~ EXECUTIVE OFFICE OF THE PRESIDENT S
OFFICE OF MANAGEMENT AND BUDGET . ' (\@Q
' WASHINGTON, D.C. 20503 ° 9

SEP 7 1ot
|
MEMORANDUM FOR THE ACTING DIRECTOR AND CAROL RASCO {

‘ ' j
From: Nancy—Ann I\MKath\% ‘ ‘ |
Subject:©  The Potential Costs of State Health Reform g{:q}q :

This memarandum dlscusses the potent1a1 impact State health reform waivers
could have on Federal expenditures and on efforts to gain passage of Federal health
reform legislation.

s
Section 1115 Demonstration Authorlty Section 1115 gives the Secretary broad |
“authority to grant waivers of most provisions in the Social Security Act, including
the Medicaid statute, for any “experimental, pilot, or demonstration project.” There
is virtually no statutory limit'on the size, scope, length, or cost of these waivered
projects. Under the Reagan and Bush Administrations, demonstration waivers ;
were generally required to be research-oriented, to include a rigorous evaluation |
component, to be limited generally to four or five years, and to be budget neutral,;
i.e., costs may be no higher Wlth the waiver than without the waiver. x

l
Administration policy concerning State health reform waivers was formally ‘
reviewed last year as part of negotiations with the National Governors Association
(NGA). These negotiations resulted in a written agreement conveying the {
Administration’s desire to simplify and shorten the waiver review process and to;
remain flexible with respect to the requlrements that demonstration waivers be
research-oriented and budget neutral. ‘

‘Waiver Activity Update. Fwe States -- Arizona, Oregon, Hawaii, Kentucky, and
Rhode Island -- received approval for State health reform waivers before the
agreement with the NGA was reached. Together with Tennessee, which was i
granted a Statewide Medicaid waiver at about the same time of the NGA agreement,
these six States represent over 7% of national Medicaid spendlng

- Since the NGA agreement was reached, requests for Statewide health reform
waivers have surged. HCFA is now reviewing eight (hew) Statewide waiver
proposals -- Florida, South Carolina, Ohio, Massachusetts, New Hampshire,
Missouri, Minnesota and Delaware -- which together represent about 16% of :
national Medicaid expenditures, in addition to rev1ewmg significant waiver =
amendments from Oregon and Arizona. Another nine States representmg about |
9% of national Medicaid .expenditures have expressed serious interest in seeking a
- State health reform waivers.



All told, States representing about 33% of national Medicaid spending have
received, requested, or expressed serious interest in State health reform waivers.

Waiver Benefits and Costs. States often use §1115 waivers to secure Federal
financial support for Statewide initiatives that expand health insurance to non-
Medicaid low-income individuals. States may also introduce structural reforms
through Medicaid waivers. States requesting §1115 demonstration waivers to
support ambitious reform programs face two critical challenges related to the
financing of their proposals:

. funding the State share. To free up State funds, States have sought to: 1)
realize savings by enrolling Medicaid recipients in capitated managed care
plans; 2) bill Medicaid for previously State-funded health services; and/or 3)
use Medicaid d1sproport10nate share hospital (DSH) funds to provide or
subsidize health insurance for the uninsured; and

. maximizing Federal financing. States have also sought to obtain Federal
matching funds for expenditures that have not traditionally been matched
under Title XIX, including employer and employee contributions to health
insurance premiums and local government contributions to public hospitals.

Federal expenditures in States with health reform waivers are heavily dependent
upon State estimates of Medicaid costs without the waiver. Baseline expenditures
are the State’s waiver “budget.” Budget neutrality may be difficult to demonstrate
for States that are seeking to expand Medicaid eligibility or to extend subsidies to

large numbers of uninsured individuals. States have an incentive to bolster their
claim of budget neutrality by projecting very high baseline Medicaid expenditures.

Demonstrating Budget Neutrality. In reviewing waivers for budget neutrality,
HCFA faces a very real challenge. Estimates of Medicaid expenditures at the State
and Federal level can be highly inaccurate and are generally unstable. Medicaid
expenditure growth varies widely across States in patterns that cannot easily be
predicted. Methods of prediction also vary widely across States and have evolved
steadily at the Federal level. Though precise analysis of budget neutrality is difficult,
we note that several States appear to have artificially inflated estimates of baseline
expenditures by 1) using unrealistically high rates of growth; and/or 2) 1nf1at1ng
expenditures in the base year.

Unreasonable growth? Annual growth in total Federal Medicaid expenditures, as
estimated for the Mid-Session Review (MSR) of the FY 1995 Budget, averaged 10.7%
between FY 1995 and 1999. State estimates of average annual growth in baseline
Medicaid expenditures over roughly the same period, as reflected in §1115 waiver
submissions, range from 9% to over 13%. State baseliné estimates do not always




reflect the recent slowdown in Medicaid expenditure growth. States may estimate
enrollment growth based on recent patterns that do not reflect the improving ‘
economy. States may also incorporate per-capita expenditures that assume the State
will take limited action to control costs absent the waiver.

Inflated base-year estimates. State estimates of average growth in baseline Medicaid
expenditures from the year before the waiver to the first, or “base year” of the
waiver range from 18% to over 26%, compared to average Federal growth of around
10%. States wishing to enhance their waiver budget may include in their estimate
of baseline expenditures costs associated with program expansions that have not yet
been implemented, i.e., “hypothetical spending,” or unsustainable program
spending, e.g., DSH payments financed with provider taxes that expire during the
life of the demonstration.

Administration Review of Budget Neutrality. HCFA reviews State budget
estimates for reasonableness and generally does not project State Medicaid
expenditures independently. 'HCFA circulates the State’s waiver request, including
components related to budget neutrality, to various sections of HHS and OMB to
solicit comments, questions, and concerns. The waiver review process typically
culminates in a series of formal and informal negotiations with the State.

This review process does not appear to be sufficient to ensure that State estimates of
baseline Medicaid expenditures -- the State’s waiver budget -- are consistent with
Federal estimates of the Medicaid baseline. In addition, the lack of a consistent
methodology for calculating baseline expendltures in waiver States complicates and
delays negotlatlons

¥

The lack of a clear nexus between State and Federal baseline estimates may
undermine the Administration’s enforcement of the budget neutrality requirement.

HHS recently began an effort to formalize the review standards and procedures for
budget neutrality. It is unclear whether HHS will seek Administration approval for
these standards before granting additional waivers. HHS may seek approval for
specific standards as they arise in the context of individual waivers.

Potential Interactions with Federal Health Reform Initiatives. The proliferation of
State health reform initiatives may complicate the challenge of crafting Federal
legislation guaranteeing universal coverage for all Americans. For example, certain
elements of §1115 waivers may be inconsistent with the principles and goals of
health reform, e.g., true community rating, quality assurance standards, data-
collection requirements, employer responsibilities, and consumer choice. In
addition, some States may expect to achieve greater savings under State health
reform initiatives than under Federal health reform legislation.. States with healthy




tax bases may prefer Medicaid-based State-level reforms that do not contain inter-
State redistributions of wealth. It is difficult to say whether State waivers will -- on
net -- adversely affect the financing for Federal health reforms. Nevertheless, as
waivers may be pursued or retained at State option, one might expect that States will
consider waivers as an alternative to reform largely, if not primarily, if it is to their
financial advantage.

The Mitchell Bill. The Mitchell health reform bill appears to exempt Medicaid
waivers in existence upon enactment from any conflicting provisions in the bill. If
this exemption applies to §1115 demonstration waivers, then estimates of Medicaid
savings and offsets, maintenance of effort payments, and Federal subsidy costs (at a
minimum) would have to be amended. CBO did not take this waiver exemption
provision into account in their August 9 pricing of the Mitchell bill.

