplemental rebates collections were $5,318,443.

Net of rebates, the program spend was .49% less in SFY 2008 than in SFY 2007.

Overview

Pharmacy is the second highest spending item in OVHA'’s benefit programs. In SFY
2008, the gross spending of $112,406,224 was second only to nursing home care,
which was $115,642,835.

Vermont's publicly funded health insurance programs covered an average of 142,526
beneficiaries monthly in SFY 2008.

Some of these programs include full health insurance coverage. All of them included a
pharmacy benefit in SFY 2008. These programs are:

Programs for Adults:
o Traditional Medicaid
o Vermont Health Access Plan
o Employer Sponsored Insurance Assistance (ESIA)
Programs for Children:
o Traditional Medicaid
o Dr. Dynasaur
Pharmacy Only Benefits:
o Pharmacy Benefit
« VHAP-Pharmacy
« VScript
« VScript Expanded
o Medicare Part D Wrap Benefit
« VPharm
o Discount Benefit
« Healthy Vermonters
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State of Vermont
Agency of Human Services
Office of Vermont Health Access

Pharmacy Best Practices and Cost Control Report 2009
Critical Issues

The goals of the Vermont Health Access Pharmacy Benefit Management (PBM)
Program are:

= To assure the availability of clinically appropriate services and
= To do so at the most reasonable cost possible.

At stake is preserving the benefit that has evolved in Vermont's programs to the
greatest extent possible.

Vermont Strategies in Pharmacy Benefits Management

The Vermont pharmacy best practices and cost control program was authorized in 2000
and established in SFY 2002 by Act 127. This program, as the Vermont Health Access
Pharmacy Benefits Management (PBM) Program, is administered by the OVHA.
Operational strategies include:

= Partnering with a vendor with skills and expertise in pharmacy benefit
administration

= Managing and processing claims

= Managing benefit design

= Monitoring and managing utilization

= Procuring supplemental rebates on drugs used

= Managing reimbursement

=  Responding to change

Pharmacy Benefit Administration

Pharmacy benefit administration (PBA) services support the program in the following
areas:

= Claims operations

= Benefit management

= Utilization review and management

= Rebate management

= Analysis and reporting

The OVHA contracts with MedMetrics Health Partners of Worcester, Massachusetts as
the Pharmacy Benefits Administrator (PBA) for Vermont’s programs. MedMetrics is a
non-profit, full-service pharmacy benefit manager, wholly owned by Public Sector
Partners (PSP) and affiliated with the University of Massachusetts Medical School and
the University of Massachusetts Memorial Medical Center. MedMetrics was selected as
OVHA'’s PBA contractor through a competitive bid process in 2005. The contract was
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for three years with an option to extend for two additional years. OVHA chose that
option in 2008. Thus, the PBA contract will be rebid in 2010.

Managing and Processing Claims

Claims processing activities include accepting drug claims according to the rules of
coverage under Vermont programs; providing the mechanisms to support the
application of the generic and alternative drug requirements authorized by Title 18,
Chapter 91 of the Vermont Statutes; transmitting program requirement messages to
pharmacies as drugs are dispensed and claims are processed (e.g., eligibility
verification, federal/state drug rebate requirements, coverage limitations, prior
authorization needs, prospective and retrospective drug utilization review (DUR) issues,
etc.); and authorizing payments according to the reimbursement rules. Claims are
submitted by pharmacies enrolled to provide benefits in Vermont’s programs. As of
December 2008, 224 pharmacies were enrolled and processing claims.

The maximum reimbursement is established on a per claim basis at the individual drug
level in all cases but VPharm. In SFY 2008 the amount was the lesser of:

= Average wholesale price (AWP) less 11.9% plus a dispensing fee,

= The Centers for Medicaid and Medicare Services established Federal Upper
Limit (FUL) plus a dispensing fee,

= The MedMetrics managed Vermont Maximum Allowable Cost (MAC) amount
plus a dispensing fee, or

= The pharmacy’s usual and customary/submitted fee including a dispensing fee.

The beneficiary pays the rate established with this methodology in the Healthy
Vermonters Program. For the programs other than VPharm, Vermont pays the
difference between the rate set and any other insurance payment.

