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Introduction 
 
The Medicare Prescription Drug, Improvement, and Modernization Act (MMA) of 2003 (P.L. 
108-173) allows Medicare Advantage (MA) managed care plans to specialize in serving Medi-
care beneficiaries who are dually enrolled in state Medicaid programs, are residents of nursing 
facilities or similar institutions,1 or who have severe or disabling chronic conditions (Section 
231).2  The Centers for Medicare & Medicaid Services (CMS) approved 276 Special Needs Plans 
(SNPs) for 2006, including 226 dual eligible plans, 37 institutional plans, and 13 chronic condi-
tion plans.3   
 
State Contracting with SNPs 
 
In 2006, most SNPs are contracting only with Medicare, but several states have taken advantage 
of Medicare’s SNP option to negotiate contracts with SNPs to include Medicaid benefits for 
dually eligible individuals enrolled in such plans. At least 42 SNPs in 13 states were providing 
Medicaid managed care to dual eligible enrollees in 2005, and were allowed by CMS to “pas-
sively enroll” their dual eligible enrollees into their Medicare SNP for 2006.4 The opportunity in 
these and other states to integrate Medicare and Medicaid acute and long-term care services 
through SNPs prompted the Center for Health Care Strategies (CHCS) to institute its Inte-
grated Care Program (ICP). With resources from the Robert Wood Johnson Foundation 
(RWJF), CHCS has made ICP grants to five states—Florida, Minnesota, New Mexico, New 
York, and Washington—to develop and/or expand models of care that integrate the financing, 
delivery, and administration of primary, acute, behavioral health, and long-term care services 
and supports for beneficiaries with chronic conditions who are dually eligible or covered solely by 
Medicaid. CHCS is using RWJF funding as well as supplemental grants from Evercare and 
Schaller Anderson, Incorporated to create a comprehensive technical assistance strategy that 
promotes the integration of care for dual eligibles. In addition to the ICP grantees, CHCS is 
working with or planning to work with other states that have integrated care programs in place 
(such as Arizona, Massachusetts, Texas, and Wisconsin) or are developing plans to move in that 
direction (Arkansas, Maryland, Michigan, Rhode Island, and Virginia). 
 
This primer on Medicare managed care rate setting and risk adjustment is aimed at helping state 
Medicaid agencies better understand how the Medicare rate-setting system works so that states 
can work more effectively with SNPs and other MA plans to integrate Medicaid and Medicare 
services. It does not provide the level of detail on Medicare rate setting that would be needed to 

                                                 
1 Eligible long-term-care institutions include skilled nursing facilities, intermediate care facilities, and inpatient 
psychiatric facilities. Institutional SNPs can also enroll those living in the community but requiring a level of care 
equivalent to those residing in a long-term-care facility. 
2 SNPs may serve these categories of special needs beneficiaries exclusively or may enroll a “disproportionate percent-
age” of the target population, that is, a higher percentage than the national average. In 2006, few plans used the 
disproportionate percentage option, but more plans have reportedly applied to do so in 2007.  
3 Under the MMA, MA organizations may offer SNPs through coordinated care plans (CCPs), which can be health 
maintenance organizations (HMOs) or preferred provider organizations (PPOs).  HMOs are local plans that can be 
offered in one or more counties.  PPOs can be either local or regional. Regional PPOs can be offered in one or more of 
the 26 MA regions, each of which includes one or more states.  A single MA contract may include more than one 
plan, including more than one SNP. There are 164 MA contracts in 2006 offering 276 SNPs in 42 states and Puerto 
Rico, and these contracts represent 91 distinct corporate entities. SNPs normally define their service area by county, 
but a single plan may serve multiple counties in a state. 
4 Medicare Payment Advisory Commission, “Increasing the Value of Medicare,” Report to the Congress, June 2006, p. 
216.  
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fully assess the adequacy of MA rates or to understand all the intricacies of the MA rate payment 
and risk adjustment system. It focuses instead on issues that Medicaid agencies need to under-
stand when Medicaid and Medicare services and funding intersect in SNPs.   
 
Overlaps between Medicare and Medicaid and Opportunities for Better Coordination 
 
Looking at the services and funding streams from both programs together, rather than in their 
separate silos, can help identify opportunities for better integration of care. Integrating care for 
dual eligible beneficiaries can significantly improve beneficiary care and can also be a major asset 
for public purchasers like Medicaid and Medicare and for SNPs. Integration can be achieved by 
focusing on acute care benefits that both Medicare and Medicaid support, or more comprehen-
sively by also including Medicaid’s long-term-care benefits. With a comprehensive integrated 
benefit package, purchasers and plans can focus on more effective ways to integrate care and on 
designing service delivery systems that help beneficiaries get the right care in the right setting, 
rather than worrying about who pays how much for which piece of care.   
 
States interested in contracting with SNPs and other MA plans to cover Medicaid benefits for 
dual eligibles need to understand how Medicare managed care payment rates are determined in 
order to assess how state capitated payments to plans for Medicaid services fit into the federal 
payments that plans receive for Medicare services. This is particularly important for services 
where Medicaid and Medicare responsibility overlaps (home health, skilled nursing facility care), 
and also where MA plans may provide supplemental benefits not covered under fee-for-service 
Medicare that Medicaid also provides (dental, vision, hearing, transportation, care coordination) 
or where Medicaid pays premiums and cost sharing for dual eligible MA enrollees, since there 
can be significant opportunities to better integrate care in these areas.  
 
Understanding the overlap between Medicaid and Medicare payments to SNPs can also help 
states ensure that the payments to plans from both sources combined are appropriate, do not 
result in double payment for services, and minimize incentives for cost shifting from one payer to 
another. 
 
