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The Deficit Reduction Act of 2005: Impact on Medicaid
Introduction
Signed into law on February 8, 2006, the Deficitl&aion Act of 2005 (DRA) contains 39 sections tingbact the
Medicaid program both at the federal and statelleMandatory state compliance exists for 16 okhsections,
while the remaining sections involve competitivendastrations or optional changes that states cde moatheir
Medicaid programs. The Medicaid policy changesuided in the DRA are meant to reduce federal Medica
spending by a net $4.8 billion over the next fieags and $26.1 billion over the next ten yearsnyaf the DRA

changes shift costs to beneficiaries and placediions on health care coverage and access foirloome recipients.

Background on Medicaid M odifications

The Medicaid program was enacted in 1965 througle XiX of the federal Social Security Act, whicbrtains the
federal statutory and regulatory requirements efffogram. For a state to participate in the Medipsogram and
receive federal matching funds, they must havate $fledicaid plan that fits within the parametdréederal law.
When Congress makes statutory changes to the Médioagram, they amend portions of Title XIX. T@enters for
Medicare & Medicaid Services (CMS) issues regufegiand administrative guidance to states to exglaémges in

statutory requirements, which must then be reftbateeach state’s Medicaid plan.

For a state to change to its Medicaid program istneither amend its state Medicaid plan or obtaiaier of the
Title XIX requirements at the federal level fronetB8ecretary of the Department of Health and Huneami&s
(DHHS). A state can amend its Medicaid plan throtighsubmission of a State Plan Amendment (SPA)ayr attain
a waiver of federal statutory requirements by ajpgjyo CMS. Unlike the SPA process in which auitation is
procedural, the Secretary has wide discretion a@iditeg whether to approve a state’s waiver apgbeat Waivers
must normally be “budget neutral” (i.e., the pragreannot be more expensive under the Waiver), v8#las are not

restricted by this stipulation.

Table 1. State Optionsfor Implementing M edicaid Reform

State Plan Amendments Waivers
Permit states to implement program Permit states to waive sections of the Medicaid
Purpose options that are allowable under federal statute in order to implement reforms that are
Medicaid law not possible under Medicaid law

Varies- often includes lengthy negotiation and

Approval Fast- federal approval is procedural and . i X -

; R question and answer process; no time limit, but
Timeframe must be completed within 90 days ;

typically takes 9 to 12 months
Ability to L ow- states must adhere to federal High- Secretary can waive almost any provision
Negotiate limitations of the statute, if supportive
Transparenc L ow- no public process required for High- supposed to be a public process with
$ Y submission or approval opportunity to comment

Adapted from Avalere Health LLC, 2006



Implications of the DRA

The February 2006 DRA contains significant chartigededicaid policy, including provisions relating benefits and
cost-sharing that states may now implement thrahgtSPA process instead of through the formal waivecess.
This fact sheet discusses both mandatory and @tddadicaid changes found in the DRA, as well as bbanges

may shift costs to beneficiaries while limiting evage and access to health care services for Mddieaeficiaries.

Mandatory Medicaid Changes
Several Medicaid policy changes in the DRA requiiendatory compliance for all state Medicaid proggam
These include:

« Arequirement that all U.S. citizens and natiorggdplying for or renewing their Medicaid coverage
provide documentation of their citizenship stasefmption has been given through CMS guidance to
Medicare beneficiaries and most individuals recgj\Supplemental Security Income).

* Provisions to restrict provider taxes on managed ogganizations.

» Specifications that tighten the definition of winag¢ets the criteria for Medicaid targeted case
management, including the enumeration of certastefecare related activities that cannot qualify fo
reimbursement.

* Modifications to asset transfers related to eligipfor Medicaid long-term care services. These
changes include:
0 increasing penalties for individuals who transfeseds for less than fair market value,
0 moving the start of the penalty period to the ddtapplication for Medicaid,
0 increasing the look-back period for assessing dsmetfers, and
0 counting as assets some previously exempt finamsttuments (e.g. certain annuities,
promissory notes, and mortgages).

» Changes in the way state Medicaid programs paynmzsts to reduce federal and state payments for
prescription drugs.

Optional Medicaid Changes
The DRA provides states with the option to makeaierchanges to their Medicaid programs throughSRé

process that previously would have required a waiidnese SPA options include:

Increased Premiums and Cost-Sharing

» For beneficiaries with incomes over 150 percertheffederal poverty level (FPL), states can use an
SPA to charge unlimited premiums and co-payment® & percent of the cost of medical services.

» Medicaid recipients with family incomes between H0@ 150 percent of FPL can not be charged
premiums, but can be charged co-payments up t@dd@pt of the cost of the service.

e Total cost-sharing and premium amounts can notezk&epercent of a family’s income in a single
month or quarter.

» Co-payments could be made “enforceable,” meaniaggtoviders or pharmacists could deny
services if a recipient can not pay the cost-slgaaimount at the time of service.

