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The proportion of Medicaid bene-
ficiaries enrolled in managed care

plans has increased dramatically over
the past decade. Whereas in 1991 only
9.5 percent of Medicaid beneficiaries
were enrolled in some form of man -
aged care, the proportion had grown
to 55.6 percent by June 1999, at which
point there were 17.8 million Medic-
aid managed care enrollees (1). Re-
cent headlines announcing the with-
drawal of major managed care plans
from state Medicaid markets suggest
the potential for significant disrup-
tions to the care received by millions
of Medicaid beneficiaries (2).  

Gathering reliable data on the ef-
fects of these exits poses a significant
challenge. However, the extent to
which problems will ensue is likely to
be driven by several factors, including
aspects of the delivery system in each
state and the health care needs of the
Medicaid population. This column
considers the risks that exits by man-
aged care plans pose for Medicaid en-
rollees with mental health and sub-
stance abuse conditions. Case studies

are used to explore whether the im-
pact of plans’ exiting the market is
driven in part by state approaches to
the delivery and financing of services
for this population. 

Trends in plan participation
During the rapid expansion of Medic-
aid managed care, important changes
have occurred in both the nature and
the number of plans serving Medicaid
beneficiaries. The Balanced Budget
Act of 1997 eliminated the require-
ment for plans to maintain a Medicaid
enrollment of less than 75 percent—
the “75/25 rule.” In June 1997, 36 per-
cent of Medicaid managed care en-
rollees were enrolled in plans that
served only Medicaid beneficiaries (3).  

Whereas 260 full-risk plans served
the Medicaid population in 1995, the
number had grown to 339 by 1997 (3).
Although these figures depict a
marked net upward trend in managed
care participation, they obscure the
fact that some plans enter state Med-
icaid markets while others exit every
year. In 1996, only 16 commercial
plans exited the market while 54 en-
tered; in 1997, 36 commercial plans
exited and 44 entered (3). However, in
1998 several large commercial plans,
including PacifiCare, Blue Cross and
Blue Shield Associations, Tufts Health
Plan, Oxford, and Aetna/U.S. Health-
Care, grabbed headline attention
when they decided not to renew their
Medicaid—or Medicare—contracts
in several states (2). 

The chief reasons cited by plan ex-
ecutives and others for plans’ exiting

the market are Medicaid rate reduc-
tions, inadequate risk adjustment,
heightened competition in the Med-
icaid market as more plans have en-
tered the market, changes in partici-
pation rules—for example, from vol-
untary to mandatory enrollment—
that have burdened plans with risk-
selection problems, new marketing
restrictions, and the more stringent
quality-assurance and monitoring re-
quirements that are now often includ-
ed in Medicaid contracts (4). 

The data cited above suggest that
exits by plans did not result in an
overall decrease in access to managed
care plans given the large number of
plans that entered the market over
the same period. However, looking at
these numbers only in the aggregate
may lead to overly optimistic conclu-
sions. For example, in regions with
fewer available plans, Medicaid en-
rollees may have trouble gaining ac-
cess to treatment when a plan serving
the area exits the market. In addition,
the fact that the array of plans from
which enrollees may choose is in a
constant state of flux raises concerns
about disruptions to care.  

Although alternative plans are usu-
ally available, patients enrolled in ex-
iting plans need to assess their op-
tions, select a new plan—or be as-
signed to one—and become acclimat-
ed to the various features of the new
managed care system. In many cases,
their relationships with providers may
be disrupted and treatment may have
to be adjusted because of changes in
utilization-management techniques
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or general approaches to treatment.
Thus a plan’s exiting the market may
be a particular concern for individuals
with mental health or substance
abuse conditions, who may be the
least able to navigate a new health
system or to adjust to a new approach
to care management. In addition,
continuity of care and stable provider
relationships may be especially criti-
cal to the effectiveness of treatment
for these patients (5).

Approaches to the delivery of be-
havioral health services
Getting beneath the numbers of com-
mercial managed care plan exits to ful-
ly understand the local implications for
Medicaid enrollees with mental health
or substance abuse problems may be
especially difficult, given the variation
across state Medicaid programs in the
organization of these services (6).
Generally speaking, states structure
their services in one of three ways: in-
tegrated programs, in which behav-
ioral and physical health services are
both covered under a single capitation
rate paid to the managed care plan;
carve-out programs, in which behav-
ioral health services are covered by a
separate plan that is paid to manage
only these services; and fee-for-service
programs, in which behavioral health
services are not covered by a managed
care plan at all but rather are delivered
on a fee-for-service basis.