Medicare Advantage Rate-Setting Basics5 
 
By law, SNPs are paid under the same rules as other MA plans. As described further below, MA 
capitation rates are adjusted for risk based on beneficiary health conditions, and demographic 
characteristics such as dual eligible status, disability eligibility status, and institutional status, so 
CMS’s per-enrollee MA payments to SNPs are generally higher than those for other MA plans 
in the same area. That, however, is a function of the fact that SNPs are allowed to specialize in 
serving beneficiaries who have predictably higher-than-average costs, not of SNP status itself. 
 
All SNPs must offer coverage of original Medicare benefits and the Part D prescription drug 
benefit, that is, they must be MA-PD plans.6  Payments to MA-PD plans have two basic compo-
nents. The first includes services provided under Medicare Part A (inpatient hospital care, 
skilled nursing facility services, hospice, and some home health) and Part B (physician services, 
outpatient care, lab and x-ray, durable medical equipment, physical and occupational therapy, 
                                                 
5 For a recent glossary of Medicare Advantage terms, see National Health Policy Forum, “Medicare Advantage Pro-
gram:  Acronyms and Glossary,” May 20, 2005.  Available on the Web at:  
http://nhpf.org/pdfs_other/acronym.glossary.pdf. 
6 Some MA plans do not offer Part D prescription drug benefits. 
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and some home health care).7 The second component is for Part D prescription drug services and 
is calculated separately.  

 
MA Bidding, Benchmarks, and Supplemental Benefits 
 
Beginning with the 2006 contract year, MA plans participate in a bidding process in which plans 
submit bids in three parts, representing the estimated per-person, per-month revenue needed to 
offer:  1) Medicare Part A and B benefits; 2) Medicare Part D benefits (for plans offering Part D); 
and 3) supplemental benefits that add benefits8 or reduce Medicare’s cost sharing. The standard-
ized bid reflects the expected monthly cost of a plan enrollee who has nationally average demo-
graphic and health status as defined under the CMS risk adjustment model (a “risk score” of 1.0).  
 
CMS then compares the first part of this bid (for Medicare’s Part A and B benefits) with a 
benchmark. CMS sets the benchmark for local plans, based on county-level MA capitation rates 
in the plan’s service area. For 2006, the county benchmarks are the 2005 MA county payment 
rates, updated by the projected national growth in per capita Medicare spending.9 For regional 
PPOs, CMS uses a more complicated formula required by law that incorporates the plan bids and 
administratively set capitation rates. A region’s benchmark is a weighted average of the average 
of county rates in the service area and the average plan bid.10 These benchmarks are the maxi-
mum amount CMS will pay an MA plan and serve as targets in the bidding process. 
 
Plans that bid above the benchmark receive the benchmark payment from CMS and have to 
collect the difference from beneficiaries in the form of premiums. If a plan bids below the 
benchmark, CMS splits the “savings” with the plan. The Medicare program retains 25 percent of 
the savings, and the plan is required to use the remaining 75 percent (called a “rebate”) to ex-
pand benefits or pay various enrollee costs.   
 
In a preliminary analysis of plan bids for 2006, MedPAC found that local HMO plan bids came 
in below the benchmark 98 percent of the time, and when they did the average rebate was about 
$80 per month.11  Over time, this spread between plan bids and the benchmark is likely to nar-
row as plan bids increase in response to higher costs or other factors, and/or if benchmarks go up 
more slowly than expected in response to Part A and B cost trends or legislative changes.12   

                                                 
7 Technically, Medicare Advantage services are provided under Part C of Medicare (Social Security Act, Sections 
1851-1859).  
8 The added benefits can be either a non-Medicare medical item or service or a Part D “enhanced” benefit. 
9 National Medicare per capita growth is defined as “the projected per capita rate of growth in expenditures ... for an 
individual entitled to benefits under Part A and enrolled under Part B…”  [Social Security Act, Section 
1853(C)(6)(A)]. 
10 For more detail on the 2006 MA bidding process for local and regional plans, see Medicare Payment Advisory 
Commission. “Issues in a Modernized Medicare Program.” Report to the Congress, June 2005, pp. 74-76, available on 
the Web at:  http://www.medpac.gov/publications/congressional_reports/June05_Table_of_Contents.pdf. For more 
detail on MA payment in general, see MedPAC. “Medicare Payment Basics:  Medicare Advantage Program Payment 
System.” December 9, 2005, available on the Web at:  
http://www.medpac.gov/publications/other_reports/Dec05_payment_basics_MA.pdf 
11MedPAC, “Increasing the Value of Medicare,” June 2006, pp. 208-209. The MedPAC analysis did not look sepa-
rately at SNP bids, but most SNPs are local HMOs. Some SNPs may also be local or regional PPOs, which were 
somewhat less likely to bid below the benchmark than local HMOs and had lower average rebates in 2006, according 
to the MedPAC analysis. While the MedPAC analysis did not report the range in rebates around the national average, 
the local and regional variation is likely to be substantial.  
12 For analysis for some of the reasons for the current wide differences between MA benchmarks and Medicare fee-for-
service spending, see MedPAC. “Medicare Advantage Benchmarks And Payments Compared With Average Medicare 
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For 2006, rebate dollars available to plans were used in all the ways permitted by CMS:  65 
percent were allocated to reducing Part A and B cost sharing, 14 percent to adding benefits 
Medicare does not cover (vision, dental, hearing, transportation), 11 percent to reducing the 
Part D premium, five percent to enhancing Part D benefits, and four percent to reducing the Part 
B premium.13 
      
The supplemental benefits funded with rebate dollars must be directly health-related and not 
covered by Medicare.14  Typically these are benefits such as vision, dental, and hearing, but they 
can also include caregiver resource services that provide information and assistance to relatives 
or friends of enrollees who spend significant time as caregivers, or electronic monitoring of 
beneficiaries.15 MA plans are also required to undertake various activities to “ensure continuity of 
care and integration of services,” including “coordination of plan services with community and 
social services,”16 but MA plans normally fund these activities out of the administrative portion 
of their rate rather than with rebate dollars. While Medicare funding for this kind of care coor-
dination and care management activity is limited, it can be supplemented by Medicaid funding 
for care coordination if MA plans contract with states to cover these services under Medicaid.      
 