Recommendations. Before granting additional requests for §1115 State health
reform waivers, the Administration may want to take steps to better understand the
potential effects of the waivers on Federal Medicaid expenditures and the policy
objectives and financing mechanisms of Federal health reform. Specifically, the
Administration may want to consider approaches such as:

. completmg the process now underway at HHS to establish a formal set of
review benchmarks or targets for budget neutrality -- and endorsing the result
-- before approving additional waivers; and

. requesting independent HCFA actuary pricing of baseline expenditures in
States requesting waivers in a manner consistent with Federal baseline
estimates.
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Joel:

The attached represents the information provided to me by a
friend of the Administration who received the papers from a
hospital association asking the friend if final copies of the
negotiations were ever produced on paper...we don’t know, and I
have not contacted HHS on this matter yet.

Other concerns raised by the friend:

HHS is operating the waiver process in a closed manner with no
access t¢ the proposals by out51de groups when asked for the
opportunity to comment. %

Is the department utilizing the 1115 process to help states
circumvent provisions they do not like rather than research? How
much leeway is there in the legislation as te how states may use
the waivers for purposes other than “research"?

Thank you...



March 3, 1994
- MEMORANDUM
To: Carol
Fr: Sara
Re: Section 1115 waivers

Enclosed are several documents. The first is a table I prepared that compares the 5
waivers granted to date in accordance with a number of criteria. As you can see, there are
striking similarities on issues that do not seen to relate directly to the gravamen of the waiver. A
court could potentially interpret these similarities to be tantamount to using Section 1115 to
circumvent provisions that states do not like rather than to conduct research. I find nothing in any
of the waivers' evaluation designs (which are pretty weak to begin with ) that even proposes to
examine the effect of tightening eligibility standards, eliminating women and children, eliminating
certain services, etc. This could be read to mean that the waivers are being granted to circumvent
the law rather than as part of a coherent research effort. The uniformity of so many provisions
also suggests a "boilerplate" approach to the waivers rather than careful use of the authority to do
research. '

The second set of materials includes both the Secretary's memo to Thorpe and Toby and
internal decision memos that flat out discuss the NGA negotiations. They were given to me by
someone from a hospital association about 2 weeks ago, who asked me if there were final
versions of these things. I have no way of knowing, but if I have them, this means that they are
clearly out and about. Even in draft form, they are damaging.

To the extent that there are actual memoranda of agreement between NGA and HCFA on
a revised Section 1115 process they would suggest to a court an effort to systematically expand
state flexibility, and change federal Medicaid rules state by state without any public comment.
Add to this the refusal of HCFA to make the applications available and the comments by HCFA '
staff to outside groups that they have to "check with NGA" before going further, and the picture
is not a pretty one.

I would urge that the agency develop a public process, akin to notice and comment on
rules, for future waivers. In my opinion, a state's process does nothing to relieve the federal
government of the obligation to make policy in an open fashion. To the extent that a waiver
changes all Medicaid eligibility and benefit rules for entire populations in a state, the issuance of a
waiver is tantamount to the promulgation of rules. The- Administrative Procedures Act certainly



appears to be implicated.

I am even more concerned- ‘given the bad press , that Tennessee 1s gettmg and the potential
for htlgatlon there and in other states. ‘



AN OVERVIEW OF SECTION 1115 MEDICAID WAIVERS APPRbVED IN 1993

e e e ——————

STATE Oregon Hawaii Rhode
' Island
Name am! Oregon Health Quest: Rlte Care’ Kentucky TennCare
General Medicaid (approved (approved Medicaid (approved
Description Demonstra- July, 1993). October, Access and November,
tion (approved ) - 1993). Cost 1993).
‘March, 1993). Createsa | Containment -
S public funding Creates - Demonstratio Extends
" poolio . mandatory n Project” Medicaid
Extends: purchase . sysiemof | (approved © coverage to
. ‘Medicaid ' capitated prepaid _ December, additional
. coverage o managed care managed care 1993). ‘number of
additional . coversge on & with increased | = uningured
categoriesof | : ‘cost sharing Expands persons with
low income " basis for low for cerain existing mandatory
persons and | . and moderate Medicaid " KenPac non- enroliment in
replaces s - income " recipients " risk managed
poartion of the persons (including mandatory care plans.
defined receiving certain managed care Premiums,
Medicaid Medicaid or recipients system to deductibles
bensfit state-funded newly eligible | * additional low | and
_package with medical under income coinsurance
a system of assistance. _ waiver), persons. for enrollees
fixed, annual . - * with incomes .
‘per capita >100%
expenditures FPL.
for care and
services
ranked in
order of .
priority. -
Mandates
" enrollment in
managed care.

The George Washington University
Center for Health Poficy Research



Certer for Health Policy Research

STATE Oregon Hawaii Rhode Kentucky
" Island
Key waivers Amount, Amount, Amount, Amount,
requested duration and - duration and duration and duration and
' scope of scope of scope of scope of
benefits; benefits; benefits; benefits;
Financial Financial Financial Financial .Financial
cligibility; - eligibility; eligibility; eligibility; cligibility;
Medically | ° Medically Medically Medically
‘needy b . needy _ needy needy
eligibility; " eligibility; - cligibility; eligibility;
Categorical - Categorical Categorical Calegorical Categorical
eligibility; eligibility; eligibility; eligibility; eligibility;
Retroactive Retroactive Retroactive Retroactive
eligibility; . eligibility; eligibility; cligibility;
Eligibility " Eligibility . Eligibility " Eligibility
determination determination determination- - determination
rules; . rules; rules; rules;
Freedom of . Freedom of Freedom of Freedom of "Freedom of
choice; choice; choice; choice; ¢choice;
Capitation Capitation Capitation ", Capitation
contract rules contract rules contract rules contract rules
for case mix , for case mix , for case mix , ' for case mix
upper upper upper , upper
payment payment payment payment
limitg; limits; - limits; limits;
FQHC FQHC FQHC . -FQHC
. coverage and coverage and coverage and | coverage and
payment; payment; payment;. payment;
Uniformity - Uniformity = Uniformity Uniformity
and’ and ' 1. and and
statewideness; statewideness; statewideness; . statewidencss
: . : ’ DSH y
- DSH payments;
. ‘ _ payments; ‘ DSH
EPSDT - ) ) " payments;
treatment - . Cost sharing; Cost sharing; '»
services. ; . - Cost sharing
HMO médical HMO medical
audits. ~ audits; HMO
. .  medical
3rd party audits
liability
’ 3rd panty
‘Tliability
The George Washington Uriversity



STATE Oregon Hawai Rhode Keutocky Tennessee
. Island o
_ Changes in Adds . Adds Demonstratio. Adds adults Adds
eligibility coverage of coverage of n covers all with incomes uninsurable
- non-clderly all persons. state under 100% - persons of all
persons with - with incomes ' beneficiarics FPL, "] incomes who
incomes below 300 % except including ~ can afford
below 100 % . of FPL, children in aged persons; TennCare
of the FPL subject to foster care, o , costs;
(133% . premium persons in Adds children
stiandard for payments of institutions, with incomes Adds
pregnant 0% under ABD persons, under 200% uninsured
women and FPL'and 10% and QMBs; .FPL; persons of all
children <6); increments for ) incomes, (up
each 25%  Adds ; to a limit)
Eliminates above FPL; premiums for " All family "who can
coverage of . pregnant - incomse afford cost
medically . women anxi  deemed sharing;
needy Eliminates children < 6 available; o
pregnam " income with incomes - Eliminates
women and disregards for between medically
= - children; . gross income 185% and needy
test and 250% of FPL; - pregnant
) counts income. women and
Eliminates " of all family - Post partum . children;
income " members; women with
disregards; incomes - Eliminates
gross income ) <250% of Assat test . assettest.
test used and Waives FPL:2yr waived.
all family eligibility QA coverage for
income reviews; family -
deemed - . planning and
available; nutrition
' counselling;
Presumptive - o
Eliminstes cligibility Presumptive
asset test; upon eligibility 'Eliminates
‘completed upon retroactive
Eliminates application; . completed coverage;
retroactive application;
eligibility. Retroactive ] o
coverage Retroactive
waived. coverage
, waived;
-IMD residents
remain
. cligible.
“The George Washington University

Center for Health Policy Research




Center for Health Policy Research .

