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In February 2006, the President signed into law budget reconciliation legislation—the

so-called Deficit Reduction Act (DRA)—that fundamentally alters many aspects of the Medicaid program.
Some of these changes are mandatory provisions that states must enact and that will make it more difficult

for people to either qualify for or enroll in Medicaid. Other changes are optional provisions that
allow states to make unprecedented changes to the Medicaid program through state plan amendments.

This series of issue briefs is designed to inform advocates about the specifics of these changes and to highlight
key implementation issues and strategies to mitigate the harm these provisions could cause to people on Medicaid.

Medicaid Benefit Package Changes:
Coming to a State Near You?

Several of the provisions passed as part of the Deficit Reduction Act (DRA) could make
it more difficult for people in Medicaid to obtain the services traditionally provided by
the program. One potentially damaging provision establishes an option that allows states
to change their benefit packages for certain groups of people in Medicaid. This issue
brief explains the changes that states can choose to make in their Medicaid benefit pack-
ages, as well as the harm that might come from implementing such changes.

What Does the DRA Say about Medicaid Benefit Packages?
The DRA allows states to deviate from current federal Medicaid requirements and alter
their existing package of services for some groups of people in Medicaid, replacing the
current federal benefit requirements with new “benchmarks,” or standards of coverage.
These standards of coverage are the same as those in the State Children’s Health Insur-
ance Program (SCHIP). If a state chooses to implement this change, the new benefit
packages must, at a minimum, be equivalent to one of the following:

the Federal Employees Health Benefits Program (FEHBP),

the state’s own state employees health benefits plan,

the HMO with the largest non-Medicaid enrollment in the state,

the actuarial equivalent of any of these plans, or

Secretary-approved coverage.

Although the DRA requires that the package of benefits and services be equivalent
to one of the benchmarks listed above, it also states that some services can be less than
actuarially equivalent to the benchmark plans. These services are mental health, hearing,
and vision services, as well as prescription drugs. Furthermore, if the benchmark cover-
age package does not actually cover one of these four services, then the benchmark
plan is not required to (though it may) include coverage for that service. So, a
benchmark plan does not actually have to offer mental health, vision, hearing, or
prescription drug services.
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States also have the option of providing additional services not covered by the
benchmark plan. States would be able to do this as a separate wrap-around.

These benchmarks give states great latitude to alter benefit packages. What’s more,
the “Secretary-approved coverage” option sets almost no standard at all—it allows a
state to offer any package of benefits that would be “appropriate to the population”
as a Medicaid benchmark plan, so long as it is approved by the Secretary of Health
and Human Services (HHS). Reduced benefit packages will make it harder for benefi-
ciaries to obtain necessary services in the states that choose to implement this option.

How Would This Differ from What Medicaid Beneficiaries Currently
Receive?
Medicaid law requires states to provide certain services (“mandatory services”) and
allows states to cover other services (“optional services”) and receive federal match-
ing funds to provide them.1 Prescription drugs are considered “optional,” but many
states choose to provide these benefits. And if a state chooses to provide a specific
benefit or service, current law requires that that benefit or service be available to all
Medicaid beneficiaries if it is medically necessary. Children have an added protection
in “Early and Periodic Screening, Diagnosis and Treatment,” or EPSDT, which allows
them to have regular checkups and to receive virtually any service that is deemed
“medically necessary.”

Optional Services:
• Medical care/remedial care by licensed practitioners

• Prescription drugs

• Diagnostic, screening, preventive, and rehabilitative services

• Clinic services

• Primary care case management

• Dental services and dentures

• Physical therapy

• Prosthetic devices and eyeglasses

• Tuberculosis-related services

• Other specified medical and remedial care

• Intermediate care facility for the mentally retarded (ICF/MR) services

• Institute for mental diseases services for those ages 65 and over

• Inpatient psychiatric care for children under 21

• Home- and community-based care waiver services

• Other home health care services

• Targeted case management

• Respiratory care services for ventilator-dependent individuals

• Personal care services

• Hospice care

Mandatory Services
• Physician services

• Lab and x-ray services

• Inpatient hospital services

• Outpatient hospital services

• EPSDT services for children under 21

• Family planning services

• Federally qualified health center services

• Rural health clinic services

• Nurse midwife services

• Certified nurse practitioner services

• Nursing facility services for those ages 21 and over

• Home health care services

Medicaid Mandatory vs. Optional Services
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Who Would Be Affected?
Not necessarily all Medicaid populations will be affected by this option, even if a
state chooses to exercise it. The DRA protects many groups from mandatory enroll-
ment in the new benefit packages.

However, although these groups cannot be forced into benchmark plans, they may
voluntarily enroll in one as interpreted by new CMS guidance.5 This appears to go
against Congress’ intent.6 This new interpretation of the benchmark benefit package
provision is a great cause for concern, since states may establish enrollment procedures
that strongly encourage beneficiaries in these “protected” groups to enroll in a
benchmark plan, or states may put barriers in place that would make it difficult for
beneficiaries to choose “traditional” Medicaid over a benchmark plan. However, the
CMS guidance states that the protected groups must be allowed to leave the benchmark
plan at any time and go back into regular Medicaid.

