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by a secondary diagnostic code described in section 1886(d)(4)(D)(iv) 
of the Social Security Act (42 U.S.C. 1395ww(d)(4)(D)(iv)). 

(c) MEDICARE PROVISIONS.—In carrying out this section, the 
Secretary shall apply to State plans (or waivers) under title XIX 
of the Social Security Act the regulations promulgated pursuant 
to section 1886(d)(4)(D) of such Act (42 U.S.C. 1395ww(d)(4)(D)) 
relating to the prohibition of payments based on the presence of 
a secondary diagnosis code specified by the Secretary in such regula-
tions, as appropriate for the Medicaid program. The Secretary may 
exclude certain conditions identified under title XVIII of the Social 
Security Act for non-payment under title XIX of such Act when 
the Secretary finds the inclusion of such conditions to be inappli-
cable to beneficiaries under title XIX. 

SEC. 2703. STATE OPTION TO PROVIDE HEALTH HOMES FOR 
ENROLLEES WITH CHRONIC CONDITIONS. 

(a) STATE PLAN AMENDMENT.—Title XIX of the Social Security 
Act (42 U.S.C. 1396a et seq.), as amended by sections 2201 and 
2305, is amended by adding at the end the following new section: 

‘‘SEC. 1945. STATE OPTION TO PROVIDE COORDINATED CARE 
THROUGH A HEALTH HOME FOR INDIVIDUALS WITH CHRONIC CONDI-
TIONS.— 

‘‘(a) IN GENERAL.—Notwithstanding section 1902(a)(1) (relating 
to statewideness), section 1902(a)(10)(B) (relating to comparability), 
and any other provision of this title for which the Secretary deter-
mines it is necessary to waive in order to implement this section, 
beginning January 1, 2011, a State, at its option as a State plan 
amendment, may provide for medical assistance under this title 
to eligible individuals with chronic conditions who select a des-
ignated provider (as described under subsection (h)(5)), a team 
of health care professionals (as described under subsection (h)(6)) 
operating with such a provider, or a health team (as described 
under subsection (h)(7)) as the individual’s health home for purposes 
of providing the individual with health home services. 

‘‘(b) HEALTH HOME QUALIFICATION STANDARDS.—The Secretary 
shall establish standards for qualification as a designated provider 
for the purpose of being eligible to be a health home for purposes 
of this section. 

‘‘(c) PAYMENTS.— 
‘‘(1) IN GENERAL.—A State shall provide a designated pro-

vider, a team of health care professionals operating with such 
a provider, or a health team with payments for the provision 
of health home services to each eligible individual with chronic 
conditions that selects such provider, team of health care profes-
sionals, or health team as the individual’s health home. Pay-
ments made to a designated provider, a team of health care 
professionals operating with such a provider, or a health team 
for such services shall be treated as medical assistance for 
purposes of section 1903(a), except that, during the first 8 
fiscal year quarters that the State plan amendment is in effect, 
the Federal medical assistance percentage applicable to such 
payments shall be equal to 90 percent. 

‘‘(2) METHODOLOGY.— 
‘‘(A) IN GENERAL.—The State shall specify in the State 

plan amendment the methodology the State will use for 
determining payment for the provision of health home serv-
ices. Such methodology for determining payment— 
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‘‘(i) may be tiered to reflect, with respect to each 
eligible individual with chronic conditions provided 
such services by a designated provider, a team of health 
care professionals operating with such a provider, or 
a health team, as well as the severity or number of 
each such individual’s chronic conditions or the specific 
capabilities of the provider, team of health care profes-
sionals, or health team; and 

‘‘(ii) shall be established consistent with section 
1902(a)(30)(A). 
‘‘(B) ALTERNATE MODELS OF PAYMENT.—The method-

ology for determining payment for provision of health home 
services under this section shall not be limited to a per- 
member per-month basis and may provide (as proposed 
by the State and subject to approval by the Secretary) 
for alternate models of payment. 
‘‘(3) PLANNING GRANTS.— 

‘‘(A) IN GENERAL.—Beginning January 1, 2011, the Sec-
retary may award planning grants to States for purposes 
of developing a State plan amendment under this section. 
A planning grant awarded to a State under this paragraph 
shall remain available until expended. 

‘‘(B) STATE CONTRIBUTION.—A State awarded a plan-
ning grant shall contribute an amount equal to the State 
percentage determined under section 1905(b) (without 
regard to section 5001 of Public Law 111–5) for each fiscal 
year for which the grant is awarded. 

‘‘(C) LIMITATION.—The total amount of payments made 
to States under this paragraph shall not exceed 
$25,000,000. 

