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Kentucky is applying to modify its Medicaid program through a waiver under Section 1115 of the Social
Security Act. The proposed changes will result in fewer Kentuckians covered and decrease health care
access, which will ultimately harm the health status of Kentuckians and move the state backwards in its
recent health care gains. And while the proposal is framed in terms of increased financial sustainability
and reduced costs, it can end up costing the state more overall as it introduces new, expensive and
complex administrative burdens, and limits access to the preventative care that improves health. In the
end, rolling back Kentucky’s historic gains in healthcare coverage would be antithetical to the goals of the
Medicaid program and the 1115 waiver process and hurt the many Kentuckians who benefit from the
Medicaid program in its current form.

How far we’ve come, and what is at stake

Kentucky’s Medicaid participants include thousands of working families, veterans, pregnant women and
people with disabilities, as well as hundreds of thousands of children and seniors. Current enrollees
include the following:

e Children: 561,326 (39 percent) of enrollees are children.

e Working adults: The majority of Medicaid-eligible adults who gained coverage under the
expansion in 2014 in Kentucky were low-wage workers.?

e Veterans: An estimated 9,500 uninsured Kentucky veterans and 5,300 uninsured spouses of
veterans became newly eligible for Medicaid under the expansion.

e Pregnant women and infants: 43.6 percent of all births in Kentucky were covered by Medicaid in
2010 (the most recent year for which data were published).

e Seniors: 90,794 of current Kentucky Medicaid enrollees are ages 65 and older.

e Disabled or requiring long-term care: 161,380 Kentucky Medicaid enrollees are eligible through
disability, blindness, long-term care needs or brain injury for which they require care either in a
facility or at home.

Kentucky is a national leader in its substantial reduction in the uninsured rate under the Affordable Care
Act; the share of the population without insurance dropped from 20.4 percent in 2013 to 7.5 percent in
2015, according to Gallup. The Medicaid and marketplace enrollment counts show these coverage gains
were driven largely by the Medicaid expansion in 2014, which increased eligibility to up to 138 percent of
the federal poverty level. Coverage alone is not the end goal, but it is the basis for better access to care,
prevention of disease, cost-efficiency of long-term health spending and (over time) tremendous public
health gains including reductions in preventable mortality.
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As summarized by the Center on Budget and Policy Priorities, “Numerous studies show that Medicaid has
helped make millions of Americans healthier by improving access to preventative and primary care and
by protecting against (and providing care for) serious diseases. For example, expansions of Medicaid
eligibility for low-income children in the late 1980s and early 1990s led to a 5.1 percent reduction in
childhood deaths. Also, expansions of Medicaid coverage for low-income pregnant women led to an 8.5
percent reduction in infant mortality and a 7.8 percent reduction in the incidence of low birth weight.”?

When compared to Texas in 2014, which did not expand its Medicaid program, low-income Kentuckians
were more likely to take prescribed medicines; more likely to receive regular care for chronic diseases
such as asthma, hypertension, and depression; were more able to pay medical bills; and were less likely
to use the ER as a usual source of care. ® A follow-up study similarly found that Medicaid enrollees in
Kentucky were more likely to have a primary care physician, get a regular checkup, and both less likely to
report having poor health and nearly 5 percent more likely to report having excellent health.*

In Kentucky, increased coverage has led to better access to services, including many forms of
preventative care. State Medicaid data shows hundreds of thousands of people are using their new
coverage for such cost-effective purposes. Comparing 2013 to 2014, the following services were funded
by Medicaid:

e Cholesterol screening, 80,769 to 170,514 (up 111 percent).

e Preventative dental services, 73,739 to 159,508 (up 116 percent).

e Hemoglobin Alc tests (diabetes), 52,685 to 101,360 (up 92 percent)

e Cervical cancer screenings, 41,613 to 78,281 (up 88 percent).

e Breast cancer screenings, 24,386 to 51,292 (up 111 percent).

e Annual influenza vaccinations, 14,090 to 34,305 (up 143 percent).

e Colorectal cancer screenings, 17,164 to 35,633 (up 108 percent).

e Tobacco use counseling and interventions, 406 to 1,094 (up 169 percent).

Although each service does have a cost, the services being used by the expansion population are, for the
most part, not the services that drive overall Medicaid spending. These enrollees are relatively
inexpensive to cover and the coverage allows them to maintain health and continue working and caring
for their families. And when a screening does indicate cancer or diabetes, it is still money well-spent.® Left
undiagnosed or untreated, these conditions worsen and become more complicated (and expensive) to
treat later on.

