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WHAT IS HAPPENING WITH MEDICAID
PROVIDER REIMBURSEMENT CUTS?

Summary

In order to address the Medicaid
shortfall for FY 2017, the HSD and
lawmakers have several major options,
each with associated possible risks and
benefits. So far, the HSD has implemented
cuts to MCO capitation rates and has
proposed health care provider payment
cuts. It is considering changes to the
benefits and services offered under
Medicaid as well as transfers to the
Medical Assistance Division from other
divisions within the HSD. Health care
delivery and administrative efficiencies are
already being implemented, though these
efforts might be increased. Some health
care providers and advocates urge that
the Medicaid shortfall be offset in whole
or in part by raising revenues — especially
in the form of a health care provider tax
such as other states have implemented
that would achieve an increase in federal
matching dollars if enacted in compliance
with federal law and guidance. The option
of health facilities making
intergovernmental transfers (IGTs) to
supplement Medicaid revenues to achieve
more federal matching funds appears to
be in peril, according to recent federal
regulations.

Options that exist but that do not
appear to be under discussion are a
general tax increase or fee unrelated to
Medicaid or health care; purging Medicaid
rolls by making fewer New Mexicans
eligible for Medicaid or by implementing
administrative changes that make it more
difficult to recertify; or enacting a new
budget that reflects a reprioritization of
funds in favor of the Medicaid program,
either by reappropriating funds from other
agencies and programs or by realizing any
increase in state revenues that were
unavailable when the budget passed
during the 2016 regular session.
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nonpartisan drafting, legal and research
agency of the New Mexico Legislature.

Medicaid Budget
The legislature and governor passed a fiscal year (FY) 2017 budget in the 2016
regular session that allocated $928.5 million in state funds for Medicaid. By
July 2017, Medicaid is expected to experience a $417 million funding
shortfall.! This represents a $20.8 million increase from FY 2016, but with
increasing costs, this has resulted in what the HSD originally reported as an
$86 million deficiency for Medicaid.?

The state has only a few options for addressing a Medicaid shortfall. It can
make cuts in spending, increase program efficiencies, raise revenues, move
money from one agency or program to another or reduce the Medicaid rolls
with changes in eligibility guidelines. This information bulletin addresses
some of the factors and ideas that have been discussed about raising or
transferring revenues and making cuts.

Spending Reductions

The HSD can reduce its spending by making cuts to the payments it makes,
such as reimbursements to health care providers. These include payments to
doctors, occupational therapists and psychotherapists; health facilities, such
as hospitals, clinics and dialysis centers; and service providers, such as air and
land medical transportation. The HSD has proposed to reduce provider
payments? in the following ways: canceling payment increases to 1,982
primary care doctors;* cutting dentists' payments by $3 million to $4.5
million;* cutting between three percent and eight percent of its normal
payments to hospitals; and cutting what it would have paid to certain
hospitals for providing care to individuals who cannot or do not pay for their
care (uncompensated care).®

The state also has the option of making cuts in the amount Medicaid pays to
managed care organizations' (MCOs') capitation rates, i.e., the payments
Medicaid makes for each recipient per month to cover all benefits and
services the MCO provides to enrolled Medicaid recipients as well as the
MCO's administrative costs. In January 2016, the HSD made a net reduction
of roughly 3.5 percent to the MCOs' per-member per-month payments and
expects to reduce this monthly payment in July to reflect the cuts the HSD
intends to make in health care provider payments.’

The HSD may also make cuts in administrative costs, which include
everything from staff salaries to the amount spent on paper, information
technology and travel expenses it uses to run the Medicaid program and all



of its other programs, such as cash assistance and child
support enforcement programs.

Overall, the HSD has announced that these provider
payment cuts, combined with a proposed
intergovernmental transfer (IGT), could reduce the
Medicaid shortfall from the originally projected $86 million
to roughly $24 million.?

A subcommittee of the Medicaid Advisory Committee is
also discussing the possibility of trimming the wide variety
of services and benefits covered in the state's Medicaid
program. While the federal government limits what can be
cut,’ examples of services and benefits that the HSD has
the option of cutting may be surprising: prescription
drugs, adult dental care, hospice care, home- and
community-based services for elderly and disabled
individuals, outpatient clinic and surgical ambulatory
center services, services in an intermediate care facility for
developmentally disabled individuals and inpatient
psychiatric care for individuals under the age of 21."

The risk associated with cutting spending is the loss of
federal reimbursement dollars. The state stands to forgo
as much as $127.5 million in federal matching funds for the
payments to providers that the HSD proposes to cut."
Some argue that there is also a "multiplier effect",
according to which $1.00 in Medicaid spending generates
much more economic effect and represents a much larger
return on investment when spent and a much larger
consequence when cut.” Others argue that Medicaid
spending poses a serious threat to state and federal fiscal
solvency and must be checked to preserve the viability of
the economy.” Some health professionals, health facilities
and advocates raise concerns that health care
professionals and health facilities will stop accepting
Medicaid reimbursement or be forced to close their doors
altogether or that New Mexico will be unable to attract
new health professionals and health facilities to the state.™
The HSD projects that reductions in provider payments will
not result in a reduction in recipient access to care.”