MA plans normally use supplemental benefits to attract additional enrollees, but that approach 
may be less effective for SNPs enrolling significant numbers of dual eligibles, because Medicaid 
already covers many of the typical supplemental benefits (vision, dental, reduced cost sharing) 
for dual eligibles. For these SNPs, additional care coordination may be an especially attractive 
benefit for purposes of marketing to duals.  
 
Geographic Variation 
 
MA capitated payments to plans vary by county and by region. Only MA PPOs are eligible to 
bid for entire regions, not other MA plan types such as HMOs. For 2006, only three out of 276 
SNPs are regional plans (United HealthCare plans in Florida, Hawaii, and New York).17 
 
The starting point for the local MA rates is Medicare fee-for-service (FFS) payments in the 
county. Over the years, these amounts have been adjusted by policy changes that have created 
minimum payment levels and have sought to limit the wide county-by-county variation in MA 
rates that results from the differences in per-capita spending in traditional Medicare. Substantial 
geographic variation in rates remains, however, since Medicare FFS costs continue to be a factor 
in setting MA rates.  
 

                                                                                                                                                 
Fee-For-Service Spending.” June 9, 2006, available on the Web at:  
http://www.medpac.gov/publications/other_reports/MedPAC_briefs_MA_relative_payment.pdf .   
13 MedPAC, “Increasing the Value of Medicare,” June 2006, p. 208. 
14 Technically, these supplemental benefits may be either mandatory (available to all enrollees in a plan) or optional 
(available only with payment of an additional premium). Optional supplemental benefits cannot be funded with 
rebate dollars. Since SNPs are not likely to offer supplemental benefits for which an additional premium must be paid, 
this primer discusses only mandatory supplemental benefits. 
15 CMS, “Medicare Advantage, Medicare Advantage-Prescription Drug Plans CY 2007 Instructions,” Call Letter April 
4, 2006, pp. 31-33. Available on the Web at:  
https://www.cms.hhs.gov/BenePriceBidFormPlanPackage/Downloads/2007CallLetter.pdf.  
16 See 42 CFR sec. 422.112(b) for more detail on these continuity of care and integration of services requirements. 
17 CMS, “January 2006 Special Needs Plans Report,” Available on the Web at:  
http://www.cms.hhs.gov/specialneedsplans/01_overview.asp? 
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To illustrate the variation, the monthly county benchmark rate for aged beneficiaries in Miami, 
Florida, (Dade County) in 2006 was $1,033 (Parts A and B combined), compared with $686 in 
Minneapolis, Minnesota, (Hennepin County). The regional MA Part A and B rates, which are 
being used for the first time in 2006, have less geographic variation than the local rates, because 
the regional rates are based on weighted averages of the local rates, as well as on plan bids.18 
 
Risk Adjustment 
 
Before 2000, Medicare’s payments to private plans for Part A and B benefits included adjust-
ments for risk that were based entirely on demographic factors:  age, sex, working status, Medi-
caid coverage, disability eligibility status, and institutional status. Beginning that year, CMS 
gradually began implementing a risk adjustment system that adjusted payments based not only 
on demographic factors but also on beneficiaries’ predicted health status, determined by diagno-
ses that appear in Medicare claims in the prior year. CMS phased in the new health-based risk 
adjustment system over a seven-year period, and it will be fully in effect for calendar year 2007 
MA payments.19  The risk adjustment system—called the CMS Hierarchical Condition Category 
(CMS-HCC) system—retains adjustments for age, sex, Medicaid, disability, and institutional 
statuses, but these factors have less weight in the new health-based system. For new enrollees 
who did not have 12 months of Part B eligibility in the preceding calendar year, rates are based 
on age, sex, Medicaid status, and original reason for Medicare entitlement (disability or age), not 
on diagnoses.20   
 
CMS-HCC scores vary around the “average beneficiary” score of 1.0. The individual risk scores 
for each beneficiary, which are used to adjust the plan’s base payment rate, are based on the 
beneficiary’s health status and other characteristics. For Medicaid eligibility status, for example, 
the CMS-HCC model adds the following amounts to the risk score for Medicare beneficiaries in 
the community (separate factors apply for institutionalized beneficiaries): 
       

Female 
 Disabled 0.137
 Aged 0.177
Male 
 Disabled 0.090
 Aged 0.202

 
The risk adjustment system for Part D payments (called Rx-HCC) is separate from that for Parts 
A and B, but follows the same health-based risk adjustment approach, with additional adjusters 
in 2006 and 2007 for Medicaid, low-income, and institutional status. These adjusters and the 
Part D risk adjustment system are discussed in more detail below. 

                                                 
18 For 2006, for example, the risk portion of the weighted averages of the local rates ranges from $699.04 in Region 19 
(Iowa, Minnesota, Montana, Nebraska, North Dakota, South Dakota and Wyoming) to $853.24 in Region 17 
(Texas). 
19 The full phase-in of risk adjustment for certain special demonstration plans and for Program of All-Inclusive Care for 
the Elderly (PACE) organizations will not be complete until 2008. 
20 For details on these adjustments, see CMS, “Announcement of Calendar Year 2007 Medicare Advantage Capitation 
Rates and Medicare Advantage and Part D Payment Policies,” April 3, 2006, Enclosure IV. Available on the Web at:  
http://www.cms.hhs.gov/MedicareAdvtgSpecRateStats/Downloads/Announcement2007.pdf. 



