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Federal-State Health Reform Partner'sh>ip (F-SHRP)
BRIEFING

On September 29, 2006, the Centers for Medicare and Medicaid Services (CMS) approved New
York State’s request to join in a partnership to reform and restructure the State’s healthcare
delivery system. To accomplish the reform and restructuring, CMS has approved a new five-
year 1115 demonstration entitled Federal-State Health Reform Partnership (F-SHRP). The
waiver is effective October 1, 2006.

F-SHRP Goals and Objectives

The goals of this reform partnership are to promote the efficient operation of the State’s health
care system; consolidate and right-size New York’s health care system by reducing excess
capacity in the acute care system; shift emphasis in long-term care from institutional-based to
community-based settings; expand the adoption of advanced health information technology and
improve ambulatory and primary care provision.

Under F-SHRP, the federal government will invest up to $1.5 billion ($300 million per year) in
agreed upon reform initiatives. The primary focus of these initiatives will be to right size and
restructure the acute and long-term care delivery systems, expand the use of e-prescribing, foster
the implementation of electronic medical records and regional health information organizations
and expand ambulatory and primary care services.

The federal investment in these reforms is conditioned upon the following:
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* The F-SHRP waiver must generate federal savings sufficient to offset the federal
investment

» The State must meet a series of established performance milestones set forth in the
waiver terms and conditions

Savings

The reform initiatives to right-size and restructure the State’s health care delivery system and to
expand use of health information technology are expected to generate significant savings to both
the State and federal government. However, these reforms will be implemented over a number of
years and although some of the savings are expected to accrue in the next 5 years, much of the
savings will be long term. In order to generate sufficient federal Medicaid savings to offset it’s
investment, CMS has agreed to count savings in two areas — savings generated due to decreased
hospital utilization resulting from eliminating excess acute care capacity and savings generated
through Medicaid managed care expansions. The managed care expansions include the current
implementation of mandatory SSI enrollment and expansion of mandatory Medicaid enrollment
in additional counties. Counting these managed care savings for F-SHRP required moving'these
populations from the existing 1115 Partnership Plan to the new F-SHRP waiver.



The state is required to generate $3 billion in gross Medicaid savings ($1.5 billion federal) over
the 5-year waiver, Should the State not achieve these savings by the end of the waiver, it will be
required to refund to the federal government the difference between the federal investment in the
F-SHRP reforms and the federal savings generated.

Performance Milestones

The State is also required to meet a number of significant performance milestones. These
milestones are as follows:

I.

Fraud and Abuse Recoveries. By the end of the demonstration, the State will be
responsible for increasing its Medicaid fraud and abuse recoveries to at least 1.5 percent
of its total Medicaid expenditures for FFY 2005. The first year of the demonstration
requires development of an audit plan to increase recoveries. Specific dollar recovery
targets have been established for years 2 through 5 starting with $215 million in annual
recoveries for year 2 and increasing to $644 million in recoveries for year 5. Failure to
meet these targets will result in a penalty to be paid to the federal government equal to
the difference between the actual and target recoveries. However, the penalty cannot
exceed on an annual basis the FFP claimed for F-SHRP programs and the penalty is also
limited to $500 million over the five-year waiver term.

Preferred Drug List. The State must implement a PDL for Medicaid. This PDL must be
continued over the life of the demonstration. The State does have a PDL.

Baseline Data and Reporting. The State must report to CMS by November 30, 2006
baseline data including hospital and nursing home discharge and debt data and managed
care expenditure data.

Employer Sponsored Insurance. By January 1, 2008, the State must implement a
program to increase the number of currently uninsured but employed New York residents
with private insurance coverage. By January 1, 2009, the State must document some
increase in the rates of private insurance for such individuals.

Programmatic Changes. By October 31, 2006, the State must have implemented the
Medicaid cost containment initiatives enacted in New York's 2005/2006 State Budget
relevant to demonstration programs including changes in FHP, increased Medicaid
pharmacy copayments, a one year Managed care premium freeze and capon
administrative costs, expansion of managed long term care and pay for performance
demonstrations. By February 1, 2007, the State must implement at least one new
Medicaid cost efficiency initiative.

Improvement in ADA Compliance. By March 31, 2007, the State must submit a report
outlining the State’s plan for updating its on-site reviews of ADA compliance.