Kentucky’s current Medicaid program also has a positive impact on Kentucky’s economy, an impact that
this waiver would put in jeopardy. For example, the General Fund savings Kentucky will realize because
of Medicaid expansion in 2017 and 2018 from spending on public health, mental health, indigent care and
other areas surpasses what the state will have to put in to match the federal investment. Even when 10
percent of the cost must be covered by the state beginning in 2020, the return on the state’s net
contribution will be large after taking into account these savings, the additional tax revenue resulting from
job creation due to the injection of federal dollars and the health benefits for our communities and
workforce.



KENTUCKY CENTER for ECONOMIC POLICY

Savings and Cost of Medicaid Expansion in the State Budget

BT IEEYEI8 Total

Dept for Behavioral Health, Development & Intellectual Disabilities -$306 -$31.2
Dept for Public Health -$11.9 -$12.2
Dept of Corrections -$11.5  -$117
Quality Care Charity Trust Fund (QCCT) -$185 -$18.9
Dept for Community Based Services -$1.1 -$1.1
Subtotal -$73.6  -$751 -$1487
Breast and Cervical Cancer Screening -$1.9 -$2.0
Spend Down Recipients -$37.2  -8$37.2
Ky Transitional Assistance Program /TANF -$9.5 -$9.2
Nursing Facility-short term -$9.5 -$9.7
Subtotal -$581  -$58.1 -$116.2
Total -$131.7 -$133.2 -$264.9
State Cost for Medicaid Expansion $62.3 $149.0 $211.3
Net -$69.4 $15.8 -$53.6

Millions of dollars. Sources: Cabinet for Health and Family Services; OSBD, “General Fund 2016-2018 Budget Analysis.”

Over $2.9 billion has flowed to health care providers because of Medicaid expansion as of last October.
Such an influx of funds to the healthcare system has had an impact on jobs in the state. According to
Bureau of Labor Statistics data, growth has picked up in the health care sector over the last two years.
Kentucky added 12,000 jobs in the ambulatory health care and hospital sectors between August 2014
and August 2016, or growth of 7.9 percent. That compares to growth of only 1.7 percent in all other jobs
in Kentucky over that same time period. This growth results in income and sales tax revenue to the
Commonwealth.

Also, everyone saves when fewer people let health problems go untreated only to use expensive
emergency room care later. 8 Hospitals have seen a large decrease in charity care and other care to
uninsured Kentuckians—a 79 percent decline from 2013, before Medicaid expansion went into effect, to
2015. Whereas hospitals had $2.57 billion in such charges in 2013, they had only $552 million in 2015, a
decline of $2.02 billion.” The Kaiser Family Foundation saw this to be true nation-wide, with a total drop in
uncompensated care of 35 percent, nearly all of which was in states that expanded Medicaid.8

Waiver does not meet criteria set forward in law

The purpose of 1115 waivers is to provide flexibility to create and share better methods of providing
health coverage and care. Waivers ultimately should result in a healthier population. They should also be
rooted in evidence that the changes proposed can be made without harming the people Medicaid seeks
to serve. We strongly believe that far from benefitting Kentuckians, there is evidence this waiver would be
detrimental to the most vulnerable citizens in the Commonwealth. This result becomes clear when looking
at the components of the proposal through the lens of the four criteria the Centers for Medicare and
Medicaid Services (CMS) use to evaluate an 1115 waiver:

e Increase and strengthen overall coverage of low-income individuals in the state.

e Increase access to, stabilize and strengthen providers and provider networks available to serve
Medicaid and low-income populations in the state.

e Improve health outcomes for Medicaid and other low-income populations in the state.

e Increase the efficiency and quality of care for Medicaid and other low-income populations through
initiatives to transform service delivery networks.
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1. Will this waiver increase and strengthen overall coverage of low-income individuals in the
state?

The waiver is projected to result in fewer people enrolled because it includes a number of measures
shown to reduce coverage, including denying benefits to people who don’t pay premiums or fail to re-
enroll in time and locking them out for a period of time as well as work requirements for maintaining
coverage. Ample past research shows such barriers will reduce the number of people who can
participate. But the purpose of 1115 Medicaid waivers is to test ways to expand coverage or otherwise
improve care, not move backwards on health care access.

The waiver is designed to reduce coverage

The Medicaid waiver proposal claims the changes will save $2.2 billion in federal and state money over
the first 5 years of the program. But the waiver document shows those savings would occur because
fewer Kentuckians are covered.