Arguably, one of the most significant changes made by this provision is eliminating the
requirement that benefit packages be “comparable” across groups of people in Medicaid.
That is, for the first time, states will be able, without a waiver, to offer different benefit
packages to parents than they do to people with disabilities or to children. Another
significant change will allow states to have different benefit packages in different parts
of the state. By far, the biggest group of people likely to be affected by the new standards
is children, who make up approximately 50 percent of all people in Medicaid.

The DRA allows these benefit package changes only for groups that are currently
covered under a state’s Medicaid plan. Future Medicaid expansions cannot be covered
by a benchmark benefit package.

If the state exercises this option, the follow-
ing groups could be subject to mandatory
enrollment in a benchmark benefit package:

optional parents (with incomes over
1996 AFDC levels), and

children and seniors who are not
members of the categories listed at
right.

The following groups are exempt from mandatory en-
rollment in a benchmark benfit package but may
enroll in one voluntarily:

pregnant women,
dual eligibles,
blind and disabled individuals,2

children in foster care,
TANF and Section 1931 (mandatory) parents,3

women in the breast or cervical cancer eligibil-
ity categories,
terminally ill hospice patients,
some institutionalized populations,
medically frail and special needs populations,4

beneficiaries who qualify for long-term
care, and
Medically Needy individuals and those who
spend-down to qualify for Medicaid.
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How Would This Option Affect Children?
Children may be especially vulnerable in states that decide to adopt this option. As
noted above, EPSDT is a vital protection that ensures that children in Medicaid receive
all medically necessary services. Under this new option, states would be allowed to
cut benefits for children. Although they would have to provide EPSDT as a “wrap-
around” benefit for children under 19, this may not be adequate.

It is important to note that the legislative language regarding the EPSDT wrap-
around is somewhat confusing and leaves many questions unanswered. In a written
statement, CMS Administrator Mark McClellan tried to clarify that children would
continue to receive the protections of EPSDT; however, children’s coverage would
be provided in two parts—benchmark coverage and EPSDT benefits that would
wrap around the limited benefits package to provide what the benchmark does not
cover. Such a system is disjointed and more complex than the current system, and this
could lead to children slipping through the cracks and not obtaining certain services.

If a state chooses to implement benefit package changes for children, advocates will
need to carefully monitor the situation to ensure that all children maintain the level
of care they receive today.

What Are States Likely to Do with This New Option?
The new option that allows states to alter benefit packages is a sweeping provision
that could have many different applications. During the fiscal crises that swept
states in the early part of the decade, many states cut Medicaid benefits.7 But some
states and governors were frustrated because they were unable to cut benefits more
selectively and maintain coverage for certain groups of people rather than having to
eliminate services altogether.8 This frustration has led to discussions about “tailoring”
benefits packages for each discrete Medicaid population.

“Tailoring” Benefits

The National Governors Association (NGA), in its “Medicaid Reform” proposals
released last summer, suggested using the federal SCHIP benchmark benefit
packages as templates for tailoring benefit packages for healthy individuals in
Medicaid.9 In recent Section 1115 waiver proposals, some states have suggested the
same.10 States argue that they will save money by tailoring benefit packages so
benefits are provided only to the populations that need them. For example, healthy
adults do not need or use personal care services or durable medical equipment, so
why provide access to such services?

The problem with this argument, however, is that it assumes that people in Medic-
aid are receiving care and services that they do not need. In Medicaid, an individual
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can only receive a service that a physician deems “medically necessary.” If a state is
running its Medicaid program efficiently, beneficiaries only receive care that is
medically necessary. Therefore, “tailoring” benefit packages does not cut down on
unnecessary care; rather, it will achieve cost savings only by cutting services that
beneficiaries actually need.11

There is another problem with tailoring benefit packages. Under the DRA, these
tailored packages could be applied in different parts of a state and/or for different
subgroups within Medicaid. For example, a state could create a different package of
benefits for an urban area of a state than it has in a rural area. This is an idea first
espoused by the Bush Administration in 2003 when it released its first proposal to
turn the Medicaid program into a block grant.12 Another way that these packages
could be divided is to segment the Medicaid population into groups based on their
health status at the time they applied for Medicaid. Packages could be designed
based on certain health care conditions or on the average health care needs of people
who are a certain age. For example, states could eliminate long-term care services
and personal care services for parents in Medicaid. While most parents will not need
these services, those who develop a new medical condition or who suddenly need
such services because of an accident will be out of luck.

The tailored benefits model set forth by the NGA and adopted by Congress in the
DRA fails to address an important implementation issue: What happens when a
relatively healthy Medicaid enrollee becomes gravely ill or disabled, effectively
becoming a member of one of the protected groups that continues to receive regular
Medicaid benefits? Or, what happens if an individual qualifies for Medicaid because
he or she is a low-income parent, but that person has a chronic health condition that
requires more medications or other services than the limit in the states’ new bench-
mark package? If the new model is designed to save money, these individuals, who
have relied on Medicaid for access to vital health care services in the past, will no
longer have access to necessary health care services.