We describe situations in three
states in which managed care plans
have exited the Medicaid market with-
in the past three years. We selected
the states to span the range of ap-
proaches to delivery of behavioral
health services, in order to illustrate
how the impact of plans’ withdrawals
on enrollees who are using these serv-
ices may vary as a function of program
type. We settled on this particular
combination of states because the
plans exited recently and the states en-
roll at least some share of their Medic-
aid populations in managed care on a
mandatory basis. The information was
gathered in telephone interviews with
Medicaid officials in each state. 

Missouri’s integrated program
In 1998 and 1999, several managed
care plans exited Missouri’s Medicaid
market. In the eastern region of the

state, Humana withdrew at the end of
its contract and Prudential was pur-
chased by HealthCare USA. In the
central region, Blue Choice exited at
the end of its contract and Gencare
left midcontract because it had been
purchased by United HealthCare. The
only plans serving the northwestern
region—Blue Advantage Plus and
Community Health Plan—withdrew
from the Medicaid market as well,
forcing their enrollees into fee-for-
service arrangements.  

State officials report that the process
of having enrollees make the transition
into new plans in the eastern and cen-
tral regions went relatively smoothly.
The officials attribute this success to
several factors, including the number
of managed care plans that entered
the market at or around the same time;
the large degree of overlap among the
provider networks serving plans that
were exiting, currently available plans,
and those that were entering; and the
open enrollment period of approxi-
mately two months that was given to
enrollees to select a new plan. 

Missouri allows enrollees receiving
mental health or substance abuse serv-
ices at the time a plan exits to continue
with their current provider, even if
continuation entails going out of the
new plan’s provider network. The
providers in the networks of exiting
plans also work to familiarize the care
managers in the new plans with the
treatment profiles of the mental health
and substance abuse population. In
the case of the enrollees in the north-
western region who had to return to a
fee-for-service environment, no signif-
icant disruptions to behavioral health
care were reported by state Medicaid
officials, even though several providers
had to be enrolled as fee-for-service
providers under Medicaid. 

Oregon’s carve-out program
Oregon maintains a statewide carve-
out program that contracts with multi-
ple vendors that provide only behav-
ioral health services. The state also has
an integrated program that operates in
selected regions. In those regions, en-
rollees who do not opt for the integrat-
ed program are automatically enrolled
in the carve-out program. Over the
past few years, Oregon has seen much
activity in terms of Medicaid managed

care plans entering and exiting specif-
ic service regions. In addition, in 1996
and 1997, three plans—PACC HMO,
PacifiCare of Oregon, and QualMed
—left the Oregon market altogether
(3). Among other reasons for the exits,
one state official reported that many
dissatisfied providers in rural areas had
left plans to start independent practice
associations, forcing plans with deplet-
ed networks to leave the market.     

Although state officials report that
plans’ exiting the market has generally
not caused problems for enrollees in
the integrated behavioral health pro-
gram, the impact may vary somewhat
across the state as a function of the de-
gree of overlap among provider net-
works. There has been much move-
ment among plans in the coastal and
southern regions of the state, but few
problems have resulted, because most
physicians contract with multiple Med-
icaid managed care plans. On the oth-
er hand, in the more rural central and
eastern regions, many plans prohibit
their physicians from contracting with
more than one plan. As a result, al-
though there has been more plan sta-
bility in these areas, disruptions to the
patient-physician relationship may be
more likely if plans leave the market.   

Vendors contracting with the state’s
carve-out program have been much
less likely to leave the Medicaid market
in Oregon. This stability may be attrib-
utable in part to the fact that these
mental health and substance abuse
plans serve broader regions of the state.
In terms of the impact on carve-out en-
rollees of physical health plans leaving
the market, it is worth noting that be-
cause some behavioral health services
are provided in the primary care sector,
disruptions to treatment relationships
may result, even for carve-out en-
rollees, if there is insufficient overlap
among primary care provider networks.