The data provided shows 18,155 fewer adults will be covered by Medicaid in the first year of the
demonstration compared to not having the waiver, a number that would grow to 87,639 in year 5 (data
from report presents “member months,” and the table below converts that to number of full-year members
by dividing by 12. The actual number of members who would lose coverage would be larger as those who
lose coverage for portions of a year are taken into account).

2017 2018 2019 2020 2021
Without\Waiver Traditional 137,043 137,783 138,527 139,275 140,027
Without Waiver Expanded 503,479 506,198 508,931 511,680 514,443
Without\Waiver Total 640,522 643,981 647,459 650,955 654,470
With Waiver Traditional 133,335 130,428 127,584 124,802 122,080
With Waiver Expanded 489,032 477,565 466,366 455,431 444,751
With Waiver Total 622,367 607,992 593,950 580,232 566,831
Total decrease in enrollment 18,155 35,989 53,509 70,723 87.639
Percentdecreasein enrollment 2.8% 5.6% 8.3% 10.9% 13.4%

Source: KCEP calculations from Kentucky HEALTH document.

Other elements of the waiver don’t explain the projected cost savings because the estimated cost per
member, per month is actually slightly higher for the Medicaid expansion population under the waiver,
though it is slightly lower for children and non-expansion adults.

Evidence does not support that the waiver will result in members’ incomes increasing such that they are
no longer Medicaid eligible

The administration suggests coverage reduction will happen in part because they will move people to
private insurance plans; in addition, their incomes would need to rise above 138 percent of poverty so
they are no longer eligible for either regular Medicaid or premium assistance and wrap-around coverage.
But it is unclear what evidence is being used to connect the assumed increase in economic well-being to
the measures and requirements included in the plan.

The assumption that promoting work will somehow lead to this outcome is at odds with the research on
work requirements (reviewed below) and the reality that the majority of those who have gotten coverage
from the Medicaid expansion are working now; they just work in jobs where they cannot afford or are not
offered coverage. °® Many workers are Medicaid recipients because a large portion of jobs pay low wages
while wage growth has been stagnant, and because rising health care costs over the last few decades
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have led employers to shed responsibility for coverage. Whereas 70 percent of Kentucky workers had
employer-based coverage in 1980, only 56 percent do today.° Even if the minority who are not working
were to suddenly gain employment — which evidence does not support would result from these
requirements — it should not be expected that many would obtain jobs that lift them above 138 percent of
the federal poverty level.

Experience with past safety net programs shows that work requirements do not increase well-being

In spite of a rejection of work requirements in every other state that has proposed them (including

Indiana, Pennsylvania and recently Arizona), this waiver seeks to require work or community engagement
activities as both an expectation for coverage and an incentive for added benefits. However, it has been
long demonstrated that work requirements in other safety net programs are not only ineffective in
promoting long-term employment and wage growth, but have led to a greater likelihood of being stuck in
deep poverty — at or below 50 percent of the federal poverty level.1!

The Center on Budget and Policy Priorities’ analysis of potential work requirements for Medicaid eligibility
determined that such requirements would ‘unravel’ many gains from the Medicaid expansion without
increasing employment:

Imposing a work requirement in Medicaid thus could undo some of the Medicaid expansion’s
success in covering the uninsured... The Medicaid expansion has enabled states to provide
needed care to uninsured people whose health conditions have often been a barrier to
employment, including people leaving the criminal justice system who have mental illness or
substance use disorders and for whom access to health care can reduce recidivism and improve
employability. Connecting these vulnerable populations with needed care can improve their
health, help stabilize their housing or other circumstances, and ultimately improve their ability to
work. These gains would be eroded if a work requirement led to significant numbers of these
individuals losing coverage and being unable to access health care that they need.!?

Also, as already mentioned, most Kentuckians getting coverage because of Medicaid expansion don’t
need an incentive to work because they are already working, they are just working in low-wage jobs
where they can’t afford or are not offered health insurance through their employer. In the first year of
Medicaid expansion, those who gained coverage most commonly worked in restaurants and food
services followed by construction, temp agencies, retail stores, building services like cleaning and
janitorial services and grocery stores. These kinds of jobs usually have limited benefits, if any.

Many Kentucky workers make low wages — in fact, in 2014 30 percent made wages that would put them
below the federal poverty line for a family of four. Wages are low and also have been stagnant or
declining across the bottom of the wage distribution after adjusting for inflation over the last 15 years.
Because the waiver creates an escalating level of premiums for those who remain Medicaid eligible, it
penalizes workers for the low wages and wage stagnation that are beyond their control.