VPharm provides a wrap benefit to Medicare Part D coverage for drugs for those
beneficiaries who prior to the implementation of Part D received their primary coverage
through Medicaid, VHAP-Pharmacy, VScript, and VScript Expanded.

Under VPharm, Medicaid beneficiaries receive Vermont coverage for Medicaid covered
drugs in classes excluded from Medicare coverage.

Others beneficiaries are limited to drugs that would be covered under Vermont primary
coverage; that is, VPharm1, VPharm2, and VPharm3 beneficiaries receive coverage for
the drugs covered in the comparative primary program (VHAP-Pharmacy (VPharm1),
VScript (VPharm2), and VScript Expanded (VPharm3). This coverage is in the form of
the Part D Prescription Drug Plan (PDP) cost-sharing including deductibles,
coinsurance, copayments, and coverage in the “donut hole”, which is the period in a
coverage year when there is a lapse in Part D coverage. These VPharm beneficiaries
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also are eligible for drugs covered under VHAP-Pharmacy, VScript, and VScript
Expanded respectively that are in classes excluded from Medicare coverage. Details
are outlined below.

In SFY 2008, a total of 2,227,758 drug claims were paid for all of Vermont’s publicly
funded pharmacy programs.

Managing Benefit Design

General Design

Benefit management activities occur in all programs for all beneficiaries. Fundamental
to understanding the difference in benefits is identifying the individual drug classes
covered in the specific programs:

Medicaid, Dr. Dynasaur, VHAP (including VHAP-ESIA), and VHAP-Pharmacy:
All drugs for which a rebate is paid to the federal Medicaid program. Limitations
may apply.

VScript: All maintenance drugs for which a rebate is paid to the federal Medicaid
program. Limitations may apply.

VScript Expanded: All maintenance drugs for which a rebate is paid to the State
of Vermont. Limitations may apply.

Healthy Vermonters Program: All Medicaid covered drugs.

VPharm:

o Coverage for Medicaid drugs in classes excluded from Medicare coverage
(Medicaid).

o Cost sharing to Medicare Part D coverage and coverage for drugs in
classes excluded from Medicare coverage; both limited to Medicaid
covered drugs (VPharm1).

o Cost sharing to Medicare Part D coverage and coverage for drugs in
classes excluded from Medicare coverage; both limited to VScript
maintenance drugs (VPharmz2).

o Cost sharing to Medicare Part D coverage and coverage for drugs in
classes excluded from Medicare coverage; both limited to VScript
Expanded maintenance drugs for which a rebate is paid to the State of
Vermont for VScript Expanded (VPharm3).

Employer Sponsored Insurance Assistance Chronic Care Wrap Program for
beneficiaries not eligible for VHAP: Employer sponsored insurance cost sharing
for Medicaid covered drugs used to treat the following chronic health conditions:
Arthritis, Asthma, Chronic Obstructive Pulmonary Disease (COPD), Chronic
Renal Failure (CRF), Congestive Heart Failure (CHF), Depression, Diabetes,
Hyperlipidemia, Hypertension, Ischemic Heart Disease, and Low Back Pain.
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Preferred Drug List (PDL)

When limitations apply for Medicaid, Dr. Dynasaur, VHAP (including VHAP-ESIA), and
VHAP-Pharmacy and for VScript maintenance coverage, the OVHA PBM Program
utilizes a Preferred Drug List (PDL). The PDL is a key feature in the program. The PDL
identifies drugs in which specific clinical criteria has to be met in order for them to be
covered. It also identifies drugs that are clinically effective, but less costly. If a drug is
not listed as "preferred" in a particular category on the PDL, it requires Prior
Authorization in order for the drug to be covered.

The PDL has been developed with the help of the Vermont Medicaid Drug Utilization
Review (DUR) Board acting as the Program’s Pharmacy and Therapeutics (P&T)
Committee. In 2008 the Board membership included six Vermont doctors and four
pharmacists.