 

             
 

Medicare Advantage Rate Setting and Risk Adjustment: A Primer for States                9  

Frailty Adjuster 
 
Program of All-Inclusive Care for the Elderly (PACE)21 programs, CMS dual eligible demonstra-
tion programs in Massachusetts, Minnesota, and Wisconsin, and Social HMO (S/HMO)22 dem-
onstration plans have an additional feature in their MA payment systems that results in higher 
per-enrollee payments for enrollees in the community with significant limitations on activities of 
daily living (ADLs). The demonstrations are scheduled to end in 2008, and CMS will then no 
longer have the authority to apply the frailty adjuster to their payments.  PACE plans will con-
tinue to receive the frailty adjuster. CMS is considering applying a frailty adjustment broadly 
across all MA plans, but the earliest that could take effect would be 2008. 
 
For 2007, the following amounts are added to (or subtracted from) an individual enrollee’s risk 
score for ADL difficulties: 
 

0 ADLs –0.141 
1-2 +0.171 
3-4 +0.344 
5-6 +1.088 

 Part D Rates 
 
The CMS payments for Part D prescription drug coverage are calculated in essentially the same 
way for SNPs and other MA plans and for stand-alone prescription drug plans (PDPs). CMS pays 
plans a subsidy that is approximately 74.5 percent of the average bid amount for basic Part D 
coverage for the average Part D beneficiary. The actual CMS payments to plans are then ad-
justed based on the actual health status of the plans’ enrollees, as determined by the CMS Rx-
HCC risk adjustment model.23 
 
For 2006 and 2007,24 CMS increases certain enrollees’ risk scores when making Part D direct 
subsidy payments to plans by the amounts shown below: 
 

Long-term institutionalized, aged 8% 
Long-term institutionalized, disabled 21% 
Dual eligibles and others with very low income and assets 8% 
Others eligible for the Part D low-income subsidy 5% 

 
In addition to this direct subsidy, CMS pays Part D plans through three other payment streams:   

 
 Individual reinsurance, under which CMS covers 80 percent of an enrollee’s drug 

spending above a catastrophic threshold.  Individual reinsurance also acts as a form of 
risk adjustment by providing greater federal subsidies for the highest cost enrollees.  

 

                                                 
21 PACE is a program operating in several parts of the country that provides integrated Medicare and Medicaid services 
in community facilities to beneficiaries age 55 or older who have been determined to require the level of care provided 
by a nursing facility. 
22 S/HMOs offer the full range of Medicare benefits offered by standard HMOs, plus chronic and extended care 
services.  There are currently four S/HMO sites, in California, Nevada, New York, and Oregon. 
23 For more information on the CMS risk adjustment model for Part D, see the CMS Web page at:  
https://www.cms.hhs.gov/DrugCoverageClaimsData/02_RxClaims_PaymentRiskAdjustment.asp#TopOfPage 
24 The amounts may change in future years based on CMS analysis of prescription drug and other data. 
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 Risk corridors, under which CMS pays a portion of a plan’s higher-than-expected over-
all costs or recoups excessive profits. These symmetrical corridors are scheduled to 
widen in 2008-2011, and the CMS share will fall, so plans will bear a higher share of 
the overall insurance risk in those years. 

 
 Low-income subsidies, under which CMS makes payments to plans that cover most 

premiums and cost sharing for low-income beneficiaries. 
 
Part D plans receive additional payments from beneficiaries in the form of premiums, deducti-
bles, and coinsurance. Since information on the structure of the Part D benefit and the amounts 
paid by beneficiaries and through CMS low-income subsidies is readily available from other 
sources, it is not included here.25         
 
Drugs Excluded by the MMA from Part D Coverage 
 
The MMA excludes from Part D coverage several types of drugs that Medicaid has been allowed 
since 1990 to exclude from coverage, including benzodiazepines, barbiturates, and non-
prescription (over-the-counter) drugs.26  States have chosen to cover many of these drugs, how-
ever, and CMS requires states that cover the drugs for any Medicaid beneficiaries to continue to 
cover them for dual eligibles.27 
 
Part D plans may also choose to cover some of these drugs as enhanced benefits, and over-the 
counter drugs can be paid for as an administrative cost if part of a step therapy regimen. MA 
plans may be more likely to provide this additional coverage than PDPs, since MA rebate dollars 
could be used to cover the extra costs of the enhanced benefits. PDP plans would have to cover 
the cost solely out of the payments they receive under Part D, which may or may not turn out to 
be sufficient to cover these additional costs. 
 
As discussed further below, states interested in contracting with SNPs to cover Medicaid benefits 
likely will want to discuss with plans the potential for SNP coverage of these drugs, with an 
appropriate capitated payment from Medicaid, because doing so could result in administrative 
efficiencies for both Medicaid agencies and SNPs and improved access to these drugs for dual 
eligible beneficiaries.  
  
MA and Part D Bidding Schedule  
 
Each year, CMS must publish the capitation rates (county benchmarks) in effect for the upcom-
ing calendar year no later than the first Monday in April. No later than 45 days before the 
annual April Rate Announcement, CMS must publish a notice of proposed changes to the MA 
and Part D payment methodologies in the Advance Notice of Methodological Changes for 

                                                 
25 For additional detail on the structure of the Part D benefit and the Part D payment system, see MedPAC, “Medicare 
Payment Basic:  Part D Payment System,” December 9, 2005, available on the Web at:  
http://www.medpac.gov/publications/other_reports/Dec05_payment_basics_PartD.pdf. For additional detail on Part D 
low-income subsidies, see Kaiser Family Foundation, “Low-Income Assistance under the Medicare Drug Benefit,” May 
2006. Available on the Web at:  http://www.kff.org/medicare/upload/7327.pdf. 
26 For the full list, see Section 1927(d)(2) of the Social Security Act. 
27 CMS, Dennis G. Smith, State Medicaid Director Letter #05-002, June 30, 2005. For information on which states 
cover some of these excludable drugs, see National Pharmaceutical Council, “Pharmaceutical Benefits under State 
Medicaid Programs, 2004,” pp. 4-24 and 4-29 to 4-30. 
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Medicare Advantage (MA) Payment Rates and Part D Payment. The annual Advance Notice 
and Rate Announcement for the 2007 contract year can be found on the CMS Web site at:  
https://www.cms.hhs.gov/MedicareAdvtgSpecRateStats/AD/list.asp#TopOfPage. 
 