An option that has not been publicly discussed is to make
changes to renewal requirements: shortened enrollment
periods paired with automatic disenrollment by a certain
deadline. Currently, most Medicaid recipients must
recertify annually by filing an application and providing
proof of continued eligibility such as proof of income.'®
Shortening enrollment periods to less than a year may
reduce Medicaid rolls as recipients' recertification

applications may show that they no longer qualify due to a
change in circumstances or recipients may fail to timely file a
renewal of their applications. A previous administration
implemented sixth-month recertification requirements with
automatic disenrollment during a Medicaid budget shortfall
period” and attributed $2.3 million in savings to the
practice.” Critics of shorter enrollment periods say that
dropping otherwise eligible Medicaid recipients raises the
costs of uncompensated care in the state and imposes
higher health care costs when re-enrolled recipients have
deferred care and must be treated for more acute
conditions. The administrative costs of processing
applications on a more frequent basis also make this option
unattractive.

Another option is to limit Medicaid eligibility. The extent to
which this is feasible depends upon what sort of eligibility
changes would be acceptable to the federal Centers for
Medicare and Medicaid Services, which must approve any
changes to eligibility. Secretary of Human Services Brent
Earnest has stated that he does not want to explore this
option at present.” Arguments against reducing Medicaid
eligibility include worsening health outcomes for ineligible
applicants and the risk of increasing the cost and acuity of
uncompensated care.

One of the central tenets of the Centennial Care waiver that
has been implemented since January 1, 2016 is that Medicaid
providers can increase efficiency and lower costs by
delivering "the right amount of care at the right time".*
Care is to be integrated and coordinated while Medicaid
recipients are provided incentives to actively participate in
their wellness and care.” By achieving these goals, savings
may be generated by avoiding high-cost, high-acuity care,
such as emergency room visits and chronic disease
management. One of the challenges for the Medicaid
program at present is that New Mexico's Medicaid program,
which provides health coverage to many who did not
previously have coverage, is the high cost of pent-up
demand.” The following is an example of these costs: Ms. X
is one of the many adults who was not previously eligible
when Medicaid rules restricted coverage to those non-
disabled adults who had children and nearly no income. Ms.
X has a health condition for which she did not see a doctor
due to a lack of health coverage. Ms. X then becomes
eligible with the expansion of Medicaid eligibility. The care
she receives now through Medicaid may be expensive
because her condition likely worsened over time or because
she has not established a relationship with a lower-cost
primary care provider in lieu of costly emergency room care.




Raising Revenue

Some experts and advocates have proposed that the state
solve its Medicaid budget shortfall by raising revenues in
the form of fees or taxes, which could be raised on the
general population or on certain sectors. Such a tax could
be a gross receipts tax, income tax or property tax
increase that all or most New Mexicans would pay. A tax
or fee could also be on certain industries, services or
sectors such as health care providers. The tax or fee would
have to be imposed by enacting a law. The question
remains whether the governor and the legislature would
be in favor of any new taxes or fees.”

There have been recent proposals to establish state taxes
or fees upon health care practitioners or health facilities,
whose payments would be offset indirectly by Medicaid
reimbursement rates that are high enough to hold these
fee-payers or taxpayers harmless. The federal government
allows states to impose such provider taxes or fees so long
as they follow certain guidelines.* In fact, every other
state and the District of Columbia impose a provider tax to
fund their Medicaid programs.” The National Conference
of State Legislatures reports that these taxes generate
billions of dollars in federal matching funds for states.”®

One form of provider tax is in place: New Mexico assesses
a premium tax on MCOs and other insurers.” It has also
implemented a health care provider tax in the past. In the
mid-2000s, the state imposed an $8.82 surcharge on
nursing home daily fees”® and used the proceeds to obtain
more federal Medicaid matching funds.*® However, the
federal government fined New Mexico because, when the
legislature enacted the surcharge, it also enacted an
income tax credit for private-pay nursing home residents
that essentially held these patients harmless for the
nursing home surcharge.’® In treating Medicaid patients
differently from private-pay nursing home patients, the
federal government found that New Mexico was violating
federal guidelines for the imposition of such taxes and
withheld payments to the state.’’ The hold-harmless
provision®” and the nursing home "bed tax"* have since
been repealed.

If the legislature wishes to impose a tax or fee to raise
federal matching funds, it may look at how other states
have enacted provider taxes — on hospitals, clinics,
nursing facilities or other providers — in order to craft it
carefully to comply with federal law.

Some experts and advocates have proposed that the state

allow IGTs between the state and some health care providers
deemed to be publicly owned, such as county hospitals or
state-owned facilities. These IGTs would be used to build the
state's federal Medicaid match. However, the federal
government has issued new Medicaid rules that phase out
such supplemental payments, which it calls "pass-through"
payments, by 2027.34

The HSD may exercise its option, under the 2017 budget bill,
to make transfers from its various divisions — such as the
Child Support Enforcement Division or the Income Support
Division — to Medicaid,’ and Secretary Earnest has
indicated that the HSD intends to avail itself of this option.>®
He has also proposed that the University of New Mexico
Health Sciences Center make a $20 million IGT to the
Medicaid program.’’

There is also the option for lawmakers to allocate to the
Medicaid program any increase in revenues not previously
projected when the 2017 budget was passed or to remove
funds appropriated to another state agency or program and
transfer those funds to the Medicaid program. However,
lawmakers may only make these appropriations or funds
transfers by passing a new budget into law?® in a duly
convened regular session,* a special session called by the
governor® or an extraordinary session convened by a three-
fifths' majority of legislators.”
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