In addition, jobs are lacking in significant parts of the state as Kentucky still seeks to recover from the
Great Recession and as fundamental restructuring of industries like mining and manufacturing have left
certain communities with far fewer jobs than are needed. Only 28 of Kentucky’s 120 counties have more
people employed now than in 2007 — before the Great Recession hit — and 24 counties have seen more
than a 20 percent decline in employment.!® Those decreases are not because of a sudden unwillingness
to work, but because jobs were eliminated and have not been replaced. The shortage of jobs is likely to
exacerbate the extent to which work requirements result in losses of coverage rather than increases in
employment.

Other Kentuckians face significant barriers to better employment including a criminal record, lack of
education and training, inability to afford transportation and other hurdles. Absent a more comprehensive
solution to create jobs and remove barriers, measures to make health coverage contingent on certain
activities will result in fewer people covered.

Premiums are a barrier to coverage
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According to an extensive body of research, premiums create a barrier for health coverage for many low-
income individuals. For instance, Oregon received approval in 2003 to increase the premiums it charged
participants in its Medicaid waiver program and also impose a six month lock-out period for non-payment
of premiums; a study found that following these changes, enroliment in the program dropped by almost
half.** Similar effects occurred with programs in Utah, Washington and Wisconsin.> All five states that
have instituted premiums for their expansion populations have seen either an increase in collectable debt
among enrollees, a decrease in enrollment or at the very least an increase in churn in and out of the
Medicaid program.!® Finally, since many employers don’t offer coverage, escalating premiums are an
ineffective incentive for moving people off of Medicaid on to employer-sponsored health insurance. They
become, in effect, a penalty for being poor — due to the fact that they increase over time while wages in
low-income jobs remain flat. Escalating premiums are also harmful for entrepreneurs whose businesses
often struggle in the early years after start-up; this proposal would introduce a graduating cost to those
individuals just as their businesses are getting off the ground.

Recent evaluation of Indiana’s waiver has shown similar results to other states. After the first year of HIP
2.0, one-third of individuals who are eligible were never enrolled because they didn’t make a premium
payment. And for those who were enrolled, nearly 6 percent of people above the poverty line were locked
out, and 8 percent of those below the poverty line were penalized with a worse insurance plan.1?

Instituting a lock-out period will lead to fewer people covered

A mandatory six-month lock-out for failure to re-enroll on time or to pay premiums on time for a population
already struggling with low wages will almost certainly leave people without coverage. As of April of this
year, Indiana had not publicly revealed how many people had been shut out of health coverage through
their lock-out period, but given the thousands who had been disenrolled for failure to pay premiums, it is
likely that the ranks of uninsured adults have swelled.

Reducing some benefits is another method of reducing coverage

The waiver proposal refers to benefits such as vision and dental coverage as “enhanced benefits” that
people should earn back rather than be guaranteed. This stance reflects a dangerous departure from the
recognized impact that oral and vision screenings and preventative care play in maintaining health as a
whole. Though modest in cost, these benefits are a critical part of Medicaid coverage.

In addition, removing retroactive coverage and non-emergency medical transportation (NEMT) will create
added barriers to coverage and the utilization of coverage. By eliminating retroactive coverage, there is
risk of individuals facing unpayable bills, which would be further aggravated by the fact that they will owe
premiums. Getting to and from treatment, especially in rural parts of the state, is often a challenge, which
is why NEMT is such an important component of our state’s healthcare success. In fact, evidence has
shown that it is an important component to any state’s healthcare success:

e Intwo expansion states (Nevada and New Jersey) adults who newly received coverage through
Medicaid and used NEMT did so largely (40 and 30 percent respectively) to get to treatment for
mental illness and substance abuse.®

e Prior to Medicaid expansion, NEMT rides were most often used for substance use disorder
treatment in Pennsylvania (56.8 percent) and Connecticut (49.3 percent), for dialysis in
Mississippi (46 percent) and Hawaii (42 percent) and for behavioral health in Florida (24.2
percent) and New Jersey (26.8 percent).

e Asurvey of low-income residents in New York City found that roughly one in four reported that
transportation problems caused them to miss or reschedule a doctor’s appointment.*®

e Another study found that if one percent of medical trips were done by NEMT instead of a trip to
the emergency room, the state would save $11.08 for every dollar it spent on NEMT .20

e Over half of NEMT visits nationally occur for the treatment of chronic conditions such as
behavioral health treatment (including substance use disorders) and dialysis:
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Figure 1
Medicaid Non-Emergency Medical Transportation Trips in
32 States, by Treatment Type (Nov. 2015 year-to-date)

Adult Day Health

Care
5%
PT/Rehab
15% Behavioral Health
Specialist Visi 38%
7%
Preventive
Services
15% ETVH
Total Trips = 17%
59,138,928

SOURCE: LogisticCare Solutions, Medicaid Gross Trips by Treatment Type (Nov. 2015) (data available for 32 states).