Plan bids are due the first Monday in June. This year, CMS plans to sign contracts for 2007 with 
successful applicants in early September in order to be ready for the annual coordinated election 
period for beneficiary enrollment that begins on November 15. More detail on key dates in the 
MA and Part D bidding schedule is available on the CMS Web site at: 
https://www.cms.hhs.gov/PrescriptionDrugCovContra/Downloads/CY2007timeline.pdf. 
 
 
Opportunities for States to Better Integrate Medicare and  
Medicaid Funding and Coverage 
 
States that want to contract with SNPs to cover Medicaid services have a number of options.  A 
threshold question is whether there are SNPs in the state that are interested in contracting with 
Medicaid and qualified to provide the services for which Medicaid would like to contract. SNPs 
that cover exclusively dual eligibles are most likely to be interested, while institutional and 
chronic condition SNPs, which also cover non-duals, may be less interested because of the 
potential extra complexity involved in having different benefit packages for dual and non-dual 
enrollees. Dual eligible SNPs that cover only a “disproportionate percentage” of dual eligibles 
(more than the national average) may be less interested in contracting with states for the same 
reason. However, the overwhelming majority of currently approved SNPs are exclusively for dual 
eligibles.    
 
Assuming there are interested plans, states can contract with SNPs and other MA plans to cover 
a variety of Medicaid services. The options below are listed in approximately the order of the 
contracting complexity likely to be involved, with the least complex and comprehensive Medi-
caid coverage listed first. 
 

 Medicare premiums and beneficiary cost sharing that Medicaid is required or chooses to 
pay for dual eligibles and others enrolled in Medicare Savings Programs (MSPs); 

 Prescription drugs excluded by the MMA from Part D, but covered by Medicaid;  
 Acute care services not covered or only partially covered by Medicare (vision, dental, 

hearing, durable medical equipment, transportation, care coordination); 
 Behavioral health services not covered or partially covered by Medicare; 
 Comprehensive case management and personal care services; and  
 Medicaid long-term care services not covered by Medicare (nursing facility, home 

health, and home- and community-based services). 
 
Apart from the issue of which services to include, there are a host of issues relating to the differ-
ent types of joint Medicare and Medicaid contracting that are feasible and the Medicare and 
Medicaid rules that apply. These issues are discussed in detail in the March 2006 CMS “State 
Guide to Integrated Medicare & Medicaid Models” and so are not discussed further here.28 
 
 
 
                                                 
28 Available on the Web at:  http://www.cms.hhs.gov/DualEligible/Downloads/StateGuide.pdf. 
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CMS July 27, 2006 Integrated Care Fact Sheet 
 
CMS released a Fact Sheet on July 27 titled “Improving Access to Integrated Care for Benefici-
aries Who Are Dually Eligible for Medicare and Medicaid.”29  Under the heading of “Opportuni-
ties to Improve Coordination and Enhance State Savings through Medicare and Medicaid 
Contractual Arrangements with SNPs,” CMS highlighted a number of potential benefits for 
states from better integration. Excerpts from the fact sheet are in the text box below.  
    

Excerpts from CMS July 27, 2006 Integrated Care Fact Sheet 
 
The SNP Medicare contracting process provides an opportunity for States to benefit from better coordi-
nated and more effective services for dual eligible beneficiaries, making State Medicaid programs more 
sustainable and effective. On an annual basis, SNPs submit bids to CMS to provide beneficiaries with 
Medicare-covered services, and sometimes supplemental services. Plans that bid below a benchmark 
amount receive a rebate equal to 75% of the savings relative to the benchmark. Plans are required to use 
the rebate money to provide extra benefits to enrollees. Possible extra benefits include the reduction of 
cost sharing for Medicare-covered services, added benefits such as vision and dental care not covered by 
Medicare, . . . or the Part D premium, or the Part B premium. 
 
For duals, these extra benefits could either directly replace financial obligations of the State (e.g. when 
the SNP rather than the State pays Medicare cost sharing on behalf of a dual eligible), or provide services 
that would otherwise have to be covered by Medicaid. Consequently, SNP plans have the potential to 
save States money, particularly if the State is making capitated payments to a Medicare Advantage plan 
that is providing both Medicare and Medicaid Services. 
 
Because SNPs may consider their bidding information to be proprietary, CMS does not release such 
information unless required by law. However, plans may share this information with States, and States 
can get publicly available information on the covered services and additional benefits offered by the plan 
before entering into a contract for Medicaid services. Further, states may require that bidding informa-
tion be shared with the State as a condition of contracting for Medicaid services. 