. — - e e
| - STATE Oregon Hawai " Rhode Kentacky
. ‘ ‘ Changes in - EPSDT Cost sharing Post-partum No changes Hearing aids
o benefits and * mandated - - for physician family Sy . for children
S cost gharing * " treatment -~ and non- ° planning for under
- . ' . services emergency women with EPSDT
: . . eliminated; " services; ‘incomes <. appear to be
- ' . L - 250% of FPL; r ~ eliminated;
- DN | FQHC FQHC - FQHC S
o : . - services sarvices services Mental health || -
. . ‘ . eliminated; - eliminated; " ‘| . climinated; limited to 45}
- ; ’ * Prohibitionin .| Limitson " Point-of- _ annually;
: coverage outpatient and service cost
. restriction inpatient * sharing for Adds
., climinsted; mental health ‘women and substance -
» ‘ coverage for |  children who sbuse s
Benefit. - personsnotin | - are subject to treatment,
. coverage - mental illness premium - subject to. -
" basedon | managed care;: | réquirements limnits;
condition/ | butwhoelest - ; -
©' treatment Hospital and POS instead; " Premiums,
pairs, with . rehab limited ' L copayments
prior approval | 10 $50,000 Cost sharing and
of changes in " peryear, with | ‘for.non- deductibles
coverage list added ‘émergency . ; for persons
" by HCFA.  catastrophic usc of ER. with incomes
L wrap-around. | i - >100%
o " FPL; $250
/8500 .
individoal/ -
family .
. deductible.
OOP limits
' W of $1250 for .
' " persons with
. 100%-200% -
‘I[ X . FPL.' B o
The George Washington Univensity




Kentucky -

STATE Oregon Hawaii Tennessee
Changes it Eliminstion of Elimination of .Elimination » Providers Elimination
-treatment of FQHCs as FQHCs as of FQHCs as must be part + of FQHCs as
providers " mandatory " mandatory mandatory  of KenPac mandatory
provider, and | - provider, and provider, and system to provider, and
of FQHC cost of FQHC cost | of FQHC cost quslify for of FQHC
payment payment payment payment cost peyment
methodology; methodology; methodology; methodology
Cost-related : .
. payments to Elimination of Mandatory : ,
hospitals; "DSH use of DSH Elimination *
.DSH. -~ payments; managed care psyments of DSH
payments nol ' for services reduced. payments;
waived; . covered under | »
. Mandatory demonstration Mandatory
Mandstory use of H use of
use of managed care i  managed
managed care for services No payment care for
for services covered under | - to out-of-plan services
covered under demonstration providers. covered
demonstration H under
A demonstra- -
- No payment tion;
No payment o out-of-plan
_ to out-of-plan providers. No payment
_providers. to out-of-plan
: N providers;
Direct
funding of
slate’s
publicly
funded health
. system
v ; redirected
; into
insurance
funding pool.
The George Washington Unfversity

Cenner for Health Policy Research




Kentucky .

Center for Health Policy Research

. STATE Oregon Hawati Rbode Tennessee
_ Changes in . Mandatory " Mandatory Mandatory - Mandatory Mandatory
managed care managed care managed care | . enrollmentin | enroliment in managed
: earollment; enrollment for | managed care |- -KenPac . care
all members for all AFDC _system, an earoliment
of public pool clients, established for all
(AFDC, GA pregnant section Medicaid
and SHP women and 1915(b) enrollees '
clients); children; mandatory except for
Use of fully, : ] : Medicaid persons
partially Use of fully Use of fully earollment _ receiving
capitated and capitated capitated program; long term
managed fee- | plans; - managed care - ’ care benefits;
for-service mandatory " plans; . . '
arrangements; fee-for-service Future plans
. . "in rucal areas; to develop
) . ’ o risk based ]
|| . All- Medicaid All-Medicaid plans . Mandatory
All- Medicaid fully capitated managed care managed
fully capitated plans plans care for
plans permitted; permitted. waiver
permitted. enrollees;
6-month
guaranteed Premiumms set
enrollment; on .

. no guaranteed community
earollment for rate basis;
dental or _ subsequent -
mental health premiums
managed care paid at
enrollees; lowest priced

RN premium,

Special
managed care
programs for
seriously
mentally ill

' persons.

The George Washington University
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SUBJECT: Thae Medicaid Demonstration Authority - gtate
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L

Flaxibilicy ann Adnim.strat.&vo Straamlining
-~ ACTION

\REUR

This memorandem cutlines our racommsndations for using
Medicald demenstration welver authority to promote prudent

gtata innovations and for streamlining tnc vaiver approval
process.

IB&KEBQHHB

- In 4 meeting with the National Governers' Asseciation {NGA)
in tarly Februazy, Prasidant Clintsn premiged States. .
increaged flexibility through streamlined Medicaid waliver
approvals. As a follew-up to this meating, you dlzected us
to consult with tha NGA ang davelop optisng for rnaponding
te it3 concarns and propcsnla.

Tnia nemorandum difcussas the NOA concarns raqardinq ‘the
Medicaid demonstration walver authority under Section 1113

of thé Soeisl Becurity Act. Wm will address M3A proposals

~ on Nedicaid pragram waiver authorities and additional
Medicaid policy ipsues in a aepara:e memorandum.

" Saction 111% waivors:

. In Decsmber 1993, NGA p:uoentwd tou: recomusndations on
\____\\ .

<) demongtration waivers should be expedited;
tr&vclon* tarms and conditions should bs imposed;

pEoval should be assumed 1f the project Ls bBudget:

ncue:a and doss not adversely affact quallity or

acgess; and

"adminiatrativa extarsions® should be allowad :c:

succssatul prcjacts.

1

.
1*
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Page 3 = Tha Bacrstary

Aftar thesa original prepesals ware prasentad, NCTA held a
nunmber of dizcusmsions with NGA and State reprocentativas.
These discussions have Deen axtramely Iruitful in Qlaritying
States' lnterwsts in greatar Medicaid zieqraa flexibility
and in broadar Stats haalth raform initiatives. We alge
hava 2 hettar undsrstanding of the naturs of thair concerns
about administratisn of tha Sectiocn 31118 dencnstratiocn
waivar program, Our summary of thene digcussicns is
attached at Tab A.

In general, cur discussions ravealsd thar, to soma axtant,
the States! concerns can ks addressad through a bettsg
understanding of the waivar program, novs Fodaral sesistance
€s tha seatal (8 déVéloping accsptable proposals, and
at¥eanlining cuzr adainistrative procssses. Wa have outlined
& nunber of administrative actiocns that can bs taken
impediately tao improve the efficlency of ths waiver procase
and sur assiztance to Statos.. .
However, the more siiaiticant'NGA policy issue relates taz
how breadly tha Sectien 1115 authorivy should be interprstad
ta allow expanded State flexibility. Wa baliave thiz izsuae
_regquirss yeur decision. ' :

I83GK. 13 RIVIAION OF SRCTION 1118 WAIVER DOLIOY
RIRCUSEIQY

Saction 1115 of the Act allows you to waiva wast (but nat
all) . of the Nedicaid gtatutory requirements, for “. , ,any
axparizental, pilse, or domonctration project vhich, in the
judgment of tha Sacrestary, is likely o assist {n promoting
tha cbjactives of. . . tible XI¥. . . .

This authority is extremaly bzoad, but it is intsnded and
‘han ‘besn used for innovative, tine-lizitsad preiecta which
ars- designed to support an evaluation that surfacss "lsssons
learned" of largsr policy value. 7This premise im raflactsd
in thas sxistirg Sactien 1115 valver policy, vhich was
eqatablighad in rssponaa to a 1884 Departzental raview af
HCFA's valver practices. (Tab B).

The NGA diacuseions clearly revealed that States vant more
flexibility to {zplemant altarnativs Xedicaid prczrna
approaches, asx vall as Statawide hanith reform {nitiatives,

t eithor (1) 'would be auscmatically approved, if budget
naurtrality and access te quallity care ars assyred, or, , :
preferably, (3) would not be subject to Federal / i
dezmcnatration reguiramants for budgat nautrality, .
svaluations, g7 time~limited projects. v

-vew v - m——— s r—— 08\ m awam—s ot oy mp—— 4 . .. eyt S e —— Ve s wesr s . - easbay e .
RETTT TR 3 Fein— - ) - — . s



fage 3 - Tnavéecrntary

We could conmiderably expand State flaxibility hy
significantly ralaxing sxisting Federal srandardg far
section 1118 waivers. Additicnal statutery authority would

| TTBe Mesday, NGUAVAT, to rfully satisfy states' haalth raform

interssts in waivers azfacting Medicars and ERIBA.

