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Dear jinsenipiiis

As we end the 2000 wear, and prepare for the continued challenges of 2010, I thought 1t might be
helpful to provide vou with an update on our efforts to acmmplmh many of DHHS’ budg get
reductions required by the General Assembly.

Without a doubd, the Efﬁ:rrl; to achieve the required budgetary savings is among the most difficult
efforts I have ever attempted. Every decision we make at DEHHS impacis a provider or
consumer i some way. We are not taking these decisions lightly, not are we making these
decisions without inpul from providers. advocates, and conswmers. But it remains a fact that we
sinply cannot take almost $1.5 billion dollars out of the State’s health care programs, especially
1 a time that the Medicaid program and demand for services are growing rapidly, and expect no
changes in what we do, how we pay, or how we manage. Every decision reduces provider
revernies. Every decision changes the way a consumer accesses services, Our focushas 1o be on
doing everything we can to maintain quality in the services we deliver, maintain aceess o those
services that are ¢ritical to the heallh of our state’s citizens in need of these services, and
maintain the bighest level of program intcarity to ensure the services delivered are chmcali}r
appropriate. :

As you may know, approxunately 85% of the DHHS budget relates io health care with about
60% related 1o Medicaid, 15% to mental health, developmental didabilities, and substance abuse
services, and the remainder to public health and other health activities. The reduction in state
appropriations set forth in the budget passed last year resulting in required reductions in total
spending of almost $1.5 billion in the health care arena creates an unprecedented challenge for
the Department.  Accomplishing this reduction without inflicting severe damage on the State’s
health care deltvery system Is needless to say, extremely important. :

Meeting the budget reduciions challenge has been complicated by a number of factors, most
- outside the control of DHHS, Most of our budget reduction limitarions {all within the Medicaid
program where substantial reductions are required to comply ‘with budget mandates: -
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The State is experiencing a significant growth in the Medicaid program as a result of ihe
economy and unereployment. We now project that enrollimentt in the State’s Medicaid
program wilf grow by 18,000 more conswmers than estitnated when the hudgel was imder
development. In addifiom, we are experiencing a growth in the average consumption of
services. by Madicald consumers of over 4%, where the budget considered consumption
growth of only 1/4%. This cnroltment growih and consunption of services is projected
1o require an additional $835 million in state fund= in cxcess of the current appropriations.
Many of the budget reduction efforts in Medicaid generally require changces in our state

- Medicaid plan for which we must subimit State Plan Amendments (SPAs) to the federal

Center for Medicare and Medicaid Services (CMS) and gain their approval prior to
implementation. While we have submitted numercus amendments, to date we have only
received upproval for rate adjusiment smendments from CMS. This does not indicate
that approval is hot forthe omring, but the normal process can fake months. Lack of
approval from CMS has cansed a delay in implementing over $90 million 1n required
reductions in state appropriations by the General Assembly effective Seplember or
Mctober 2009, % .
DHHS is limited as to its abilities to contro] the Medicaid budget. The federal
goveitiment will not allow any changes in enmollment elighlity, thus eliminating any
ability 1o comtrol enrollment. As for DHHS® ability to eliminate categories of services,
this decision Is not with DHHS® apihonty, While the General Assembly has the authority
1o determine what, if any, optiona] Medicald services will be covered and has so
determtined in the Stae’s budget, some services are considered mandatory by the federal
government and must be coverad,
A significant amount of the budgetary savings required by the State’s budsct is placed
upon Community Care of North Carolinag {CCNC), a network of primary care physicians
that work with DHHS and its Medicaid consumers. While CCNC has been very '
successiul 1n Hs management of the Medicald population consisting of women and
chitdren, the management of the aged and disabled population is signifieantly more
complex and CCNC does not vel bave all of the necessary infrastructure to accomplish
the budgetary goals [or the current vear. We are working with CONC o help them
achieve these budgetary poals.

Accordingly, the Depariment has a limired number of tools available fo accomplish the required

budget reductions. DIILIS can only medify how or by whom the services are delivered, and to
some extent, the quantity of services that may be delivered, and we have limited ability to adjust
rates.
Medicaid consumers. [n addition, the Department must also do everything it can 10 minimize
fraud, waste, and abuse within the Medicaid system and must take new actions to help ensure
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We are concemed that additonal rate reductions may affect access to critical sérvices for

S0 what are some of the efforts being implemented to gain controf of the "ﬂedmal-:i budget and
move toward accomplishing the required budgetary reductions?

»  We have reduced provider rales to accomplish the budget reduction-as instructed by the

encral Assemnbly. These rates were adjusted in a way to help protect primary care
providers. We are vigilantly monitoring acesss lo services and will do evervthing we
cgl o avold reductions 1n eritical areas of health care access such as OB/GYN services,