 
Capitalizing on Information on Cost and Utilization that MA Plans Submit to CMS 
 
As states consider contracting with SNPs and other MA plans to cover Medicaid services, it will 
be important for states to know how much Medicare is paying the MA plan for these services. 
MA plans are required to spell out in the Plan Benefit Package portion of their bid submission 
the cost-sharing rules for members ($20 co-pay for a physician visit, $50 for an emergency room 
visit, etc.).  In the Bid Pricing Tool (BPT) portion of the bid submission, MA plans spell out the 
per-person per-month average cost of the Part A and Part B cost sharing they will require, by 
service category (inpatient facility, skilled nursing facility, professional, etc.). In the BPT, the 
plans are also required to spell out how they propose to allocate any rebate dollars they receive 
because the bid for coverage of A/B services is below the benchmark (reduction in Part A/B cost 
sharing, reduction in Part B or D premiums, and so on).  If they propose to offer any supplemen-
tal benefits, they are required to specify their utilization and cost assumptions for those benefits, 

                                                 
29 Available on the Web at:  http://www.cms.hhs.gov/apps/media/press/release.asp?Counter=1912. 
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including annual utilization per 1,000 members, annual cost, and per-member, per-month 
(PMPM) cost by type of service. Worksheets 1-7 of the BPT can be found in Appendix A30 
 
CMS is restricted in its ability to share this information with others, but states could find it very 
useful to get all or an extract of this information from SNPs either voluntarily or as a condition 
for contracting with the state. The Medicare information would allow states to develop detailed 
data on Medicare and Medicaid services available to dual eligibles by combining the SNP bid 
data and the states’ own Medicaid data. New York State has developed a template for doing this. 
Some illustrative excerpts are reprinted in Appendix B. The text box on the next page contains 
more information on the New York Medicaid Advantage Integrated Care Program in which this 
approach is being used. 
 
In line with the New York approach, such a combined analysis could include: 
 

 Projected enrollment of dual eligibles under age 65 and age 65 and over by county and 
by number of member months.31 

 Estimates of medical service costs showing, by service, estimates of utilization per mem-
ber per year (PMPY), unit cost, and cost PMPM for both Medicare and Medicaid ser-
vices: 

 Separate estimates for dual eligibles under age 65, age 65 and over, and a 
weighted average of both age groups, since states may want to serve these differ-
ent categories of dual eligibles in different ways.32 

 Summary Medicaid capitation rate calculation sheets showing estimated Medicaid cost 
sharing for specified Medicare services, including estimated utilization of services PMPY, 
estimated unit cost, and cost PMPM: 

 Separate estimates for dual eligibles under age 65, age 65 and over, and a 
weighted average of both combined if needed by the state. 

 Projected administrative expenses for Medicare and Medicaid combined, by Medicare 
expense category (marketing and sales, direct administration, indirect administration, 
and net cost of private reinsurance), for direct and contracted expenses, including salary 
and non-salary expenses, number of full-time equivalent (FTE) employees, and PMPM 
estimates for each expense category.33 

                                                 
30 More information on the MA Bid Pricing Tool is on the CMS Web site at:  
http://www.cms.hhs.gov/BenePriceBidFormPlanPackage/03_2007Bid.asp. 
31 CMS requires only member months, not counts of members, in the BPT. 
32 The BPT does not require such age breakouts, so states would have to specifically require it.  
33 The BPT does not require this level of detail for non-medical expenses; only overall PMPM expense estimates are 
required for each category of expenses. 
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New York State Medicaid Advantage Integrated Care Program 
Medicaid Premium Proposal Requirements34 

 
          New York’s Medicaid Advantage Integrated Care Program is a voluntary managed care pro-
gram for dual eligibles 18 years of age or older who are eligible for a nursing home-level of care. It 
provides Medicaid long-term-care services that supplement and wrap around Medicare services, 
including broader coverage of nursing facility and some health services, personal care services, dental 
services, transportation, private duty nursing, nutrition, medical social services, social and environ-
mental supports, home delivered and congregate meals, adult day health care, social day care, and 
personal emergency response services. It also covers most Medicare cost sharing for Part A and B 
services, although some copayments for emergency room and specialist services are retained.  
 
     As part of the bidding process for this program, New York requires plans to submit information 
from their Medicare Advantage bids on cost sharing and Medicare services (including supplemental 
services), essentially following the format of the MA Bid Pricing Tool (BPT). New York requires 
more detail than the BPT in some areas, including breakouts of the data by enrollee age (over and 
under age 65), and additional detail on administrative expenses. Appendix B includes excerpts from 
the forms New York uses to obtain this information. 
 
     The program is being implemented in New York City, Long Island, and several upstate counties. 
Two plans (Evercare and WellCare) have submitted bids to participate in the program. 

 
Potential Uses of Combined Medicare MA Bid Data and Medicaid Data 
 
Integrating data that MA plans submit to CMS in their bids with the state’s own information 
can help ensure that there is no inappropriate duplication and overlap of services and funding 
and can identify opportunities for better integration of the Medicaid and Medicare benefit 
packages and funding streams. If, for example, the MA plan assumes a certain level of inpatient 
hospital, emergency room, or skilled nursing facility utilization by dual eligible beneficiaries, 
joint analysis of the Medicare and Medicaid data might reveal opportunities to reduce the use of 
these high-cost Medicare services through better use of Medicaid-covered behavioral health and 
home-and-community-based services, and through more comprehensive case management. This 
could help to better align incentives for plans and providers and result in more appropriate care 
for beneficiaries. States currently have no incentive to provide additional Medicaid services if 
the savings all accrue to Medicare, so some method of sharing some of the Medicare savings with 
the state would have to be devised. 
 
Specific Payment Rate and Contracting Issues States Could Discuss with SNPs 
 
As states enter into more detailed discussions with SNPs regarding potential contracting for 
Medicaid services, several specific payment rate and contracting issues that relate to areas of 
overlap between Medicare and Medicaid may be relevant to discuss: 
 

 Medicare cost sharing. Medicaid is not required to make Medicare cost-sharing payments 
directly to plans, and the cost-sharing payments Medicaid makes either to plans or provid-

                                                 
34 This information was obtained through documents provided by and interviews with New York State Department of 
Health, Bureau of Managed Care Financing.  
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ers may be limited by the amounts Medicaid would pay for the service, even if Medicare 
payments are higher.35  In many states, therefore, states may be able to offer significant 
benefits to SNPs by agreeing to pay these cost-sharing amounts directly to the plan in the 
form of up-front capitated payments, which could result in administrative efficiencies for 
states, plans, and providers. Most states would, of course, want something in exchange for 
such benefits, so discussions around these cost sharing issues could open the door to discus-
sions of a wider range of Medicare and Medicaid integration issues.  
 