Thars ara t¥o significant riszks in expanding application of
the sectien 1113 vaiver suthority:

differunt principles could make it difficult to

ZEFZ ¢  Froliferaticn of Stata proqraﬁ variatisna reflecting

sy

pracerve the infrastructuras nsssgeasy for naticnal
health rasgeorm. '

e Congresa and advacxc{ groups aight challengs incro;saé
* demomatration flexidility 48 undermining basic Nedicaid

statutory provisions. cCongrass or ths courtz might act
to redaefine, lizit or remove our waiver authority.

BESQIENDER _ROLICT

We can be responsive te statas' needs for more ready access
to the section 1115 waiver authority, through mors flexible
standards for waiver approval, while preserving tha purpcae
of the section 1115 suthority for time-linited, evaluabla

demonstration projects. .
We can alsc pxovidu*dancnstzation~felatcd.incanniva: to .
encourage Stats propesals that support the Administzezion's
policy geoals,

Changes in gtandaxds

We recommend the following £o allow greatar flexidility in
dafining Faderal standards foT walver approval:

(1) Desdonstration prujnqt design iad svalugticon standaxds
-would da tailoysd $o the polisy value of the psojest.

We would attampt to reach up~front aqreensnt with the
Stats about our mutual interssta in vhat ia to be
learned from tha initiative and tha comsaquent dasigm
cf the project and lta svaluation.

‘We would bs mors receptive to cross-state cempariscns
or case atudlies cr, as appropriata, allow 8tates to
conduct thelr own evalueticna. Randomization and in-
Stata contrel groups weuld only be requirad whan
feanible and justified by the polity valuas of tha

project. g damo al
}0 ta praclude ragggg;;gg_ggn;gg;_iggnps. Data reporting
\ N Tequizenents to support svaluations will need to
i .gq( include encountsr data from managed cara arranganants.
b '
\‘:\ﬁw
\
B‘f\
av Y
o
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Fage 4 - The Secrotary

(3) nudqné i-utrnlity standards would Re 2SS flaxibly
appliad, ‘ )

w= - Budget neutrality standards vould be imposed over
the. 1ire of tha project (rather than annually),
with interiz tazqet(s) that, Lf not mat, vould
trigger corrsctiva actien, inaluding expsnditure
rscoupments. Th 8 approach has been used in tha
valfara refora dencnstrations.

.= Nulti-aite hudzat~nsutrali=y nsaAgures could alleow

greater flsxibility among {ndividual Stata
projects in a common dsmonstration initiative,

~= Wa csuld alao allow acz:e sxpenditurss beyond
budget neutrality (s&.g., +5 parcent) for
individual prajsats, o acknovladge that the
Paderal government should plso assuns some rigk in
policy-relevant axparinants.

~=  Wa could alse consider defining an snnual
aggregate dellar amsunt that woeuld be allowad for
‘all 8tato demonstraticn cests above budget-nautral
project expanditures.

In considering mors flaxible budget nsutzality
standards and a straamlined budget reviaw process, we
vill need to discuss this with oMB and reach consensus.

{(3) #alsctivaly raly oz State lalufggqqg of spesaticnal
vinbility and access to guality asre for valver
‘":w.l' . . s

Thae Faderal scandardas in these arszas wauld not changs.
However, ws can ba mors flsxibhls by ssalactively rslying
on Stats assurancas rathaer than requiring extensive
aupperting evidenca. pocusentatison Zaqulrenents would.
depand on the policy significancs and risk of ths '
projecs., :

 Ramonstration Incantives for Statas

In applying ocur redefined standards, we vould propose to
- ¢ffar incentivas to statas teo propose demenstrations

1 Qonsln¥aa¥ with the Adninistration's policy priorities. To
enccuraga States propesals that cupport our interests in
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dnuigatxatinq particular policy ar progranm innovaticns, we
would:

== comnunicata Adminiatration pricrities to all Statas;

== coanit te & greatar dogres of flexibillity (e.q.,
through Rore gensrocus budget paramaters) and facter
ippreval for responsive prepesals;: and

== previde priority tschnical amsistanca for projact
davelepnont and oparations, insluding Federal resources
toc mininize the codt and burden of. the evaluation and
| project managemant.

We could also work with NGA to idantify innavatiens of
zutual intarest to the Statas and thoe Adnministration.

ISAUN 27 ADKINISTRATIVE ACTIONS T HEXPEDITH AND INPROVE
PROCRES

Our discusaions with NGA alsoc rsvezled that Statesa! concazns
-about sectien 1118 waivers are partly attributadble to- :
pigunderstandings of the purpess and operaticn of ths waivsr
am, and to frystrations with ths cozplexity and
tinaliness of the waiver sppzeval process.

We agrsed that those concerns can bs significantly
allaviatad with immediats adnministrative actions to:
(1) streamlina tha valver precass, (2) limit oMB

soncurrancan, and (I} peovide mers aotive support for ~
states, in underatinding tlae requiraxents and in aubmitting
approvable proeposals.

We propcse or have implementsd the folloving administraciva
actionss _ , ; A :

(1) 8Btreaalining the Waiver Approvel Frocess

Specific atreamlining actians va RAva alzsady
implemented ara presented at Tab C. Esgsentially, wa
ars: aatablishing & ssparata procesas f£or W
proposals (1.8, thoss profoeils wWnors Fadand
funds are not requestad); maki
poth the projact design and th
nuamnber ¢ BLRE 1 )ik r ;

incrgasing the leval of informal consultation with.Cs
and OMB staff) and preparing foy Congrassional and
press noticas while dacizions ars baing nade.

[2) Limiting OM3 CagaurTsnces

Wa ara tlco‘ﬁropeuinq to'aeak CMB*'a u?-!:ont
concurrances only Ior the mors signiflcant preposals.

o g e L
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This will need te bae i{ncluded in disaussionn with OMB
on reviged budgat neutrality standards.

(3] Providiag Active Support to states

¥ore proagtive Foderal communications and assistance to
States will increase N8 likelihood that Statas will
-uhfit gccapeablo proposals. that can be rapidly
rgviswad, -

Actions we ars tiking new ¢o improve eemuunications,
simpliry applications rforms and quidelines, and provide
mors Tthands en* tachnical assistance, ars alse
prassntad at &ab C.

It {s inporkant to pote that :aducing the tina and {ntensicy
af the Faderal rsvisw procsss and tha burden on States (in

proparing accaptableo proposals), dapands grantly on the
rigor ct the szandapds that &re {mposed.

The timeliness of vaivar approvals will still depend on how
vall each State proposal addresaes ths revised standards,

gﬁ# ?iggxixii lgd ainl;té éix g4 tha nragggg&a gnd hey Ynlz

Sarancs rAnes arg I o by 3l
involved in the process.

We would appreciata furthar suggestions yeu may have for
ndditianal actisna,

RRXT 82304

I baliava eha pzapaﬂall sutlimad Bara will auhatzntially
further the Administration's commitzment to supporting state
innovations through greater flaxibility and timelinass in
walver approvals. If you approve our recorzendsd approach
to ravising the gtandards and adminisctrative actions, thas
following atsps. would need to goouy o effectuats it: -

) advising tha Presidsnc;

© .confiraing OMB's coaperatisn in mora flexible budget
Neutrality standarda and ravisad review precess:

¢ comnrunicating ths new policies, =znd your expectations
for adhl:ancn to a timely clearancs procenc, throughous
the Departmont; and

¢  communicating eur new secticn 1115 walver policies and

- prisrities ts wll States.