Removing this benefit would limit effective coverage for many Kentuckians who have difficulty with
personal transportation, and could exacerbate drug abuse and mental health problems already rampant
across the Commonwealth.

2. Willitincrease access to, stabilize and strengthen providers and provider networks available
to serve Medicaid and low-income populations in the state?

Provider networks and providers will likely become even less available to those covered by Medicaid and
low-income populations in Kentucky under this waiver. Specifically, in the case of vision and dental
providers who already receive low reimbursement rates for the services they provide to Medicaid
recipients, making coverage for such services contingent upon community engagement activities and
healthy behavior incentives will likely reduce the number of people who use such services. It is likely that
providers will no longer see it as worthwhile to continue accepting such inconsistent coverage.

Moreover, healthcare providers who serve patients that have a blend of employer-sponsored health-
insurance and Medicaid, as the waiver would promote, will have to determine which insurer to bill, and
create systems to be able to make those determinations. This will add more administrative overhead and
inefficiency in delivering care. Some small, vulnerable providers may have to discontinue accepting
Medicaid coverage because they are unable to afford the added administrative costs.

3. Will the waiver improve health outcomes for Medicaid and other low-income populations in
the state?

Reductions in the number of people covered by Medicaid, disincentives for using benefits and the
elimination of dental and vision coverage will not lead to healthier Kentuckians. The theory that
community engagement activities, cost-sharing measures and financial or health literacy courses will
result in better health outcomes is not supported by evidence. However, higher rates of coverage have
been associated with better health outcomes, particularly those that can lead to early diagnosis of
preventable conditions.
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Dental and vision coverage are critical to wellness

Though the waiver refers to these benefits as “enhanced,” they should be viewed as necessary, basic
benefits essential for health. Both of these routine services offer critical opportunities for specialized early
diagnosis and preventative treatment that often cannot be offered in a primary care appointment. Such
care is especially needed because Kentucky already has poor oral health and significant vision
impairment, and because routine appointments with dentists and optometrists save money and
sometimes lives.

The American Dental Association recommends that good oral health requires a minimum of one cleaning
and check-up per year. The 2013 Kentucky Health Issues Poll found that individuals are much more likely
to see a dentist if they are insured, or well off.?* Only 43 percent of uninsured Kentuckians saw a dentist
in the past year, versus 70 percent of those who were insured.

Kentucky’s oral health reflects its low levels of dental care, and reducing access would only worsen these
problems. A study by the Center for Health Workforce Studies shows:?

¢ Kentucky ranked eighth in 2012 for adults who had a tooth extracted because of tooth decay or
gum disease.

¢ Kentucky ranked 5th in 2012 for adults 65 years or older who had 6 or more teeth extracted for
the same reasons. While this population is largely covered by Medicare, tooth decay is a long-
term preventable condition that would have started much earlier.

e Similarly, for Kentuckians aged 65 or older, 23.5 percent had untreated dental cavities, 19.3 had
oral pain within the last 3 months and 22.1 percent had trouble chewing food.

Low-income Kentuckians are disproportionately affected by bad oral health. For instance, 28 percent of
low-income Kentuckians surveyed by the American Dental Association in 2015 said the appearance of
their mouth and teeth affects their ability to interview for a job, versus 17 percent of middle and high
income Kentuckians. They were also more likely to report that life was less satisfying because of a dental
condition and were more likely to have problems like dry mouth, difficulty biting and chewing, pain,
avoiding smiling, embarrassment, anxiety, problems sleeping, reduced social participation, difficulty with
speech, difficulty doing usual activities and taking days off from work due to oral conditions.

Although poor dental health can be debilitating on its own, there are several ways in which oral health is
connected to more serious health problems. Problems with oral health have been linked to diabetes,
stroke, adverse pregnancy outcomes and cardiovascular disease. Dental cavities left untreated often lead
to secondary infections that can become life-threatening. Routine oral exams often lead to early detection
of other diseases that display symptoms in the mouth, enabling less costly diagnosis and treatment.