 Drugs excluded by statute from Part D coverage. The excluded drugs that Medicaid pro-
grams continue to cover are not costly (most are generics), and they are most valuable to 
beneficiaries when they are part of a broader care package. Medicaid programs could 
achieve administrative efficiencies and improve care for beneficiaries if they contracted 
with SNPs to cover these drugs as an additional no-cost benefit, or with an appropriate up-
front capitated payment to cover their additional cost, if any. The capitated payment could 
be approximately equivalent to what the Medicaid agency would otherwise have to pay for 
such drugs, with perhaps some adjustments to reflect the administrative efficiencies that 
both parties could achieve. Again, this could be part of a broader discussion of other Medi-
caid services that could be included in the SNP benefit package. 
 

 Sharing data on prescription drug utilization. States have an interest in obtaining infor-
mation on prescription drug utilization by dual eligibles for care coordination and quality 
monitoring purposes, especially in settings where Medicaid remains responsible for most of 
the cost of care for dual eligibles, such as home- and community-based services and long-
term nursing facility care.36  SNPs have an interest in obtaining information on prior drug 
utilization by new dual eligible enrollees, which states are likely to have for under-65 dis-
abled Medicaid beneficiaries who are emerging from the two-year waiting period for Medi-
care coverage or Medicaid beneficiaries approaching age 65. Arrangements for sharing this 
kind of data could be another topic for discussion in contracting discussions between states 
and SNPs.  
 

 Acute care services not covered by Medicare. Medicaid covers some acute care services 
that Medicare does not cover or covers less extensively (vision, dental, hearing, durable 
medical equipment, transportation, care coordination). These Medicaid benefits are gen-
erally not very costly, and probably could be handled more efficiently for duals if Medicaid 
contracted with Medicare SNPs for these services.  These services could be funded either 
as an additional no-cost benefit offered by the SNP, if there are savings under the Medi-
care Advantage capitation payment, or through additional capitation payments provided 
by Medicaid.37 Including these services in the SNP benefit package would also facilitate 
coordination of care for beneficiaries.  
 

                                                 
35 See Social Security Act, Section 1902(n)(2).  For a summary of the CMS rules for Medicaid payment of Medicare 
premiums and cost sharing for different categories of dual eligibles, see: 
http://www.cms.hhs.gov/DualEligible/02_DualEligibleCategories.asp#TopOfPage. 
36 SNPs and other MA-PD plans are required to submit detailed Part D prescription drug data to CMS on a monthly 
basis, but CMS has said it does not have authority to share these data with states. 
37 While Medicaid agencies may have to incur additional costs for actuarial services to calculate these capitation 
payments, states that include non-dual disabled beneficiaries in capitated Medicaid managed care programs will likely 
have reliable actuarial information on the use of these services by a population similar to the most costly dual eligible 
population, those who are under age 65 and disabled. 
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 Mental health services. Medicaid coverage of mental health services is considerably 
broader than Medicare’s.38  About half of under-age-65 disabled dual eligibles have signifi-
cant mental health problems and are heavy users of costly antipsychotic and antidepres-
sant medications. They are also likely to be heavy users of Medicare-funded inpatient hos-
pital and emergency room services. Including Medicaid mental health services in the SNP 
benefit package would provide a more integrated and comprehensive benefit. This broader 
benefit could help to reduce overall costs for dual eligibles with mental health problems by 
providing a broader range of less costly services (targeted case management, rehabilitation 
services, community mental health center services) that could reduce the use of costly in-
patient hospital and emergency room services and improve care for beneficiaries over the 
longer term. Again, since most of the financial savings would accrue to Medicare, some 
way of sharing these savings with the state would have to be devised. 
 

 Comprehensive case management, personal care services, care coordination, and MA 
supplemental benefits. Medicaid coverage of care management and personal care services 
is substantially broader than Medicare’s, so including all or some of these Medicaid bene-
fits in the SNP benefit package would make more resources available to improve care co-
ordination between Medicare and Medicaid. As noted above, SNPs can use savings from 
their MA bid for Part A and B services to fund some forms of care coordination as a sup-
plemental benefit, and some Medicare care coordination activities may be covered by 
SNPs as an administrative expense. SNPs are likely to find that the ability to offer care co-
ordination and “one-stop shopping” can be a major advantage for them in marketing to 
dual eligibles, over 90 percent of whom are currently in stand-alone PDPs where they do 
not have this kind of care coordination benefit.  
 

 Prescription drug use in nursing facilities. Many SNPs (along with other MA plans and 
PDPs) have little experience in managing prescription drug use in nursing facilities.39  
These SNPs could benefit by partnering with Medicaid to help manage the Part D benefit 
in nursing facilities, especially since Medicaid is responsible for non-drug nursing facility 
services for dual eligibles after the short-term Medicare skilled nursing facility benefit ends. 
It could be useful, for example, for SNPs to have historical (pre-2006) data from the state 
on use of Medicaid-funded prescription drugs by dual eligibles in nursing facilities, as well 
as post-2006 data for Medicaid-covered nursing facility residents who become eligible for 
Medicare. The data could help with overall care planning and decision-making on SNP 
formularies. It could also be valuable for SNPs to have past Medicaid data on drug use in 
specific facilities or in facilities served by specific institutional pharmacies, to help the 
SNP determine which facilities and pharmacies to contract with and how to manage the 
contractual relationships that emerge. This kind of data sharing and partnership between 
Medicaid and SNPs could help lay the groundwork for inclusion of Medicaid-funded nurs-
ing facility services in the SNP benefit package. 
 

