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Cost Effectiveness: Research commissioned by 
AHIP synthesized 24 studies on savings achieved 
when states implemented programs using 
Medicaid health plans and found states saved up 
to 20 percent compared to fee-for-service.14 
Another AHIP-supported study highlighted the 
cost-effectiveness achieved when Medicaid 
health plans manage both acute care and 
pharmacy benefits, finding prescription drug 
costs in such “carve in” states were 14.6 percent 
lower than in states that maintained fee-for-
service coverage for medications by “carving 
them out” of Medicaid health plan benefits.15 
These studies provide compelling evidence that 
Medicaid health plans can reduce state Medicaid 
expenditures by providing high-quality health 
care. 

Enrollment Trends  

As noted above, partnering with Medicaid health 

plans is now the predominant approach used by 
state Medicaid programs Medicaid health plan 
enrollment has grown to over 51 million, or 70 
percent of all individuals in the program.16 There 
are several reasons for this growth, including 
additional states implementing new Medicaid 
health plan programs, states with existing health 
plan programs expanding to new regions; and 
states enrolling more Medicaid populations into 
health plans, such as individuals with disabilities 
and older adults. Many states electing to 
participate in the ACA’s Medicaid expansion are 
enrolling these beneficiaries in health plans. Also, 
an increasing number of states are relying on 
Medicaid health plans to serve beneficiaries with 
complex needs, including individuals with 
disabilities and those requiring an institutional 
level of care in managed long-term services and 
supports (MLTSS) programs. 

As of July 2014, 39 states, Puerto Rico, and the 
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District of Columbia enrolled some portion of 
their Medicaid populations in health plans. 
Several states have established or expanded 
existing Medicaid health plan programs since 
these data were compiled. For example, 
Alabama, North Carolina, and Oklahoma have 
initiated a process to contract with health plans 
to serve Medicaid beneficiaries, and Iowa 
recently implemented a significant expansion of 
its Medicaid health plan program. These 
developments are indicative of states’ increasing 
reliance on health plans to meet the needs of 
Medicaid beneficiaries. 

Key Issues Facing Medicaid Health Plans 

Actuarial Soundness: State Medicaid programs 
reimburse Medicaid health plans on a capitated 
basis, which may be risk adjusted to reflect the 
health status of the enrollees they serve. Federal 
law requires these rates to be developed in an 
actuarially sound manner. Federal regulations 
issued in May 2016 further define actuarial 
soundness. Medicaid health plans have raised 
concerns in the past that CMS is not consistently 
enforcing the actuarial soundness requirements 
resulting in inadequate payment rates. Medicaid 
plans have also raised concerns that many state 
rate-setting processes are not sufficiently 
transparent to permit the sharing of information 
on cost trends and other factors that would lead 
to the development of actuarially sound rates. 

Accountability: A key distinction between 
Medicaid health plans and FFS Medicaid 
programs is the degree of accountability to which 
health plans are held. Medicaid health plans are 
highly regulated by CMS and state agencies, 
operating pursuant to detailed contracts signed 
with states and reviewed by CMS.  

In addition (and in contrast to FFS programs), 
Medicaid health plans must undergo a rigorous 
review process and meet extensive regulatory 
and contractual requirements for beneficiary 
access to quality services. States hold plans 
accountable through the public reporting of 
performance outcome measures, requirements 
for quality improvement programs, and network 

adequacy standards.  

Medicaid health plan contracts are dictated in 
large part by the federal regulatory structure. In 
2015, CMS proposed significant changes to the 
rules and regulations governing state Medicaid 
managed care programs. CMS received volumes 
of comments on the proposed rule, including a 
comment letter from AHIP on behalf of its 
member plans.  
 
On May 6, 2016, CMS published the Medicaid 
Managed Care Final Rule. The Final Rule includes 
comprehensive updates that will impact many 
aspects of state and Medicaid health plan 
operations, such as new requirements for 
minimum medical loss ratio (MLR), provider 
network access standards, and actuarially-sound 
payment rates, as well as development of a new 
Medicaid Quality Rating system. Some aspects of 
Medicaid operations are brought into closer 
alignment with similar rules for Medicare. Other 
aspects will challenge Medicaid plans and states 
alike, such as a requirement that health plan 
prescription medication management controls 
used by health plans cannot be more stringent 
than controls used in a state’s FFS operations. 
AHIP has developed a detailed summary of the 
Final Rule and is working with Medicaid health 
plans and other stakeholders to ensure 
implementation continues to promote the 
availability of Medicaid health plan options to 
beneficiaries. 
 