New Jersey’s fee-for-service program
Three managed care plans—Garden
State Health Plan, Oxford Health
Plan, and HIP Health Plan of New
Jersey—exited the New Jersey Med-
icaid market in 1997 and 1998. HIP
Health Plan left the state entirely in
September 1998 after becoming in-
solvent. The American Preferred
Providers Plan has since left the Med-
icaid market as well. 
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Although consumers who were pre -
viously enrolled in these plans were
randomly assigned to other plans with
preexisting contracts, there was little
disruption to mental health and sub-
stance abuse services because these
services are not covered by managed
care plans but are instead provided on
a fee-for-service basis. Again, any be-
havioral health care received in the pri-
mary care sector may have been dis-
rupted. Although the fee-for-service
approach may raise questions about
the coordination of care between phys-
ical and behavioral health services,
these types of problems are not related
to the issue of plan exit and thus are be-
yond the scope of this column. 

Lessons learned
These three case studies suggest that
carve-outs and fee-for-service ar-
rangements offer some protection
against disruption to behavioral health
specialty treatment for Medicaid ben-
eficiaries in the event of managed care
plans’ exiting the Medicaid market.
However, exit by a specialty mental
health or substance abuse entity,
through either termination or nonre-
newal of a contract, is also a possibili-
ty. The exit of specialty entities, par-
ticularly through contract termina-
tion, has been less common than the
exit of physical-health or integrated
managed care programs in general,
but it has occurred. For example, in
Montana, Magellan Behavioral Health
ended its contract after conflicts with
the state over problems with claims
payments and data collection, along
with what the state claimed were poor
relationships between the plan’s
providers and its management (7–9).
Also, Massachusetts switched carve-
out vendors when reprocuring its
carve-out contract in 1996. 

The rarity of termination of carve-
out contracts is probably attributable
to several factors. One possible expla-
nation is that states use detailed re-
quests for proposals and contracts in
an attempt to clearly outline the re-
sponsibilities and expectations of
both parties in advance. Another such
factor is the presence of state regula-
tions that govern the financial re-
serves necessary for plans to hold be-
havioral health carve-out contracts.  

Although both contract termina-

tion and contract nonrenewal are
likely to be disruptive, nonrenewal is
potentially less disruptive given
states’ ability to plan ahead to ensure
a smooth transition from one contrac-
tor to the next. For example, states
may expand their networks to include
providers who are currently treating
enrollees, give enrollees a transition
period during which to switch to a
network provider, or extend the open
enrollment period to give enrollees
more time to select a new plan. It is
also worth noting that the level of dis-
ruption created by a plan’s exit may
be influenced by the extent of in-
volvement of public-sector providers.
For example, a new carve-out ven-
dor’s decision to restrict the volume
of referrals to public providers could
both threaten the continued viability
of the providers and harm established
patient-provider relationships. 

Conclusions
In many ways, the issues raised by the
exit of managed care plans simply
highlight the potential problems asso-
ciated with managed care competition
itself. In other words, it is not clear
whether the disruptions that might oc-
cur in the wake of a plan’s loss of a pri-
vate contract in a competitive bidding
cycle are different from those that
might arise after a plan’s withdrawal
from the Medicaid market. However,
as Medicaid enrollees have been shift-
ed into managed care, clinicians and
policy makers alike have expressed
particular concerns about the implica-
tions for patients with mental health or
substance abuse problems.

Although the examples presented in
this column suggest that there are ways
of easing the transitions that are neces-
sary in the wake of plan exits, it is criti-
cal to note that the types of disruptions
that may occur for Medicaid enrollees
who need behavioral health services
may not necessarily be reported to or
documented by the state. In many
ways, the difficulty of monitoring the
care received by exiting plans’ enrollees
is itself one of the risks of exits by plans. 

As we have argued, the impact of
exits on Medicaid beneficiaries seek-
ing mental health or substance abuse
services is likely to be driven in part
by state Medicaid programs’ organi-
zational approaches to coverage and

delivery of these services—a dimen-
sion in which there is currently great
variation (6). Additional important
factors include the degree of overlap
among local plans’ provider networks,
the number of enrollees receiving be-
havioral health services in the pri-
mary care sector, transition policies
affecting enrollees, and the extent to
which new plans have entered the
area during the same period. ©
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