Medicaid’s provision of dental coverage is cost effective. Trips to the emergency room (ER) for dental-
related conditions (which are covered by Medicaid) are expensive and often preventable through routine
dental visits. Dental-related ER care is at least 3 times as expensive as a dental visit — $749 for non-
hospitalized care.?® States that report ER visits show large numbers of patients who receive costly care
for conditions that could have been prevented in a dentist’s office.?* Medicaid is the primary payer for 35
percent of all dental-related ER visits, which amounted to $540 million in 2012, but it only makes up 28.1
percent of non-dental-related ER visits. According to Pew, when California ended its dental care for 3.5
million low-income adults in 2009, ER use for dental pain increased 68 percent; in 2014 adult dental
benefits to eligible Californians were restored.

ER visits do not typically treat the underlying dental disease, so issues like infection can reoccur, leading
to costlier and repeated emergency room visits. Dental pain is also a leading gateway to opioid addiction,
and doing more to prevent such pain is critical to addressing Kentucky’s drug problem.

Dental care is relatively inexpensive as a Medicaid benefit. Given current Medicaid spending per patient,
utilization rates and reimbursement rates in states that offer dental benefits, the Health Policy Institute
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estimated that it would cost an extra 0.7 percent to 1.9 percent for the other states to begin offering that
benefit.?6 In 2014, the 29 states that offered some dental benefit through Medicaid collectively spent $10.1
of $327.5 billion on dental care. This means only three percent of Medicaid expenditures were spent on
dental care.

Likewise, the health consequences of eliminating vision coverage for routine screenings would likely be
significant. The Centers for Disease Control notes early detection, diagnosis and treatment can prevent
significant loss of vision, and “people with vision loss are more likely to report depression, diabetes,
hearing impairment, stroke, falls, cognitive decline and premature death.”?’

In Kentucky there are an estimated 192,060 people who are either blind or have serious difficulty seeing
even when wearing glasses, according to 5 year estimates of the 2014 American Community Survey.
This represents roughly 1 in 20 Kentuckians who aren’t in an institution like a nursing home. On a county
level, vision impairment ranges from 1.5 percent in Gallatin county to 12.7 percent in Pike county.

Because diabetic retinopathy — or vision loss from diabetes — is a leading cause of blindness, early
detection of diabetes often starts in an optometrist’s office. Other conditions like glaucoma and cataracts
are also often detected early during annual vision screenings, before they become more difficult and
costly to treat.

The current Medicaid vision benefit in Kentucky is modest, and only covers exams and diagnostic
procedures at optometrist and ophthalmologist offices. Glasses (lenses, frames and repairs) are only
covered for Kentuckians up to age 21, so most Kentucky adults are still responsible for buying their own
eyewear and contacts out of pocket.?

In the administration’s waiver proposal, beneficiaries could “earn back” vision and dental benefits by
completing “specified health-related or community engagement activities.” But evaluations of similar
incentive programs in lowa and Michigan suggest few people likely would earn such incentives, leading to
a big drop in the number of people with coverage.?

Lower rates of coverage will result in poorer health outcomes

Findings from the ongoing Oregon Health Study show Medicaid beneficiaries were less likely than those
without insurance to suffer from depression and more likely to be diagnosed with and treated for diabetes.
Those with Medicaid were also far more likely to access preventative care such as mammograms for
women.* Another study found that 5 years after 3 states expanded Medicaid, expansion was associated
with a 6.1 percent reduction in mortality.3! Recipients were also more likely to report that their health was
“excellent” or “very good” and less likely to report delaying care due to costs.3? With the recent increase in
screenings and other forms of preventative care in Kentucky, we can expect similar results. But as
coverage is either taken away in the case of dental, vision or lock-out periods, or made less available in
the case of premiums and work requirements, health outcomes will almost certainly decline.

4. Will the waiver increase the efficiency and quality of care for Medicaid and other low-income
populations through initiatives to transform service delivery networks?

The waiver proposal would increase inefficiencies and add costs by creating complex new bureaucratic
systems to track payments, activities and other elements that will shift dollars away from care and are
likely to cost more than the revenue that is generated. While cost savings is stated as a primary purpose
for submitting this waiver, it is not a sufficient criterion for an acceptable waiver on its own. Further,
proposed changes would likely not even save money other than by reducing the number of people
covered under the program — which could result in higher costs in the long-term as more Kentuckians
are treated in the emergency room for expensive conditions that could have been managed through
earlier intervention.

Added administrative costs and bureaucratic complexities will be expensive and inefficient
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Creating new requirements for premiums means creating state administrative structures to hill, collect,
track, answer customer questions and otherwise administer the program, including tracking expenditures
against each enrollee’s income to ensure that premiums collected remain under federal caps. Also, the
state must set up systems to manage two Health Savings Accounts (HSA) for each individual in the
program (a deductible account and a “MyRewards” account), including tracking activities that earn credits
and making payments between, into and out of the accounts. This tracking would require either expanded
state government structures, or having the state contract (and oversee) the service to a third party.