The PDL features clinically appropriate, low-cost options including:

= OTCs as prescribed by physicians
o For Medicaid, VHAP and VHAP Pharmacy - without restriction and
o For VScript, VScript Expanded and VHAP Limited - limited to loratadine
(generic Claritin® and the like); omeprazole (generic Prilosec OTC® and
the like); non-steroid anti-inflammatory drugs; and cetirizine (generic
Zyrtec® and the like). VHAP Limited also covers smoking cessation
products.
= Qgenerics;
= lower-cost brands;
= brands where manufacturers pay a level of federal Medicaid rebates that makes
the net cost of the drug comparative to other products in the drug’s therapeutic
class; and
= brands where manufacturers pay Vermont rebates supplemental to required
federal Medicaid rebates to make their products more affordable.

In March 2002, the first iteration of the PDL was completed with PA required for any
drug not identified as "Preferred" in designated PDL classes. Throughout 2002,
additional classes were systematically implemented. By 2003, the foundation of the
PDL was established. Since that time, the PDL has been modified to reflect changes in
clinical approaches, prescribing practices, product availability, and supplemental rebate
opportunities. Since January 1, 2006, the PDL has been expanded by almost 60%, from
79 drug classes to over 140 drug classes today. Automated step-therapy protocols and
over 100 new product-specific dispensing limits have also been instituted. It is
estimated that since January 2006 this has resulted in over $25 million in cost
avoidance.
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Management of Mental Health Drugs

In 2002, when the Vermont Health Access Pharmacy Benefit Management Program’s
PDL was implemented, drugs used to treat severe and persistent mental illness (SPMI)
were exempt from management. All other major cost categories of drug treatment were
subject to management. In SFY '05, 31.7% of the total drug spending was for mental
health drugs. In 2005, Act 71 approved the management of mental health drugs subject
to the review of the DUR Board.

In the summer of 2005 the DUR Board agreed that mental health drug classes could be
managed through the Preferred Drug List (PDL). The proposed PDL changes identified
the most cost-effective clinically appropriate drugs in specified classes. These drugs
included generic equivalents and alternatives as well as other low-cost alternatives.
More expensive alternatives were made available with prior authorization using criteria
developed through literature review of acceptable evidence-based standards, including
the Texas Implementation of Medication Algorithms (TIMA), the International
Psychopharmacology Algorithm Project (IPAP), class reviews from the Oregon
Evidence Based Practice Center, the Veterans' Administration, and the Micromedex®
Health Series.

At the time, the Board recommended that certain beneficiaries' active treatment be
"grandfathered" so as not to risk destabilization. For that it was decided that patients of
all ages, using antipsychotics, antidepressants, and/or mood stabilizers would continue
to use existing drug therapies. For drugs without generic equivalents, lapses in
treatment of four months or longer or changes in treatment would result in the
application of the PDL and its clinical criteria. For drugs with generic equivalents,
grandfathering would continue for four months to allow prescribers to transition patients
to the generic option. The PDL and the criteria would apply to all new patients.

A report on the review and the DUR Board's deliberations was submitted to the
Legislature's Health Access Oversight Committee (HAOC) for comment on September
1, 2005. The Committee heard testimony from prescribers and advocates and
recommended that Central Nervous System (CNS) Agents used to treat ADHD be
included in the "grandfathering" provisions. This recommendation was approved at the
DUR Board meeting in September 2005.

A claims processing implementation plan was developed, provided to the DUR Board,
and further reviewed with the DUR Board's psychiatrist member and with the Medical
Director of the Division of Mental Health at the Department of Health.

Following provider notification, the plan was implemented in January 2006. MedMetrics
claims processing system’s pharmacy claims history was used wherever possible to
determine if the criteria had been met to minimize the impact on prescribers who would
otherwise have to request a prior authorization.

Page 6 of 35



State of Vermont

Agency of Human Services

Office of Vermont Health Access

Pharmacy Best Practices and Cost Control Report 2009

With the implementation of Medicare Part D in January 2006 many beneficiaries
transitioned to Part D coverage. With Part D implementation problems, patient care
was at risk and provider services were under considerable pressure. As a result, the
plan to limit grandfathering on drugs with generic equivalents to four months was not
enacted immediately. On August 16, 2006, the OVHA sent a letter to prescribers
notifying them that this provision would be effective October 1, 2006.

In 2007 it was reported that the transition to managing the mental health drug classes
appeared to cause little disruption to patient care. That situation continued in 2008.
Indications are that new patients or patients with a lapse in therapy of four months or
more attempt therapy with preferred drugs. Between January 2006 and November
2008, prior authorization requests for non-preferred mental health drugs dropped by
62.45%.