' We ara prapared to discuss spacific activitiss necessary to

inpleamant thasre actions upan your agreszent with this.
SEpTC a0,
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RECONMENDATIONS o |
I recommend that you approve our proposal for redefiniag the
damonstration weiver approvel standacds and providing
denonstration-ralatsd {ncentives to support ths

Administration's policy goals: I also recoamsnd you supporet
our initiatives oz a more straamlined, collabazative

process and more proactive support to States.

DECISIONS
Isgua l: Revislon cf Section 1115 Waivar ftandaxds

App:ovc' Disapprove Date

Tesue 31 Administrative Actlions to Expadits and Improve
y Procass

Approve niacpg:ovt Dats

ittachmentm }

- Tab A - Summary of NGA Discussicns
Tab 3 - Demonstration standazds
Tabh ¢ - Administrative Agtions

waa o P s
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Tab A

ETATE FLEXIAILITY

Sumnazry of NOA/HCPA Discussicns on the Medicaid Damonstratien Aui&a:ity .

{Section 1119 of the Secial Sacurivy Act).

Recant discussions ameng HCFA, NGA and State chzninnta:ivao hava
been oxtremely fruitful Ia clarifying the nature of States’
intorasty for groatar flavidility to shape and managa thair

Med{ciaid prograns, and to pursue broader ftatewide health ruform
initiatives, :

Ro!loétinq thase discussi{ons, NGA iz develecping s zestatement of
3tatesr’ cConcsrns, to elaborate on recommendations presentsd in
the ntce?h-r 11, 1952 NGA document (Xscommandaticns 4 -7,
atsached]. ‘ : : : .

To summarize the o-sohao of these 4iscussions, this paper
presents: agreements and sugoested actionn on lssues that can be

2eadily addressed; and significant issues that need to be

congidarsd Py NGA and/er DHHS/HCFA laadarship.

Qvarall, zur discussicns rovealed that thers are three areas of
¢oncurn that merit agtention: :

¢  Iducation and Cammuricationg - To some extent, States’ |

concesrna can be addrassed thArcugh 4 Dettar
uynderstanding of the foderal expsctations, standards
and processes for Medicaid demanstratisn prsjects.

e .*_%?Ammlm%mnm Adninistratlive
gimplifications and flexibilities that 23n Bo nads

within the Sectien 1115 appreval process, would
alleviate additicnal csncerns, Norathsless -

o lncreaged Fisxihility -~ Revision of the basis

- parameters  {cr the Sec. 1115 dutherity, and/er
additional statutory authority, would be Recassary o
fully satingdy States®' intarssts ig expanded
flaxibility.- ~ o

In general, agreements rsached in the MCPA/NGA discussions
necessarily relate to i{mproved education/communications and
sdninistrative lt:tamlxn4n?. Issues and questions that Tamain-in
thosa afess, and mors significant policy ispues related to =
cpportuliitias for broader Stats flexibility, will de surfacad to
HCYA/THHS leaderalip.

Rsvgasien Soo copayunications
Agreemernits and Suggested Actions
- clear statemants Of tha Atandarda and prccasses for Section.

2w

P
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1113 projects nced to be (ranmed and Widely communicatad to
3tatas, particularly reqazding the pn:g:ao and limitacicns
of the Section 1113 authority. When poliey parameters
have bsaen redefined, HCFA should immediataly dizcriduce
clazifying information to all Jtates, anc incorporate the
new “massege" in speeches and meecings witk SBrate afflicials.

- States need A betier understinding of ﬁﬁo devcnstration
psopesal applicatlion Juquirements. HCFA should simplify and

Tolssua the existing "How T¢" guidn for all States, with a
claar description of the avsnues for submitting proposals.
and the ccrsequent Fedarsl review and decision-mgking
pricesnss.

- gtates nesd tuchnical 488i8Tancs in preparing accsptable
propesals and oarly feedback on lssues likely to be of
- GONCArn Lo tnhe foderil governaent. HCFA should ancourage
States to submit preliminary concapt PADErS (With quidelines
fox doing s¢), and should respond gquickly with policy-
relevant rusctions and offer assistanca in framing formal
proposals, KGA and the State representatives should advise
HCEA on the neture of additicnal types of fedezally~
:pe:lgrtd'cssiatlnct—aud!ar informuticn that would be most
uaefnl. '

- A centinuing dlalogue ameng ucral NGA and State H:dictid
s, processes and.

? intezests, would be useful. NGA and the State
TORN b+ - zepresentatives should advise HCPA on how they think this

could Dest 2o acsonpliahed,
1

Ay
Jﬂﬂg Izgues and Questions

- Policy decisions on the parametera £or the 3e¢. 1118
authority will be necesaz<y i ordaxr to better communicate
thosa faderal expectacions to Statas (discussed below).

= . Tha axtent to which HCFA can be responsive to ftatas’ needs
"7 fez tachnlcal assistance, particulariy in helping individual
gtates, will depend on the lsvel of demund (which {s zopidly
increasing) and the availability ¢f fedaral reascuzecss.

Agreoments and Suggestad Aactions

- The structured reviow and approval process is porcaived &0
be unduly lengthy. HCTA shoula ifdentify and lmplemant
sizplified, moze ufficient policies and processes for more
tizxely rsvievs, claszances and deoisien-gmaking.

= The paparwork feceassary to submit an accaptable proposal is

-
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unduly burdenscme. KHCPA ahould sipplily the formats ang
{orme requized. K - - S

- Trus demonstration b:ojoata should be strucgtured =e

semsshing can be l2arned, but this nocd not {avariably
Tequire & randcmized gesign nor an {n-state contral greup,
The intansity and scope of ths evaluation sheuld *fit" che
policy value of the prezsct. and ECYA and tha Stats should
agres up front on mutual intecssss L(n what i3 to be lasrned

and, thoredors, hew the prelect and its evaluation can Dest
be structurad.

- Budget nsutrality zequirements have been uaduly cigexzous,
conzaibyting £¢ burdan on Statas ({n providing documantation
necssaazry for projecs agp:thl, and delays in the federal.
clearance process., If budget neutrality rosains a ’
rsquizsmsnt, soms flexilllity shoula be considersd) e.g.,
inpesing budget neutzallty over the Life of the project,
dllowing sepe limitod 3argin fo2 excudd expenditurss, and/or
broader dofinition of savings or banefits than just
measurable federsl program costs. ECYA should surface
options £or consideraticn by DHNMS and OMB. .

- - gtatss and tho Administration have a mutyal interast in net
: only suzxfacing "lesgone lesarned” irca demcnatrations, but
al80 in converting successful experimants inte policy
reforns for nationwide raplicabLllity:. We should work
together £o explore, with congrusalcnal leadegship and

staff, ways to prompt more timely legieietive avsien ok
gtates plan coptions zesfleotilg successful demonstration.
expariancas.

Issuis and Questions ‘ f - 2 »f/
- . , v \
~ _ Procuss efflclianclas and some deqee of (nc=essed '“ ! $
© {loxibility can be achiavid apart f2a% tis largar palicy \Ji a4
Questions. Nowevers, the extsnt to which f{sdaral »tandards ’
and processss for demonstrations can bs signitficantly ‘T,, £hgj
rolaxed and streamiined cepends greatly on policy decisloms |}
defining the purpese &nd pazameters for the Section 1113 ) -
J Agj;“: sutherity. . A _ | pra
Ly - Whother imposing set tiae fzames for Federal review and :
xﬁﬁﬁavx V“L decisien making (wiich, {f not =met, would trigger
’ * tic” Approval) Rre appropriatd ts inmsvative

1
’ﬁé‘\nt " dsaonstration preposals, and/cr would be helpful or-not ia
(ﬁ biggﬂg) /\ tizeliness of the Paderal zesponte, Cezains an lssue.
v _
fﬁ abvﬁ“ Ny o
: & It is clsar shat States want flexlbility to shape snd manage
" their Medicaid pragrams, and to pursue Statswide health rafern

Qﬁ\, ol o iitiacives, without the censtzaints inhersnt ia the Section 1115

e . s e g . R i FIEETE RO A T
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authority (i.e., for time-limited, evaluable demonstraticn

projicta,} 3acticn 1113 aldo dows not provide the scope of

vaiver suthority needsd tc fully implexant soce Stats Rsalth V ?
reform initiativas (€.Q.. £Or waiving ERISA oxr scme Medicare ' :
previsions.)