Other states have examined the costs of collecting premiums in Medicaid programs and found the costs
of collection typically exceed revenue collected. For example, several years ago Virginia introduced $15
monthly premiums to some families, but cancelled the program when the data showed the state was
spending $1.39 to collect each $1 in premiums.3 Arizona concluded even if it charged the maximum
allowed premiums, it would cost four times more to collect them than the value of the collected funds.?*

Another layer of complication arises from the fact that 31.7 percent of Kentucky households with family
income under $15,000 are unbanked, according to the Federal Deposit Insurance Corporation.3> This
makes collecting premiums even more difficult as traditional modes of making payments will not work for
a significant portion of low-income households.

Regarding HSAs, the Urban Institute’s analysis concluded, “HSAs for the poor are highly likely to be
administratively inefficient. The amounts collected from individuals would be small relative to health care
costs. Because there are large numbers of individuals in these programs, there would be a relatively large
number of small monthly transactions. Similarly, the money that flows out of these accounts, also small
amounts each time a service is used, would have to be managed.... Although these payments may lead
to lower enrollment rates and more disenrollment, it is unlikely they will lead to more appropriate use of
care by enrollees.”?®

Beyond collecting premiums and HSA contributions, new systems for assessing, certifying and tracking
work or community engagement activities, financial literacy courses and health literacy courses will have
to be created and managed. The state will then have to maintain a database that is able to affirm and
record that members participated in some activity so that they can get credit in their “MyRewards”
account. Then there will need to be some way of determining appropriate uses of those funds as
enrollees make various health-related purchases. This will add significant bureaucratic inefficiencies and
cost to the existing program.

For the premium assistance component of the waiver, yet another system will need to be created in order
to track what benefits are being offered through employer-sponsored health insurance plans so the state
will know what additional wrap-around services it will need to provide to satisfy all the guaranteed benefits
of the Medicaid program. This will require reporting from insurance companies, a database for tracking
benefit coverage for employees and ongoing monitoring for any changes that occur during open
enrollment each year. It will also require that providers be knowledgeable about which program to charge
for the services they perform — a patient’'s employer sponsored health insurance plan, or the Managed
Care Organization (MCO) offering the remainder of the benefits.

With less preventative care, costs will increase over time

Limited access to or use of preventative care is likely to add greater costs in emergency room care and in
other more expensive treatment as otherwise preventable conditions worsen over time. Cutting access to
early screening and detection will result in more significant health problems that go undiagnosed and
untreated. Again, as was demonstrated in California, when dental benefits were cut they saw a 68
percent increase in ER usage for dental pain. As people are disenrolled without other forms of coverage,
they are more likely to use care without being able to pay for it — resulting in more uncompensated care
for which hospitals will seek payment.

Projected state savings are small and don’t primarily come from the expansion population
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According to the administration’s estimates, savings would come from covering fewer people, people
failing to comply with work requirements, the removal of benefits (like transportation and retroactive
coverage), the introduction of premiums and other changes. But even though they claim saving the state
money is a key concern, state savings are only a small fraction of total savings because the costs of
Medicaid are primarily paid by the federal government. Here is a summary of the waiver’s fiscal
projections:

Demonstration Year Without Waiver With Waiver Difference Stat::vri:)‘j;:ted
2017 | $ 6,458,700,000 | $ 6,332,300,000 $ (126,500,000) (15,500,000)
2018 | $ 6,918,700,000 | $ 6,650,100,000 $ (268,600,000) (34,900,000)
2019 $ 7,.411,700,000 | $ 6,983,900,000 $  (427,700,000) (58,500,000)
2020 | $ 7,940,000000 | $ 7,334,700,000 $ (605,300,000) (95,600,000)
2021 | $ 8506400000 | $ 7,703,000,000 $ (803,300,000) (126,800,000}

Source: Kentucky HEALTH Waiver proposal, August 15, 2016

The projected state savings average $66.3 million annually over the 5 years of the demonstration waiver.
To put the savings in context, in 2018 the state will pay nearly $2 billion in General Fund monies on
Medicaid administration and benefits, making the waiver’s projected savings for that year only 1.8 percent
of costs. Over the five-year period, the savings are only about 0.6 percent of the entire state General
Fund budget.

The waiver proposal lays out how many people it expects to cover over the course of the five years. As
stated earlier, by the 5th year, 87,639 fewer expansion and non-expansion eligible adults will be covered
through Medicaid under the waiver compared to without it.