7. Single Point-of-Entry. By April 1, 2008, the State must have implemented a program to
create a single-point-of-entry for Medicaid recipients needing long-term care in at least
one region of the State.

8. Commission on Health Care Facilities in the 21" Century (Commission). By
January 31, 2007, The State must submit a report indicating that there are no State
statutory impediments to implementation of the Commission's recommendations, steps
taken to implement the recommendations and a timeline for implementation.

By July 15, 2008, a final report on implementation of the Commission’s
recommendations is required. This agreement locks in the Commission’s findings.

With the exception of the targets for audit recoveries, failure to meet any milestone results in
termination of the demonstration.

Funding

The mechanics of the how federal funds will flow to the State are as follows. Under the waiver,
the State will be entitled to federal matching (FFP) for approved designated State health
programs (DSHP). Approved programs include certain HCRA programs as well as health care
programs administered by other State agencies such as OMH, OMRDD, SOFA, OASAS and
OCFS. These programs are not Medicaid programs and normally do not qualify for federal
matching. The State will be eligible for 50% federal matching on State expenditures for these
programs up to $300 million per year. This means the State must incur annual expenditures of
$600 million to be entitled to the full $300 million in federal funds. After incurring the DSHP
expenditures, the State may draw down the federal matching funds only as it is ready to expend
State funds on the actual reform initiatives. For example, as the State expends money on HEAL-
NY grants it can simultaneously draw down the equivalent amount of federal funds and use those
funds on any of the reform initiatives. Federal funding is limited to $300 million annually and
must be used for reform expenditures incurred in that year. The federal funds cannot be rolled
over into subsequent years. However, the State has two years after each demonstration year to
claim federal funds and pay for investment expenditures incurred during the demonstration year.

Evaluation

F-SHRP is a five-year demonstration that will end on September 30, 2011. Over the five-year
term, the State will be required to report quarterly and annually to CMS on progress of
the waiver. Reporting will include a number of quantifiable metrics to assist CMS in
evaluating the effectiveness of the State’s reforms including grant activity, data on
hospital and nursing home utilization and debt, progress on implementation of
Commission recommendations and managed care enrollment information. In addition to
reporting, a formal evaluation of the demonstration is required with a report due to CMS
when the demonstration expires.
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HHS Approves New York Plan to Update Medicaid
Reforms Promote Better Care and Lower Costs Through Community -Based Care

HHS Secretary Mike Leavitt today approved a five-year, $3 billion experiment by New York State
to reorient its Medicaid program to take care of more people in their homes and communities with
an eye toward enhancing patient satisfaction, eliminating waste and improving the economic
viability of the program.

New York’s Medicaid program currently covers nearly 4 million beneficiaries at an estimated
annual cost to the state and federal governments of $43 billion. The traditional delivery system,
which emphasizes inpatient hospital and nursing home care, is expensive, inflexible and often not
oriented to patient needs. Today’s approval will set the state on a course of eliminating excess
waste with unused hospital and nursing home beds, building creative new care solutions in homes
and communities and shifting greater emphasis to preventive programs such as disease
management.

"I applaud Governor Pataki and the state of New York for facing the challenges to the Medicaid
program and taking action that will improve care for beneficiaries while also sustaining Medicaid
into the future,” Secretary Leavitt said.

The program, the Federal-State Health Reform Partnership (F-SHRP), was developed by the state
in close collaboration with HHS and will put into practice the goal of increasing access to up-to-
date care through structural reform of all health care delivery systems away from institutions
through greater patient involvement in the type and location of care they receive.

"This reform program embodies key principles to keep Medicaid up to date and sustainable into
the future,” said Mark B. McClellan, M.D., Ph.D., administrator of the Centers for Medicare &
Medicaid Services (CMS). “Health care is increasingly about coordination of services and
preventing complications before they happen, not just paying more for more services in costly
settings, and we are pleased to support the State of New York in their efforts to improve quality
and avoid unnecessary costs.”

Medicaid will also increase use of coordinated-care health plans, which can deliver services to
Medicaid beneficiaries with greater emphasis on care management and preventive services. The
improved efficiencies from greater reliance on managed care are expected to help finance the cost
of the demonstration.

http://www hhs.gov/news/press/2006pres/20061003.html 10/3/2006
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The F-SHRP project will run through September 2011 and CMS wili perform ongoing monitoring
through the program’s implementation.