‘‘(d) HOSPITAL REFERRALS.—A State shall include in the State 
plan amendment a requirement for hospitals that are participating 
providers under the State plan or a waiver of such plan to establish 
procedures for referring any eligible individuals with chronic condi-
tions who seek or need treatment in a hospital emergency depart-
ment to designated providers. 

‘‘(e) COORDINATION.—A State shall consult and coordinate, as 
appropriate, with the Substance Abuse and Mental Health Services 
Administration in addressing issues regarding the prevention and 
treatment of mental illness and substance abuse among eligible 
individuals with chronic conditions. 

‘‘(f) MONITORING.—A State shall include in the State plan 
amendment— 

‘‘(1) a methodology for tracking avoidable hospital readmis-
sions and calculating savings that result from improved chronic 
care coordination and management under this section; and 

‘‘(2) a proposal for use of health information technology 
in providing health home services under this section and 
improving service delivery and coordination across the care 
continuum (including the use of wireless patient technology 
to improve coordination and management of care and patient 
adherence to recommendations made by their provider). 
‘‘(g) REPORT ON QUALITY MEASURES.—As a condition for 

receiving payment for health home services provided to an eligible 
individual with chronic conditions, a designated provider shall 
report to the State, in accordance with such requirements as the 
Secretary shall specify, on all applicable measures for determining 
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the quality of such services. When appropriate and feasible, a 
designated provider shall use health information technology in pro-
viding the State with such information. 

‘‘(h) DEFINITIONS.—In this section: 
‘‘(1) ELIGIBLE INDIVIDUAL WITH CHRONIC CONDITIONS.— 

‘‘(A) IN GENERAL.—Subject to subparagraph (B), the 
term ‘eligible individual with chronic conditions’ means 
an individual who— 

‘‘(i) is eligible for medical assistance under the 
State plan or under a waiver of such plan; and 

‘‘(ii) has at least— 
‘‘(I) 2 chronic conditions; 
‘‘(II) 1 chronic condition and is at risk of 

having a second chronic condition; or 
‘‘(III) 1 serious and persistent mental health 

condition. 
‘‘(B) RULE OF CONSTRUCTION.—Nothing in this para-

graph shall prevent the Secretary from establishing higher 
levels as to the number or severity of chronic or mental 
health conditions for purposes of determining eligibility 
for receipt of health home services under this section. 
‘‘(2) CHRONIC CONDITION.—The term ‘chronic condition’ has 

the meaning given that term by the Secretary and shall include, 
but is not limited to, the following: 

‘‘(A) A mental health condition. 
‘‘(B) Substance use disorder. 
‘‘(C) Asthma. 
‘‘(D) Diabetes. 
‘‘(E) Heart disease. 
‘‘(F) Being overweight, as evidenced by having a Body 

Mass Index (BMI) over 25. 
‘‘(3) HEALTH HOME.—The term ‘health home’ means a des-

ignated provider (including a provider that operates in coordina-
tion with a team of health care professionals) or a health 
team selected by an eligible individual with chronic conditions 
to provide health home services. 

‘‘(4) HEALTH HOME SERVICES.— 
‘‘(A) IN GENERAL.—The term ‘health home services’ 

means comprehensive and timely high-quality services 
described in subparagraph (B) that are provided by a des-
ignated provider, a team of health care professionals oper-
ating with such a provider, or a health team. 

‘‘(B) SERVICES DESCRIBED.—The services described in 
this subparagraph are— 

‘‘(i) comprehensive care management; 
‘‘(ii) care coordination and health promotion; 
‘‘(iii) comprehensive transitional care, including 

appropriate follow-up, from inpatient to other settings; 
‘‘(iv) patient and family support (including author-

ized representatives); 
‘‘(v) referral to community and social support serv-

ices, if relevant; and 
‘‘(vi) use of health information technology to link 

services, as feasible and appropriate. 
‘‘(5) DESIGNATED PROVIDER.—The term ‘designated provider’ 

means a physician, clinical practice or clinical group practice, 
rural clinic, community health center, community mental health 
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center, home health agency, or any other entity or provider 
(including pediatricians, gynecologists, and obstetricians) that 
is determined by the State and approved by the Secretary 
to be qualified to be a health home for eligible individuals 
with chronic conditions on the basis of documentation 
evidencing that the physician, practice, or clinic— 

‘‘(A) has the systems and infrastructure in place to 
provide health home services; and 

‘‘(B) satisfies the qualification standards established 
by the Secretary under subsection (b). 
‘‘(6) TEAM OF HEALTH CARE PROFESSIONALS.—The term 

‘team of health care professionals’ means a team of health 
professionals (as described in the State plan amendment) that 
may— 