There ia egrssoent that the larger issus of state flaxibility vu.
faderally=-preseribiod requirsments or models, needs to be
‘;g:twllud at the highase lsvals within the Administration and

In surfacing our mutual need for policy ghldcacc on that lsave,
it vas agrmsed that tho salione question s, essentially, how far
the Adminiscration {3 willing to "push the Sec. 1113 envelope* by
relaxing federzsl oxpectitions that this authority will oaly be

usad for tims~linitad exporiments subject to seme rolevent '
fedezal standazds, o whethsr statss sghould pursus legislatien ,)Y
foz an additicnal waiver guthority. ' no
States would Like flexlbility to implement aiteznative Nedicaid L“’ A

progren uppreaches, as well as statawide health Zefory
’ initiatives, that eoithers would be qutomstically
budget nautrality and access to quality care were Juzed)
proferebly, was not subject tou federal expsctaticnsg Dudget Ci@nwﬂg
asutzality, evmluatiens, or tizme-llmitad spprovals ™ ‘ -

RCPA will suzrfnce this issue and relatad questions to the
Adninistraror-designate and. the Secrstary, tcward clarifying
bagic policies necassary te ixplement many S the above-mentloned
ageosiants and acsions.
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Tab 3
 Standands for Mcdicaid Demonatrations |

Demonstration proposals ate, by definrcion and design, mmm and ueique, The
suthorizing statute morely requires that a demosrswatton Mn the judgment of the
Secratazy, is likely w0 assist in promoting the cbjecives® of ane of the titles of the
Social Security Act. An spproval decision ceflects a judgment that the everal] vajue of
tie project merita testing and that the corengtis of a parsiculer propoaal outweigh It
weakaoeases.

Thers ere jongstanding standards that hav bean canslstanﬁy articulsted and appliad tn
reviswing demanswation proposals:

L

3

4.

Research snd Evaluation Design - The applicant must define hypotheses that

are moasursable. A pescarch design must be provided which will permit the

. ¢nteomas of ths demonstration to be mcned, and data to support the
evalutxcn must be mﬂahle :

Eolicy Rejevance » The proposal explains bew the project s an inx:evatm
approach 10 significant issucs relevant 1o programs administersd by HCFA and
the Deparmment. Information or experience from the project would {nform
pationa! policy interests, andlor could be replicated by ether Sn:a.

Budget - The proposed budget should be the minimum required ts aehieve the.
project’s objectives. Potantial costs/savingt are estimased, with sa appropriace
msthodology and supporting data. A monitoring system to provide curzent
information on actual projest cos is defined..

Qmmmw « The preposal pravides evidance that the project can ba
implemented and bas & high likelihoad of suceass. A workplss is provided that
shiows sufficient, qualified personzel are devotad o the project, with a
teisonable timemble and appropriate milestomes for operational development.

&MMW - Evidenca is provided that kcy clements of the
local ecmmunity, including sffccted spacial-fntorest groups, will suppart the '
deinenstration and/ar cooperats during the operations phw. Any required

snsibling leguladon has been anacted, Where appropriate, evidence of suifielent

provider cooperation to support dsmonstration sarvice delivery, aand of sufficient

volmmy participation by persons to be served, theuld be provided. .

ns - The applicant cauot doscaribe the impact on persons
served by Federal programs, including procaduzes to sasurs that accons to high
quality health care will be provided and mnmtoted, and s.tm individuals' privacy
and rights will be protected. ) ,

In applying these standards, proposals tat have oet program costs, or that rsduce

benefits, ate tubjected to claser scrutiny for overall vaiue and policyereievancs, uniess.

mandated by Congress.
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ADMINISTRATIVE ACTIONS
strmanlining tha Walver Apuroval Procegs
' Iven without significant changes to the valver standards, .
- the approval procesg can be rada mewa agfisient, by:

= Eatablishing a separate streanlined procsss for
: raviswing vaiver-only proposals, that iz not ancumbered
by the requiremants of tha Federal granta precess.

= Congsolidating tha staps invelved in formal waivar
approval cleavances. .

within the Dapartment, radently implassented raperting
procsdures will keep ABPH, ASMH, ASL and
Interyovernmental ALrairs informed of all pending
préposals, for sarly, informal collaboraticon. ASPT and
ASMB w{l] continue to raviaev and transmit wvaiver gest
eatimates requiring OMB review.

Sirce 1984, all waivars invelving mere than

$1 million ar 300 beneticiaries, gz that ara "policy
slgniticant® (regardless af tha geals o2 oparaticna)
Rave regquired OMB's concurrsncs. BscCause raquests for
more informatian or project cianges at this laset stage
in the clsaranca procesa ars parcticularly troublasena,.
QX3 needs to bs involved exrly in the proposal rsview
process., Limiting ths typa of projects subject to
OMB's concurrsncd to thosa with a Aigher budgat and
participant {npmct (e.g., §10 willicn angd 1,000
participants) would raducs tiza and burden in approving
nest aingla=-Stata, special purpose propesals.

== Preparing for praoss aAnd congresaional notificstcions
during the daclaicn procsss (rather than after
appreval), While efforta would be weastsd if tha
project were net approved, lrmediata anncuncaments
could be made for thoso tlat are.

Specific actions wve intsnd to taka {ncludei
o . A clasy statanmant of ocur revisad standaxds and procses

for sactlon 1115 waivers, distributed ts all Cevernors
and Stata Heddicmid Dirsctors; :

- —— o - n .- e en
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William Teby, T, o . A%
\ Acting administrator , ‘ s b
| Health cars Finmancing Adainistration e %
{ L Xenneth, Thorpe B o B
4 CE : 0£fica of Planning and Evaluation ﬁl :
1 R

SUSJ2CT!  Implementaticn of the rrasidint's Pirsctives

i As you know, the President recently directsd this Deparemane ts
‘ -undartake saveral Nodicaid initiatives. Ths purpose of this
‘ zamozandum ia 2o cutline the Precidentt's directives and specify a .

coursa of astion for thelr timely {:plemgntatian,

m ! bt A,. ; M -
WMW&;
I an pleased that the procsss of negotiating with the

- NQA has mlready bequn. 8a that I can give directien to the
nogotiations, 'a briefing should be scheduled on the issuas bafore
tha next mesting with tha NGA. DPloasa vork together to develop -
an cptions paper addrassing the prog and cons of varicus
alsorpatives as vell sa thelr petential budget act. This
papoy ghould be providad to me through ths Executive Sacretariat.

' ' In the intarim, actichs whish HCYA zust Eaka in this area of tha
‘ Medicald progrem muat be consistant with current ragulations. .

MWWM HCPA ahould
prapare I papar providing a broad range of cptions foy :
streanlining ths Medicald waiver procese, Thasa opticns should

addrass logislative and regulatory issues zs vell 2g poasible
againiztrative streanmlining,  The revisw ahould include
conmultation with the National Governcrs Association and mshould
inccrporats an enalysis of each ©f the NGA recomnendations
realated to Xedicaid wvalvears., Pleass provids tha apticns paper to
the Executive Secratariat by March 15 so that we can nest tha
Prosidant's requast to develep a list of strsazlining
reomendations by April 1. S

1

The optiona paper should alie provide altornative approaches to -
inplannntigz ths President's dlrective that HCFA dsvelop O
standardised initiatives for program waivera that can be approved o
sutonatically sc that states Can taka advantage of other statos!

succisaes vith far greater eass. S :

KCFA should take immediats action to revigs the procass for ,
raviev of Nedicaid prograa walvars ("2reedom-of-choice” and hons
and coemmunity-based survicas walvers) so that HCFX will requeat
additional information or clarificaticn only onca. Any further

L l b
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ragquests for information must be rslatsd to, or be dcrivcw

. the intormation aubmitted {n respcnse to the first requests

the options paper on waivars, HCFA ashould evaluats thé
applicablility of thia zrule to all cther waivers.

ummwmmwnﬂm By April 1, HCFA
should complete its evaluntian of the remaining NGA

recomiendations (i.e., excluding waivers and the donations and
ta¥es/dispruporticnate share rule discussad above) and forward
recomandations to the Rvecutiva Sacratarist for review,

T an qaon_tidariﬁ that thame igtions'uiil ge‘ €axr in foréiﬁq a
stropger partnarship batween the federal government and the
states to xest the hsalth cars needs of cur cltiazens.