Mental Health Drug Prior Authorization Requests - January 2006, November 2006, November 2007, and November 2008

January November November November
2006 2006 2007 2008

Anti-depressants - Novel 231 197 164 128
Anti-depressants - SSRI 300 236 98 85
Anti-depressants - Tricyclics 0 1 0 0
Anti-psychotics - Atypical & Combinations 159 59 54 69
Anti-psychotics - Typical 0 0 0 0
CNS Stimulants 16 34 22 12
Anti-Hyperkinesis - ADHD, ADD, Narcolepsy 86 101 94 65
Sedative Hypnotics - Benzodiazepines 6 0 1 3
Sedative Hypnotics - Non- Benzodiazepines 212 98 25 18
Anti-Anxiety - General 10 28 12 3
Totals 1,020 754 470 383
Cumulative percentage reduction since January 2006 -26.08% -53.92% -62.45%
Annual percentage reduction (since previous November) -37.67% -18.51%

From a funding perspective, it is clear that continued mental health management is
necessary. Drug spending for mental iliness treatment continues to be a significant. In
SFY'05, the top twenty drug classes in terms of spending included seven specific
classes identified for the treatment of SPMI. Those seven classes represented 28.1%
of the total drug spending in that year. The percentage of total spending by those same
classes was 29.3% in SFY ‘07 and 29.5% in SFY ’08.

In 2008 individuals in the community involved with mental health issues expressed their
concerns about the use of mental health drugs, particularly with children. The
Department of Mental Health has formed a workgroup of stakeholders to determine the
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questions the system of care should be asking about usage patterns and potential
policy statements on the use of psychotropic medications for Vermont’s children and
youth with significant mental health concerns. OVHA representatives are and will
continue to be members of this workgroup in its deliberations.

Specialty Pharmacy Services

In 2005, the Administration proposed to allow the PBM Program to require the purchase
of selected pharmacy products using mail order options. The intention was to assure
that when beneficiaries received drug treatments for complex medical conditions that
those treatments were obtained in the most economical way possible and that the
patients had the opportunity to obtain the best health outcomes through the availability
of disease and case management services to assure optimal results from product use.
The Legislature approved this requirement with the addition of V.S.A. 33 §1998a. This
allowed the use of the mail order services of specialty pharmacies.

In 2007 the OVHA sought bids from specialty pharmacies to provide this additional tool
in chronic care management. This serves as a resource in the treatment of complex
conditions which do not require the level of support of those addressed in the OVHA
Chronic Care Initiative.

Targeted were services for the treatment of such conditions as hemophilia, growth
hormone deficiency, multiple sclerosis, and respiratory syncytial virus (RSV) (a
condition that is the leading cause of pneumonia and bronchitis in infants). Additional
potential conditions identified included hepatitis, cystic fibrosis, cancer, and deep vein
thrombosis. It was stated that additional treatments might be identified over time.

In 2008, two specialty pharmacies were selected to serve Medicaid beneficiaries:
Wilcox Medical dba Wilcox Home Infusion and ICORE Healthcare, LLC, partnering with
our pharmacy benefits administrator, MedMetrics Health Partners. Wilcox Medical is
the specialty pharmacy for respiratory syncytial virus (RSV) and ICORE
Healthcare/MedMetrics is the specialty pharmacy for all other conditions. Dispensing of
identified specialty medications is limited to these pharmacies for Medicaid beneficiaries
where Medicaid is the primary insurer.

Both providers were selected based on a combination of the quality and the value of the
services they offered and the price of the products involved. Operating in Rutland,
Wilcox Medical represents the pharmacy that served the majority of Medicaid RSV
patients in the last two RSV seasons. They came with local clinical recommendations
including the physician who has been the primary prescriber for most Medicaid RSV
patients. In addition, this physician is the Medical Director of the Neonatal Medical
Follow-up Clinic at Fletcher Allen Health Care. MedMetrics Health Partners of
Worcester, Massachusetts has been OVHA’s pharmacy benefit administrator for the last
three years. ICORE is their specialty pharmacy partner and is located in Plantation,
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Florida. ICORE is a wholly owned subsidiary of Magellan Health Services, Inc. and
provides specialty pharmacy services for 35 managed care contracts covering 60 million
subscribers. The partnership of MedMetrics and ICORE assures the coordination of our
pharmacy benefit management initiatives with our specialty pharmacy approach.