Increasing the Role of Private Insurance

In addition to allowing states to provide more limited Medicaid benefit packages,
this new provision will make it easier for states to subsidize the purchase of private
health insurance for people who qualify for Medicaid. A key goal of the Admin-
istration is to increase the role of private health insurance for people who qualify for
Medicaid. Several of the Administration’s initiatives have been aimed at encouraging
people in Medicaid to enroll in employer-sponsored health insurance (if they have
an offer) and at helping people purchase individual, private health insurance rather
than enrolling in Medicaid.
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The problem is that private insurance plans tend to have more limited health coverage
than Medicaid, as well as significantly higher cost-sharing, and they lack important
consumer protections that Medicaid has. Until now, to cope with these problems,
federal Medicaid law required states to provide “wrap-around” coverage through
Medicaid, enabling those few individuals with an offer of employer health coverage
to enroll in that coverage but still have affordable, comprehensive coverage. This
requirement has made it administratively cumbersome for states to move people
into private coverage without first getting a Section 1115 waiver.

Allowing states to offer multiple benefit packages and to reduce the coverage
that Medicaid offers will make it easier to move more people from Medicaid into
private health insurance plans that don’t have the protections offered by Medicaid.
This is especially true for children who qualify for Medicaid with slightly higher
family incomes and who therefore are somewhat more likely to have access to private
health insurance options.

How Would This Change Affect State Governments and Enrollees?
States will have the option to change their Medicaid benefit packages for non-exempt
populations by providing a different standard of coverage. But adopting benefit
packages based on “benchmark” packages may have severe consequences for Medicaid
beneficiaries because this could limit access to critical health care services. Extensive
research and recent experience have shown that Medicaid benefit cuts result in significant
delays and loss of access to necessary health care. The recent experiences of two
states illustrate this point.

Utah: When Utah expanded Medicaid coverage for uninsured adults with
incomes below 150 percent of the federal poverty level (in 2006, about $14,700
per year for an individual) through a Section 1115 waiver
demonstration, it opted to provide only primary and preventive
care for this new coverage category. This demonstration program,
known as the Primary Care Network (PCN), lacks many vital
services, including hospital care, specialist care, mental health
coverage, and substance abuse care.

Research on the effect of the PCN program has shown that, while those en-
rolled have received primary and preventive care they might not otherwise
have gotten, they are unable to get needed care that is not covered. In response,
Utah’s Department of Health created a “charity care” outreach initiative to
connect people with providers willing to provide the non-covered services at
little-to-no cost. However, the numbers indicate that charity care is not an ef-
fective alternative to comprehensive coverage.13 Additional research indicates
that 76 percent of surveyed PCN enrollees used or needed services beyond
the scope of their coverage.14 So, for PCN enrollees, a lack of coverage for certain
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services translates into delaying care for some illnesses and conditions. When pro-
longing care is no longer an option, those individuals wind up in the emergency
room, and state and local governments are left to foot the (often higher) bill.

Oregon: In 2003, Oregon sought and received federal approval of a Section
1115 Medicaid waiver. Although the waiver sought a series of coverage
expansions, benefit reductions, and cost-sharing increases, the state’s budget
problems prevented it from implementing the coverage ex-
pansions. The benefit reductions affected parents and other
adults with incomes above 100 percent of the federal poverty
level (in 2006, about $9,800 per year for an individual). The
benefit cuts included mental health services, durable medical
equipment, dental and vision services, and prescription drugs.15 Evidence
from a focus group study indicates that the reduction in services created
barriers to obtaining care, particularly for those needing mental health ser-
vices. Participants noted that their “health and quality of life were deteriorat-
ing” due to these losses in coverage. And beneficiaries were choosing to forgo
care rather than pay for these services out-of-pocket.16

When and How Could Changes Occur?
The DRA provisions take effect on March 31, 2006, meaning that states can implement the
benefit package changes on or after that date. In order for a state to implement the flexible
benefits package option, it must first amend its Medicaid state plan. The state Medicaid
agency must write the amendment, and then the state submits the change for approval to
the Centers for Medicaid and Medicare Services (CMS), the federal agency that oversees
Medicaid. In many states, this change requires state legislative approval before it can go to
CMS. However, there may be some states where legislative approval is not necessary and
the state may make this change through administrative rule-making. It is therefore vitally
important that advocates know the laws governing the amendment of Medicaid state
plans in their state and keep an eye out for rule-making notices or legislative bills.

The Bottom Line
The DRA gives states new options to offer Medicaid benefits more selectively than they
have under previous federal law. This new option allows states to cut benefits for some
people in Medicaid while maintaining the full Medicaid benefit package for others. States
will be able to offer different benefit packages to people in different parts of the state or to
different groups in Medicaid. The bottom line: This new option challenges the goal of the
Medicaid program to “furnish medical assistance on behalf of [those] whose income and
resources are insufficient to meet the costs of necessary medical services.”17 Depending on
the choices states make if they decide to implement this provision, individuals who rely
on Medicaid for vital health care services may end up competing for scarce Medicaid re-
sources. And somebody will lose.
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