PFGeU

. Démna B. Shalala

BCEA/CEO %830223131

MEe 2TION. ’

QCt Toby: Hays
AAZ; AAM; AL PRC 1 OLY ) OGC 1 MA
¥asns;Trout;Giebelhaug
schd &ty Mecaba

1
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DEPARTMENT OF HEALTH & HUMAN SERVICES T Oficn of the Becreuary

The Secretary . P N ‘ : e o
Throwgne OS5 |- - T ’
N ) coe ‘a * * R .

g3

FROM: - Asaistant Searetary : Ce T
.fnr?lanning ond Bvaluatien | - oo . il 22 '$3

o Administrater
Hegith Cara Financing Adminls ration

Acting Asslstant Secrasary .
Adminiatraden for Childean ang Pamilios

SUBJEST:  Issusain Appreval of Statey’ Iacﬁcn 1113 Demsnatration Prepesals
:  DECISION | AR |

The Fedaral Govarnmant i3 planning substantisl reforma 1n welfaw and ln hmth ﬂnuncing.
But we'do not yat have & gat of ratorm principias that wa can shara with the statss to

- gulds thalr planaing. At ths sama tims, statys ars not walting for us: thay gra designing
thalr awn raferms - sems modest 'n scops and faitly atrsightforward, end othera sweeping
{extonding ta comprahensive, statawida heajth refarm), the lssuas and analysis are
ccmplex, and they are pelitically sensitive. Ih order to Imglement thees relaima, statas ara
saking HCFA and AGF to approve resserch ehd demenatraticn projecia under ths sutherlty
of §1115 of tha Soclal Security Act {tha Acd) and to pravids walvers n! progran

mquzrsmams to parmit tham to test innovatlgna,

Tha purpo:e of thia. mammndum B t0 ralga jtour lesuss ra!u-n o 51118 dnrrmmdons

on which we nsed your declalons, ~ Thase wil guice us In'cur Imtaragtions with tha Naticnal -
Govarricrs’ Asaoclaticn snd the statas on this sukject. . Thay will elso lead teward commen
undersardings within the Administration wilich will aveid inconaistant signaia cr sctiens.
{Baparate memectanda cn Hawail's Medicsid preposal and on dlscussions with NGA
regarding pregram walvers and other NGA Spngorna ars belng ssnt to you.]

E&_QSABMR

Sactan 1118 of tha Ac: ak[qws you 10 waivp moat (hut not sll) of the Madiczid and AFDC
o mtutmry raquirgmanty for

. any nx;s‘édmenul,' pllet or damongtration pro}e&t which, | the qumant '
"of ths Sscrotary, I8 likaly to assist In promoting the ch}acﬂvns of (the mc
ehfld support and Medicaid tittes of Act] '

Smm want us 1o simpilty :md shorten cur thview prucaéuras. to raiss fawaer quastions,
raqulre lves axtenaive Information and suppdrting evidencgs from them; to parmit
*succassful® demonstraticns to ba canvertad reutinely to progrem practices at thels
- aenclizalen; and net ta Imposa dotziled term3 ond conahtions ralatad to moaitaring &
preiect’s operations and ooats, and overacelng the related resaarch and avaluation,

NP1 G R AL

o>
LV 4
[<e ]
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1. hal] : N Apcammn : 4 mz A .
Prasidint Clinton met with the Natlensl Gov
rasncnao 10 their ccmnmna ‘abaut comp!

rnoia’ Auédmo;w {NGA) 'l‘:?ﬂbl’unfv and, In
les-and dalm In thn Bépnrtmant‘a Madicaid

K Praviding active support to th states. Clarlfying the raview procadures and
stanrards, and previding Incragsad teshnigsl assistanca n sdvanae of formael
walver submiteal. ‘

. Gpeedlnq up the raviswy gng ¢ cwon-mak ng procasa thrcugh !mamlvc‘
0PODIV, 08 and OMB staif collaboration lmmodhta y upon redelpt of .
proposal,

In fac:, both have sirgady bagur, HC?A s helding early and troad discusslon with

Intareatad statay, Inviting eancapt papars srqund whigh 19 foqus Fedarel-stats dlaiogus
and smud‘nc ] tochmcal vealstanas contracror. Haweil's prcpasal is zho plloz p

OMH, tw Il be Important for ug to Insﬁ‘ud
Invelvarnaent) enea tha bugs ars lroned out.

Although the proceas improvemens are liksly to be appreciatad, they are uniiksly to
cemplutely satisfy the NGA and the states. [They would prefar that our raview stardards
. ba relaxad, and that groposals te automaticylly sgorovad If thay apesar tc maet the
relaxzd standards or If decisiuna are not maqe within a predetarmined tme pariod, lssues
affecting our review atandarda ars presentad In 24 bsigw, Predatermined tima frames,
that weuld triggar autematic. app:evd if nat mat, would censtrain your deelsiorrmahng

authority or would frustrate states’ expactations it eavmlnutn quoaticns extanded the

dacisltn-maktnq naricd
Raclslon B
a. Prapars a memorsndum fer the President wﬂining the extant &nd rasuits of -
consultations with the NQA, loua to Implumem the above Impro*m '

msnts. (Recommended)

Dfnapprw

Approved | QOther

b ma saparats msameorangum, mﬁ:ﬂc’m for m—a areas af continuing diaagres- | "

ment with NGA, and brief me $n aiternative wuya of procasding, (Recom.
mandad)

Approved Diupprwrd ," Other’

. f
.
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ara [nncvative, cf significant palicy intarast

"lassoni learnad.® In the past, we hava re

~ dagigned to test program Inncvaticna whicn)

& Wéld ggnincantly Inform, kread program
what ethsr statse have dong, gould net be ¢
svald Inconveniant atatutory or tégulatory
the potintlal to shaps national pelicy dirsat
[Imitad scale whan tasting 8 poliay In addit
usaful Informaticn, :

f i

HCFA Is secing damonstration groposais *

diffararit anly on the margin from what othp

purchaie of chiighood vaceings), Or,anal
. 46mo states want to bring Into Medlcald ¢o

{or stat n-ugamd} pacple; atates claim that

raform akjsatival f3r sxdended accass and

slac likaly to be to shift to the chual Gove
- govarnmant budgets.

States will alao argus that thay should be
the potantial for centralling that atate's.
pregram ragardlass of any wider pallcy gigni
“ten 80 idloayncratic that, regarciess of ita s

or ragulatsry provislons sonsidared enarous
Thers ara thres speclal riska In this aouwrsa.
slow dewn naticnwida reform, Thig [e part!

more ‘waivary sre apgroved, It will be strong
theas damenstrations befora we procesd wi

ton — that the currgnt varistion among tha gtatas could becoma further adcentustad. The |

third is that the Cangruss will conclude that
and will act ic d'miniah it tcopl or our flax

8. Imposa mora rigorous atandar:
discouraga and cisapprove m
'mviouaiy o are cumntiy bel

Approved: Dlaappm

C b Malntaln gurrant mndamr arlow 8 limhtad number of rscﬂcat ons i f}usz} flad

In the prapaasi {s.g., diffarent
setting, stc.), (Recommendsd)

Appraved: Disappro

“508¥E9Y10¢

- R cr mememe cm W e S s e S 2E

—CASN D AINMMO

srimans? '
Wae intarprat §1118 authority a3 ailowing wE Gaaratary £o grant walvars for pta acts’ thu?

ma-fimitgd, and capablé of avalyation for
rad that statss’ §1118 damonatrations be"

policy. Hencs, they could not meraly copy
tre program modificationa desigred to
framants, and thay ware expectad e have
n3. Replications have bean allowed en; a2
ci atatea seemed lkaly to yield additional

4

statse have alrsedy dene (s.g., diract
rgar scals, In rtata haalth system rsforma,

088 aro valuatle tests of natlcm! haaith
asmless coveregy, when a msjr goal ia to

mitted 1o test any program cherge that has
or Imprwnq the affactiveness of the -

loanca. An ¢xsmpla wolld Be a dwmonstra-

jceess, thare Is virually no chances ot its

. Influsnicing naticnal palicy. The walvar authdrity eould beccma 8 way of relaxing statutory

y tha statas (a.g., lImits cn managsd cars),

larly trua for walfers reform whard, If many
y arguad that we nead to ase tha resuita of
national reform. A sacond ! fragmenta-

Wo arg miaua nc the damonatratlen authority,
Iim ‘ ,

8 for innovatien eng pallay relevance; .

t-stats repiications of concapts which. hwd |

] umd. ,

Nd:m Othefo

opargtlana! approach, diffarant sconomic

sad . Other

B e IR

*35.'