As of October 1, 2008 Wilcox Medical began providing services for Synagis®, the drug
used to prevent respiratory syncytial virus (RSV). As of November 3, 2008 ICORE
Healthcare, LLC, with MedMetrics Health Partners, began providing services for other
select specialty drugs. These include, but are not limited to, hemophilia factors, growth
hormones, multiple sclerosis self-injectables, hepatitis C (ribavirin and injectables)
treatments, and Elaprase® (for Hunter's Syndrome).

The estimated annual gross savings for specialty pharmacy is $ 328,000 broken down
as follows:

= Hemophilia drugs: $100,000
= Hepatitis drugs: $110,000
= Multiple sclerosis drugs: $ 50,000
= Growth Hormones: $ 35,000
= RSV prevention: $ 33,000

Diabetic Testing Supplies

Diabetic testing supplies are a specialty need. In 2005, when the Administration
proposed managing specialty pharmacy services, they were identified as a target area.
However, the use of such supplies generally does not require any specialty disease
management services. As a result, the OVHA opted to address this by limiting the
product choices available in local pharmacies while seeking rebates from preferred
manufacturers, rather than using a specialty pharmacy service.

This initiative began with a partnership between the states of Maine, Utah, North
Dakota, and Vermont. Diabetic supply manufacturers were approached in the summer
of 2007 and offered preferred status for their products in exchange for rebates against
states’ utilization in their Medicaid programs.

Abbott and Lifescan were the manufacturer lines chosen by Vermont because all
product needs could be met. These products were most commonly used by Vermont
program beneficiaries. In addition, there was be no cost to pharmacies, patients, or the
Vermont programs for the transition. For patients who had to change to Abbott or
Lifescan products, coupons were provided to pay pharmacies for the manufacturer-
specific glucometers required in conjunction with the products.

This approach was reviewed and unanimously approved by the DUR Board for an
implementation in February 2008.
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Rebate amounts received against the first two calendar quarters of 2008 were
$397,669. It is estimated that annualized savings will be greater than $700,000.

Physician-Administered Drugs

Historically, drugs administered in physician offices have often been billed with other
physician services. As such they have not been managed in the same manner as drug
dispensed in pharmacies where in the course of claims processing the pharmacy
receives messages regarding coverage requirements and conditions. Managing
physician-administered drugs promotes consistency in administering the PBM
Program’s clinical criteria for drug coverage.

In SFY 2007, the OVHA began reviewing physician-administered drugs to identify
where and how management techniques should apply. Since then drugs have been
identified that are limited to dispensing through pharmacies where prior authorization
requirements and utilization review conditions can apply prior to dispensing. Other
drugs that must be available in physician offices are subject to prior authorization to
assure that established clinical criteria apply. In the process, mechanisms have been
established to facilitate the process for the offices. Evaluating physician-administered
drugs for clinical management is an ongoing project and will continue in SFY 2009.

Compound Drugs

Compound drugs are produced by a pharmacist combining individual ingredients.
Generally insurers cover a compound drug when the prescription is determined to be
medically necessary, there is no equivalent manufactured alternative available, and its
ingredients meet coverage criteria including program rebate requirements. Prior to
2006, the OVHA'’s pharmacy claims processing systems were unable to accept the
report of individual ingredients. Beginning January 2006 and throughout state fiscal year
2007 the OVHA worked with compounding pharmacists to develop an approach to
account and claim reimbursement for compound drugs that assures that they are
managed under the PBM Program. The claims processing system now requires that all
rebateable ingredients be identified on the claim and only those ingredients that meet
coverage criteria are paid. Types of drugs that previously were compounded have
since been reviewed by the DUR Board to determine if coverage should require prior
authorization. Guidelines for the coverage of compounded products are now described
in the Clinical Criteria Manual of the Preferred Drug List.

Formulation/Combination Conditions for Non-Managed Products
Increasingly, products become available as combinations/formulations of

products/ingredients that are otherwise readily available in the market. Generally, the
resulting item is more costly than its parts and has little, if any, additional value; for
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