 Medicaid nursing facility, home health, and home- and community-based services. The 
broadest integration of Medicare and Medicaid benefits within SNPs would be to include 

                                                 
38 Medicare requires 50 percent coinsurance for most mental health services (as opposed to 20 percent for other 
services), limits lifetime inpatient psychiatric hospital coverage to 190 days, and generally does not cover services 
unless they are medically necessary, thus excluding some services that may be more social and educational than 
medical, but that are nonetheless valuable for beneficiaries with mental health problems. 
39 In the short-term Medicare Part A skilled nursing facility benefit, drugs are included in the nursing facility per diem 
rather than being paid for separately and managed as a separate benefit. 
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Medicaid nursing facility, home health, and home- and community-based services in the 
SNP benefit package. If these services were added to those described above, the ultimate 
goal of fully integrating Medicare and Medicaid acute and long-term-care services in a sin-
gle managed care benefit package could be achieved.40  Medicare coverage of long-term-
care benefits is limited, so adding Medicaid benefits would be a major enhancement. 
Medicare covers only 100 days of skilled nursing facility care in a benefit period, and it 
must be preceded by a three-day hospital stay (although MA plans may waive this latter 
requirement).41  Medicare requires that those receiving home health care have a need for 
skilled care and be “homebound,” and the care is time-limited (part-time or intermit-
tent).42 Medicare does not cover any non-medical community services beyond the limited 
home health benefit. Including Medicaid nursing facility, home health, and home- and 
community-based services in the SNP benefit package could open up more opportunities 
for less costly community placements that could reduce Medicare nursing facility and inpa-
tient hospital costs, and provide greater satisfaction for plan enrollees. Again, some way of 
sharing these Medicare savings with states would be needed. Effective use of home-and 
community-based services could also result in reductions in nursing facility costs for Medi-
caid. In this case, the potential Medicaid savings could be reflected in Medicaid capitated 
payments to SNPs by, for example, paying plans more if they are successful in reducing 
utilization of Medicaid-funded nursing facility services.  
 

 Use of Medicare savings resulting from inclusion of Medicaid services in the SNP  
benefit package. As noted at a number of points above, there are likely to be savings to 
Medicare if Medicaid services are included in the SNP benefit package, especially from the 
reduction of inpatient hospital, emergency room, and skilled nursing facility utilization, 
and from more appropriate use of prescription drugs. These potential savings and their uses 
should be an explicit topic of discussion between states and SNPs.43 Some of the savings 
could be used to further enhance care coordination and other high-value services for dual 
eligibles, and some could be used to reduce the capitated payments that Medicaid agencies 
might otherwise pay to SNPs for coverage of Medicaid services. There may be more flexi-
bility in Medicaid than in Medicare in terms of uses of savings, since, as noted above, 
Medicare MA supplemental services must be “directly health-related.”  Section 1915(b)(3) 
of the Social Security Act allows Medicaid “to share (through the provision of additional 
services) with recipients under the State plan cost savings resulting from the use by the re-
cipient of more cost-effective medical care.”  The statute does not define these “additional 
services,” and Medicaid covers a number of services that may not be viewed as directly 
health related, especially in home- and community-based services programs. However, 
Medicaid managed care “actuarial soundness” requirements may constrain this flexibility 
to some extent, since CMS requires evidence that these “(b)(3)” services have actually 
been provided by the Medicaid managed care organization in the past before they can be 
incorporated into future capitated rates. 

 

                                                 
40 For a further discussion of these issues, see CHCS, “Integrated Care Program Design, Rate Setting, and Risk Adjust-
ment:  A Checklist for States,” June 2006, available on the Web at:  http://www.chcs.org/usr_doc/ICP_TA_Tool.pdf.  
41 See 42 CFR sec. 422.101(c) for this authority to waive the hospital stay requirement in MA plans. 
42 MA plans may have more flexibility in providing home health benefits than is permitted in the Medicare fee-for-
service program, but the extent of that flexibility is not fully clear.   
43 States and SNPs should also consult CMS guidelines on what kinds of services may and may not be paid for by 
Medicare.  Section 20 in Chapter 4 of the Medicare Managed Care Manual has a good summary:  
http://www.cms.hhs.gov/manuals/downloads/mc86c04.pdf. 
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Conclusion 
 
States are at varying places in their discussions with SNPs and other MA plans about covering 
Medicaid services. Some states, such as Arizona, already contract with SNPs for a wide range of 
Medicaid services throughout large portions of the state. Others contract for some Medicaid 
services, but not all. Some states are in early program design and contract discussion stages, and 
some are not yet in a position to give these options serious consideration. 
 
This primer is intended to be helpful to states (and SNPs) at any of these points. The intricacies 
of Medicare Advantage rate setting and risk adjustment are not at all familiar to most states. 
SNP sponsors that have operated primarily in the Medicaid market in the past may also face a 
steep learning curve in dealing with the Medicare rate-setting system. It is not possible in a 
document of this length to do more than sketch out the basics of Medicare rate-setting, with 
references to other sources that can provide more detail. Nonetheless, state Medicaid agencies do 
not have to become experts in Medicare in order to have productive discussions with SNPs 
about joint contracting opportunities. There are broad similarities between the rate-setting and 
risk adjustment systems that Medicare uses and that states use in their own Medicaid managed 
care programs, so states with Medicaid managed care experience are not starting from scratch 
when they deal with Medicare managed care issues.  
 
States thus need not be daunted or deterred by the complexities of Medicare rate setting and risk 
adjustment. They can start now to explore the potential for better integration of Medicare and 
Medicaid services, with the expectation that better care for beneficiaries likely will result, and 
that cost savings for both Medicaid and Medicare may result as well.  
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Appendix B 
 

Excerpts from New York State Template for 
Obtaining Selected Medicare Advantage Bid Data 
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