» States may also choose to make premiums enforcbglbuiring applicants to prepay premiums
prior to Medicaid enroliment or by terminating Medid coverage if a beneficiary fails to pay
premiums for 60 days.



The DRA does permit increased co-payments for moargency services provided in an
emergency room and higher cost-sharing for nonepredl drugs. Unlike other services (see
below), no groups of beneficiaries are exempt fomst-sharing for non-preferred prescriptions.

Exemptions: States are prohibited from imposing premiums @st-sharing for services and
preferred drugs for certain groups, including peegrwomen and mandatory children.
Additionally, the DRA does single out certain sees which are exempt from cost-sharing (e.qg.,
preventive services for children, pregnancy relagdices, and emergency services).

Benchmar k Benefits

The DRA permits states to replace the existing a&di benefits package for children and certain
other groups with “benchmark” coverage (i.e., leditbenefit coverage compared to existing
Medicaid benefits).

Benchmark plans include the standard Blue Cross Bhield Plan offered under Federal
Employees Health Benefits Program, a state’s enaglapverage plan, the health maintenance
organization (HMO) with the largest number of norditaid enrollees in a state, or any other
plan approved by the Secretary of DHHS.

States would be required to provide wrap-arouncbonprehensive benefits for Early and Periodic
Screening, Diagnostic, and Treatment (EPSDT) sesvior children. Furthermore, states have to
ensure that affected recipients have access tbheadth clinic and federally-qualified health
center (FQHC) services.

Many Medicaid eligibility groups are exempted frésenchmark coverage, including:
0 mandatory pregnant women and parents,
o individuals with disabilities or special medicaleks,
o dual eligibles, and
0 people with long-term care needs.

However, the DRA allows states to automaticallyodirall beneficiaries in benchmark coverage
provided that recipients are notified of their tigh opt out of benchmark plans into traditional
Medicaid coverage. This automatic enrollment c&e falace even for Medicaid recipients who
were originally exempt (see previous bullet) unither DRA statute.

Benchmark benefits are only applicable to group®oed under a state Medicaid plan prior to
enactment of the DRA.

States can have multiple health plans and theses ptan vary by region.

Home and Community Based Services

The DRA allows states seeking federal Medicaid miatg funds for home and community-based
services for individuals with disabilities or thaif elderly to use the SPA pathway instead of a
waiver.

Unlike other optional benefits in the Medicaid prag (e.g., rehabilitation or personal care) states
could cap the number of people eligible for thevioes.

This new SPA option does not replace the sectidb 9 waiver authority for home and
community-based services that has existed sincg. 1B8fact, the SPA option differs from the
waiver authority in several ways, most notablyhattbudget neutrality is not required under the
SPA pathway.



Competitive Waiver Demonstrations
The DRA created three new waiver authorities foichistates can apply. They include:

» A “Health Opportunity Accounts” waiver that offeatternative benefit packages that have high
deductibles combined with a Health Opportunity Aatb This waiver deliberately overrides the
statewide and comparability requirements found ediaid statute. The demonstration is targeted at
low-income children and parents in up to 10 statkdditionally, budget neutrality is not requiredda
enrollment by the target population must be volgntéihe state would contribute funds to a
recipient’s Health Opportunity Account and the péent then uses these funds to pay for the high
deductible and other health care costs.

e The “Money Follows the Person” (MFP) rebalancingwsagives states enhanced federal matching
funds to transition elderly or disabled individuals of hospitals, nursing homes, or other ingtng
and back into the community. As in the Health Opyogty Accounts waiver, several Medicaid
statues are waived and budget neutrality is natired under MFP. States would receive an enhanced
federal match ranging from 75 to 90 percent ofdbsts of community-based, long-term care services
for the first 12 months after an individual leaasinstitutional setting. Total federal spendingdll
states selected for the MFP competitive waiverafgped at $1.75 billion over a five year period.

A “Home and Community-Based Services” waiver thi#ens alternatives to psychiatric residential
treatment services. Total federal spending is ed@t $218 million over a five year period.

Potential Effect on Medicaid Beneficiaries

Some Medicaid-related sections of the DRA will hpesitive effects on beneficiaries of the program.
However, the DRA was ultimately meant to reducesfatiand state Medicaid spending. Many of thes& co
saving features change health care access andagevieanr low-income beneficiaries. Research shiwas t
premiums and cost-sharing requirements creategoamo obtaining and maintaining health insurarmerage;
reduce the utilization of essential medical sevitecrease financial strains on families; andéase the
number of uninsured. Additionally, limiting theredit package for Medicaid beneficiaries may regulinmet

health care needs and may make it more difficultdgipients to access needed care.

The mandatory changes of the DRA will have a sigaift impact on Medicaid enrollees. Additionallyee
more beneficiaries will be impacted by optional DRfanges that states may choose to implementiin the
Medicaid plans. Both states and the federal gawer should carefully monitor the effect of the DB&\it is
implemented at the state level. Unmet health naegls or an increase in the number of uninsureddwou
ultimately increase the cost of health care andht@ithe original cost-saving intention of the DRA.
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