Today’s announcement also includes a three-year renewal of an ongoing demonstration, the
Partnership Plan, which has been operating since 1997 and provides coverage for most state
Medicaid recipients through managed care. The plan provides comprehensive health coverage to
low-income uninsured adults whose income may be higher than traditional Medicaid eligibility
standards.

1 urge other states to follow New York'’s lead in designing Medicaid health care systems that are
more responsive to patient needs and desires to be cared for at home, to exercise greater control
over their health care and to use savings from these changes to build a solid foundation for
Medicaid into the future,” Secretary Leavitt said.
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GOVERNOR PATAKI ANNOUNCES $1.5 BILLION HEALTHCARE
REFORM INITIATIVE

Funding Would Come Over Five Years Federal Funds Tied to Fraud Fighting Efforts and Other Reforms

Governor George E. Pataki today announced that the federat Centers for Medicare and Medicaid Services has approved New York
State's waiver request which will provide up to $1.5 billion in federal funding to be invested in the State’s health care reform
initiatives designed to rightsize the acute care delivery system, restructure the delivery of long-term care services and foster the
adoption of health information technology. The funding announced today will assist the State in implementing many of the
recommendations of the Governor's Health Care Reform Workgroup as well as the forthcoming recommendations of the
Commission on Health Care Facilities in the 21st Century ("the Commission").

“I would like to thank Secretary Leavitt and his staff for working with us to ensure that New York's heaith care system -- already
among the best in the world -- will become stronger, more modern and more efficient,” Governor Pataki said. “"This agreement will
build on important State initiatives like our $1 billion HEAL-NY initiative to provide New Yorkers with an improved health care
system that is not only strengthened, but is sustainable for years and decades to come. Today's announcement shows how the
State and Federal governments can partner and work together to improve and strengthen health care, making this a win-win
situation for both the State and the federal governments.”

United States Department of Health and Human Serv ices Secretary Michael Leavitt said, “I applaud Governor Pataki and the state
of New York for facing the challenges to the Medicaid program and taking action that will improve care for beneficiaries while also
sustaining Medicaid into the future.”

Stephen Berger, Chairman of the Commission on Health Care Facilities in the 21st Century said, “We are deeply appreciative for the
work of Secretary Leavitt and the Governor and their staffs in providing this important building block for the work of the
Commission. It is a crucial cornerstone to improving and rightsizing the health care delivery system of the State.”

“The granting of the waiver will allow us to pursue Governor Pataki’s vision for restructuring New York’s heaith care system to meet
the future needs of all New Yorkers and dovetail with our current HEAL-NY program,” said State Health Commissioner Antonia C.
Novello, M.D., M.P.H., Dr.P.H. “I applaud the Centers for Medicare and Medicaid Services for working with us to make this effort a
reality.”

Included in the program will be the expanded use of e-prescribing, increased use of electronic medical records and regional health
information organizations and expansion of ambulatory and primary care services. In addition, the funding for this initiative will
further build upon phase one of HEAL NY, which helped advance information technology initiatives aimed at the restructuring of the
health care delivery system.

The FSHRP waiver makes the State eligible for 50 percent federal matching funds up to the annual threshold for programs that are
not Medicaid programs and normally do not qualify for the federal match. Finalization of the new waiver agreement involved lengthy
negotiation between various State agencies and CMS. Under the terms of the waiver, the State must generate Medicaid program
savings and meet significant performance milestones, including:

L4 increasing Medicaid fraud and abuse recoveries;

° implementing the Commission’s recommendations;

. impiementing a preferred drug list for Medicaid;

L] implementing a program to increase the number of currently employed but uninsured New York residents with private
coverage;

L] implementing a single-point-of-entry for Medicaid recipients needing long-term care.

The waiver went into effect October 1, said the Governor and will continue for five years. It will provide New York with up to $300
million annually to invest in rightsizing and restructuring reforms. Failure to meet the fraud and abuse recovery targets will result in
penaities for the State and failure to reach other milestones will result in termination of the waiver.

http://www.ny.gov/governor/press/06/1003061.html