Managed Long-Term Services and Supports and 
Non-Medical Benefits: As noted above, more 
states are now relying on Medicaid health plans 
to serve beneficiaries with long-term care needs. 
Long-term services and supports (LTSS) are a 
vital but complex set of benefits that support 
independence through a wide range of services 
(medical and non-medical, nursing, social, 
environmental modification, and community 
supports) for individuals with physical disabilities, 
serious mental illness (SMI), people with 
degenerative conditions, and aging adults. 
Working with their state partners, Medicaid 
health plans have developed successful 
managed long-term services and supports 

https://www.ahip.org/wp-content/uploads/2016/05/ahip_summary_of_mmc-5-6-2016.pdf?utm_term=summary&utm_campaign=CMS Issues Interim Final Rule on SEPs and CO-OP Program %2F AHIP Summary of CMS Final Rule on Medicaid and CHIP Managed Care &utm_content=email&utm_source=Act-On+Software&utm_medium=email
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(MLTSS) models that encourage and provide 
opportunities for beneficiary self-direction of 
services and supports, provide services and 
supports using a holistic approach focused on the 
needs of the individual to address the key 
determinants of a beneficiary’s health, well-being, 
and quality of life. Health plan staff ensures that 
beneficiary needs and preferences are addressed 
through tools such as personalized care planning, 
in-home assessments, service coordination, and 
care management that engages the consumer, 
supports families, and monitors service delivery. 
Care managers and service coordinators manage 
physical and behavioral health services and 
functional and social supports, working actively 
with an enrollee’s caregivers and providers to 
address the enrollee’s identified needs.  

In developing MLTSS programs, states often 
partner with Medicaid health plans to engage 
with provider groups, advocacy organizations, 
community agencies and other stakeholders to 
obtain input and feedback on program design 
and communicate details on processes for 
working together. These kinds of activities help 
engage the community in the program and can 
help facilitate a smooth transition from FFS to 
managed care. In addition, many healthy plans 
operate advisory councils that provide enrollees, 
providers, advocates and other stakeholders with 
a forum to provide the health plan with direct 
input and feedback on program operations. 

Medicaid health plans devote considerable 
resources to training their staffs on LTSS 
benefits, principles of care coordination and the 
needs of the beneficiaries they serve. In 
designing their care management programs and 
service delivery networks, Medicaid health plans 
recognize that a beneficiary’s health is influenced 
by factors in addition to the medical care they 
receive. Stable housing arrangements, interaction 

within the community, employment, and 
adequate nutrition can have a major impact on a 
person’s health status. To address these 
circumstances, heath plans engage with 
community organizations to provide assistance to 
their enrollees through housing agencies, and 
food programs such as community pantries and 
Meals on Wheels programs. Medicaid health 
plans recognize the important role community-
based organizations can play in a beneficiary’s 
health and well-being, including volunteer service 
groups and faith-based organizations.  

High Cost Drugs: The introduction of new high-
cost prescription drugs is significantly threatening 
the ongoing viability of state Medicaid programs. 
For example, the Senate Finance Committee 
recently reported $1.3 billion was spent on 
Sovaldi (a drug used to treat hepatitis C) alone 
during CY2014, prior to any statutory or 
supplemental rebates. Another report estimated 
the introduction of just ten breakthrough drugs 
would likely increase Medicaid expenditures by 
almost $16 billion over the next ten years. 

AHIP greatly appreciates the impact many 
breakthrough products may have to improve the 
lives of beneficiaries. Our member plans are 
working to ensure beneficiaries have access to 
the prescription drugs they need. However, there 
are concerns about the financial impact of these 
drugs on public programs, and with proposals 
that would limit clinically-based health plan 
management techniques that demonstrate 
promise in addressing the needs of beneficiaries 
and states. Greater transparency is needed in 
pharmaceutical manufacturer pricing practices to 
ensure that Medicaid enrollees continue to 
benefit from the full range of services and 
supports they rely on from Medicaid programs 
over the long term. 
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Conclusion 

Medicaid health plans have demonstrated a track record of improving health care for Medicaid 
beneficiaries while ensuring that the federal government and state Medicaid programs and American 
taxpayers receive the highest value for the dollars they spend on health care. Recognizing the challenges 
associated with the growing Medicaid population and the long-term care needs of people with disabilities, 
functional limitations and the elderly, Medicaid health plans are uniquely positioned to assist in 
strengthening the Medicaid program for all of the populations it serves. AHIP will be working with state and 
federal leaders to promote policies supporting and expanding Medicaid health plan efforts to maintain and 
improve the health of the low-income individuals served by the program. 
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