‘‘(A) include physicians and other professionals, such 
as a nurse care coordinator, nutritionist, social worker, 
behavioral health professional, or any professionals deemed 
appropriate by the State; and 

‘‘(B) be free standing, virtual, or based at a hospital, 
community health center, community mental health center, 
rural clinic, clinical practice or clinical group practice, aca-
demic health center, or any entity deemed appropriate 
by the State and approved by the Secretary. 
‘‘(7) HEALTH TEAM.—The term ‘health team’ has the 

meaning given such term for purposes of section 3502 of the 
Patient Protection and Affordable Care Act.’’. 
(b) EVALUATION.— 

(1) INDEPENDENT EVALUATION.— 
(A) IN GENERAL.—The Secretary shall enter into a con-

tract with an independent entity or organization to conduct 
an evaluation and assessment of the States that have 
elected the option to provide coordinated care through a 
health home for Medicaid beneficiaries with chronic condi-
tions under section 1945 of the Social Security Act (as 
added by subsection (a)) for the purpose of determining 
the effect of such option on reducing hospital admissions, 
emergency room visits, and admissions to skilled nursing 
facilities. 

(B) EVALUATION REPORT.—Not later than January 1, 
2017, the Secretary shall report to Congress on the evalua-
tion and assessment conducted under subparagraph (A). 
(2) SURVEY AND INTERIM REPORT.— 

(A) IN GENERAL.—Not later than January 1, 2014, the 
Secretary of Health and Human Services shall survey 
States that have elected the option under section 1945 
of the Social Security Act (as added by subsection (a)) 
and report to Congress on the nature, extent, and use 
of such option, particularly as it pertains to— 

(i) hospital admission rates; 
(ii) chronic disease management; 
(iii) coordination of care for individuals with 

chronic conditions; 
(iv) assessment of program implementation; 
(v) processes and lessons learned (as described in 

subparagraph (B)); 
(vi) assessment of quality improvements and clin-

ical outcomes under such option; and 
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(vii) estimates of cost savings. 
(B) IMPLEMENTATION REPORTING.—A State that has 

elected the option under section 1945 of the Social Security 
Act (as added by subsection (a)) shall report to the Sec-
retary, as necessary, on processes that have been developed 
and lessons learned regarding provision of coordinated care 
through a health home for Medicaid beneficiaries with 
chronic conditions under such option. 

SEC. 2704. DEMONSTRATION PROJECT TO EVALUATE INTEGRATED 
CARE AROUND A HOSPITALIZATION. 

(a) AUTHORITY TO CONDUCT PROJECT.— 
(1) IN GENERAL.—The Secretary of Health and Human 

Services (in this section referred to as the ‘‘Secretary’’) shall 
establish a demonstration project under title XIX of the Social 
Security Act to evaluate the use of bundled payments for the 
provision of integrated care for a Medicaid beneficiary— 

(A) with respect to an episode of care that includes 
a hospitalization; and 

(B) for concurrent physicians services provided during 
a hospitalization. 
(2) DURATION.—The demonstration project shall begin on 

January 1, 2012, and shall end on December 31, 2016. 
(b) REQUIREMENTS.—The demonstration project shall be con-

ducted in accordance with the following: 
(1) The demonstration project shall be conducted in up 

to 8 States, determined by the Secretary based on consideration 
of the potential to lower costs under the Medicaid program 
while improving care for Medicaid beneficiaries. A State 
selected to participate in the demonstration project may target 
the demonstration project to particular categories of bene-
ficiaries, beneficiaries with particular diagnoses, or particular 
geographic regions of the State, but the Secretary shall insure 
that, as a whole, the demonstration project is, to the greatest 
extent possible, representative of the demographic and 
geographic composition of Medicaid beneficiaries nationally. 

(2) The demonstration project shall focus on conditions 
where there is evidence of an opportunity for providers of 
services and suppliers to improve the quality of care furnished 
to Medicaid beneficiaries while reducing total expenditures 
under the State Medicaid programs selected to participate, 
as determined by the Secretary. 

(3) A State selected to participate in the demonstration 
project shall specify the 1 or more episodes of care the State 
proposes to address in the project, the services to be included 
in the bundled payments, and the rationale for the selection 
of such episodes of care and services. The Secretary may modify 
the episodes of care as well as the services to be included 
in the bundled payments prior to or after approving the project. 
The Secretary may also vary such factors among the different 
States participating in the demonstration project. 

(4) The Secretary shall ensure that payments made under 
the demonstration project are adjusted for severity of illness 
and other characteristics of Medicaid beneficiaries within a 
category or having a diagnosis targeted as part of the dem-
onstration project. States shall ensure that Medicaid bene-
ficiaries are not liable for any additional cost sharing than 
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