Even though a larger number of people lose coverage in the expansion population, more of the projected
state savings come from the traditionally eligible Medicaid enrollees, or “non-expansion adults,” as the
plan puts it (see below). Kentucky is projected to spend less on traditionally-eligible enrollees than their
expansion-eligible counterparts because the state pays a higher portion of their coverage, nearly 30
percent as opposed to 7.6 percent on average for the expansion population during the 5-year waiver
period.

So although the administration says we must make the changes in the waiver because we cannot afford
Medicaid expansion, more of the projected savings come from covering fewer people who are traditionally
eligible — who are financially struggling even more than the expansion group (some savings are also
projected in coverage for children). 37
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Source: KCEP calculations from Kentucky HEALTH Waiver proposal, August 15, 2016

Conclusion, Questions, and Recommendation

The Kentucky Center for Economic Policy seeks to improve the quality of life for all Kentuckians. To that
end, we support the purposes and criteria of a Medicaid 1115 waiver as stated by CMS. That is why we
are so concerned about the vast majority of the provisions in Kentucky’s proposed waiver. It is not only
misaligned to the criteria of a demonstration waiver, in many cases it stands in opposition to them. Some
elements of the waiver such as boosts to substance abuse treatment and chronic disease management
are laudable, but either don’t require a demonstration waiver specifically, or don’t require waiving a part of
the Social Security Act at all. We encourage the administration to continue to pursue these goals
separate from the current proposal.

Now that Kentucky officials will be negotiating with HHS on this waiver, the burden of proof will fall on the
state to show how this waiver clears the benchmarks set out in law. Based on the evidence laid out in
these comments, we have several questions we feel the Kentucky officials should answer before any
decision is made:

1. What will cause nearly 88,000 fewer adults will be covered according to your estimates? How
does this planned reduction in coverage support the requirement that any changes increase and
strengthen coverage?
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2. Will escalating premiums push people off of coverage without having access to insurance
coverage elsewhere?

3. How will the added complexity of the plan and the removal of passive enroliment impact
enrollment?

4. What evidence do you have to support the claim that elements of the waiver will incentivize work
to the extent that people’s incomes rise above the eligibility limit?

5. How will new HSAs and blended ESI coverage impact providers and provider networks?

6. How many companies offer qualifying ESI coverage for the income-eligible population (i. e., their
combined costs and the costs of added wrap-around services are less than the cost of the state
providing an MCO plan to the beneficiary)?

7. What will the impact on fewer people covered be on uncompensated care?

8. What evidence can you offer that work requirements would result in better health outcomes?
What will be the impact of six-month lock outs be on health outcomes?

9. What will lower and/or eliminated dental and vision benefits mean for the health outcomes of
Medicaid beneficiaries? What evidence can you provide to show this will improve health
outcomes?

10. Who will determine and approve a determination of medical frailty? How long will that process
take? What is the appeals process? Will there be retroactive eligibility for someone who is
covered under Kentucky HEALTH, but is deemed medically frail and moves back to the “state
plan?”

11. What would be the impact of the community service requirement on nonprofit organizations in the
state in terms of their capacity to handle the influx of new workers as well as the jobs and wages
of low-income employees of those organizations who will now have to compete with unpaid
labor?

12. What are the added costs associated with this waiver (from elements like a new HSA, the
MyRewards account, premium collection, work requirement tracking and healthy behavior
incentive activity tracking)? Will the proposed savings offset the added costs, resulting in true
budget neutrality without disenrolling Kentuckians who still need insurance?

13. What other means of promoting financial sustainability for the program have you pursued (for
example, lifting the hospital provider tax cap which has been frozen at 2.5% of 2006 hospitals’
revenues since 20073%)?

Work/community service requirements; premiums (including an escalation of premiums over time);
reductions in coverage and benefits including loss of vision, dental, retroactive coverage and non-
emergency medical transportation; lock-out periods for failure to pay premiums and for missing re-
enrolliment deadlines; and complex administrative and compliance structures are real threats to the
historic gains in health our state has recently experienced. For the first time in recent memory, Kentucky
is heading in the right direction on health, and it would be a major mistake to go backwards now. As it
stands, this waiver does not build on our successes, it rolls them back. We respectfully ask that officials
from the Department for Health and Human Services reject the proposed changes before them.

The Kentucky Center for Economic Policy is a non-profit, non-partisan initiative that conducts research,
analysis and education on important policy issues facing the Commonwealth. Launched in 2011, the
Center is a project of the Mountain Association for Community Economic Development (MACED). For
more information, please visit KCEP’s website at www.kypolicy.org.
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