It posuva in effact, could be Implsmentad as.

m;:ment mincr vaclations on & theme or are
orage largs numbars of low-incoms, tninsurad

mant costa now paid by stats and lgcal

ne 13 that the walver authority will be usad ta

e,
P
P

Vi
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eryatdlize those lesaona. Wa have rad&lm ly raqulnd a considsrabla degrae of rigor In

Lt @212 PM —PH"Q&!H*Q&SRMO' =Cco

Prapare fer my ravisw cptlcns for slgniﬂcanﬂy rela:dnn our ax:acmicna fcr

Innovative, poligy-relavant de

Approved:

SR S S SNt YOS L S SO SN e

i

onatraticn: pro] A

Qtner: _

tha'r ¢eslgna: hypothasss that csn be tasesd quanﬂnﬂvo!y. a olear basellne agalast which

ta measura tha praposed Intarvantion, asuranas of svailaals data with whizh t3
documaent actuai affacts en paracna sarvad|and en the programs, and a time-imited

exgerimental puriod, YWe 8gree that same ¢
burdensoms In the past. In particuler, ws b

spproved by ACH; in gansral, HCZA hiras a .
svalugtions In dlacusaions with tha states that pracade approval of the damonstration, the
govarnment igentifies data naadad to aupno

approval raquiremaenta for ;rndunﬂan of the|deta and {or atats eocparation with the

contractorn,

glugtion requiraments may havs kaen too

{leve that Medicald 8nd AFCC demenstrations
- ata sufticisntly diffstant In scapa and sontajrt that methods cppmprlm to thair sveluation
{e.3., uss of angomized cantrcl grevos! qﬁ

n differ.

ACF and HCFA appraach the conduat of ev. !unﬁem scrmewhat differantly: In ACP, thc
stats |s racuired to prooute an indapandent

unter that will psrform an evaiuation
crtrsctor to ¢arry out the Madicald

tha evaluation and Incorparatse Into ths

Tho states would prefer stfl less dgerous ald Isas Intrusiva rasearch raquiremanta.
Howaver, If we begin to compromiss our b

exparimental changes, ws naed to kaopin

ooncerned about misuses of the damoaztra
sheut the sifyeia of the lntervantien which

Raglsions:

i

o,

L #8168 669 Z02

~ tion parled. (Rwummandsdl

Ridifine svaluation standards
including tha reqriramant thst
wnless itermatlve matheds at

Aporovad: Dissppren

Uasg atandards that recogniza 4
randomized contral groups usy

dats, caoparation with tha sva

Iy to-msaasures end interprat the etfscts of tha

lnd

on autherity and ws may ba m!afn!omad
prea being tnnd.

that the Cangress /s (ikaly ta bacome

|fe both Medicaid and AFDC demcnstrations
both previde for randemizad ccm:ol gmpa

strong lv Mﬂld.

yud:

Othm

iftaroncas bctwun Med!aald and AFDC {e.3,,
ally for AFOC, othar mathads for Madleaid).

lustion effert, and & t!ma—:imitsd demonatra-

Muintaln stancards of dooumehtation of expctsd changss, ccllection of @ %

anmmead. Dizapproy

087879108

]
.

rads

“ . L
. Qthen
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V’lb “ , ‘ ‘ . ‘ : B “.‘ .‘4<‘ ) ‘ ‘ ‘o
’,‘ In ganaral, thare Ia na sﬁtmry or régulatory nqdmmam thn: 31 118 dnmcnsmtlcna must

© . spplieg by tha Segartmant to endkle policy

. dlfﬁcuk o maamre end mammin in the abs

- — - N e

N ot RS R N - . A D e
- . O GO e LU L0, U S PUSOUNIN. R
. R i N

S

A

Lo

e Furthar relax dtmcmttaﬁon'relnaych'and eveluation standargs for oth . .
Maclegid snd ASDC. i e e S : e

A ———

Appraved: Blsapprofed: _ . Othar:

be budget nautral far tha Fadersl Governmant:

that Is 3 standsrd adepted by OMB and

sxitiity whils imiting Fadaral cest axponm
&nd 10 avaid wholesals shifting of stata costa ento the Baderal budgst, itls, however, a

standard that states have svery incantive toeircumvant, and one that can by eapaclally
02 of. 1 oontm! umup.

. Both bassling and cutyear trand varfabln camln muatters qf ludgment.

~ Inflatlon rates and thelr Impacth, changes In gtatas’ scoriomies and
B daomdan:y!cam!oad atfects, pahavioral effects (providars, banqﬂg{gmg)
ulllizetlon racas l8.g., in manag d cara), dispropertionate shara Paymenta.

tea‘ onatiw d-;aﬂengu o budget naurraiml
f oftan-Haritive and ﬁm-ccn&mlng dmllad
GAls ccmplalninq abaut. .

. Vldanﬁfytnq and mcmding o

- ta inTruslve, raquiring the kind

" . questions end regporsay that

e . ‘Thcraixgn znaiw Is et stata clalins weuld c.mumn acamu mff rasources.

Tha prinalpsl probiam Is that ‘there are multipls end Inccmpadbla goals ralacad te budget

'nmaucy. Qn ¢ne hand, sntitament costa afe’ ‘skyrockating and there |s talk of ¢apping

snttiamiants Including Madleald and AT, Thiz argues against aﬂawing stytus 19 ghify

their coats to the Fedaral Gevermment,’ Cn the athar hnnd. there §re arguments sgainat
strict hudgn nau:ratiw Inciiding :

e F!scal rellef for the Statam He th coats ars cmaum!nq lncmsinu
' proportlons of stata budgata du to rising numbeta of Uninsured,

Indreaaing uncompcnmed hos tai cara. md Fadsnny-logm.ud Madlemd .
mandatas. ,

¢ . The !'admt acvommem ahn ' nhau seme 04 the rlna lnd eom ﬁ

~ ressarch and expadmentaton: [Statas and tha Federal Govamment have 1
mutual intsreat In lnvcaﬂnq Inl novsdom. ,

e 'Hleln nmmmmmnm rform! E:Inalaqzhe;oor uninsured lma L
E covarags, expanding managsd gare, snd snhancing ecat-geving prevantive . -

end primary cers gre pricrities hlch anould not wait evan if they ors
somawhae mors mt!v.

‘ ‘Theu gml: eannat all ba raccncﬂed Ina alngl poliey, anﬁ anv ratraat fram tha aﬂndpal of

tudgat risutrality will b rapldly used by states intarestad in drawing In meximum ‘
Faderal doilars. Bven In adhering to striet dudpst nautrality; eantantiovs lasuas may srise

In nterpr tdng whathar 8 prapaul éan bo eon %dmnd hudgat nOutra!. Fer sxampla, how

‘ %
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JPage 8 « Tha Secrarary
. :

haw i}xculd the Qaparunant reacs 1o 8 propo

I—CAIH—DAINMS

{ whare » state aantamplates ¢ lagally

parmissiile, futurs program exrpansion snd poposas to count the costs of that expanalon .
In the baaeline as though it were sirsady-In difset In order to make demanstration coats

smaller ty comparisen? Tha dek (3 thet the:
galzad upon By othar statas and tnair consyl
taxes and donations).

. Bsth HCJ’A and ACE have been dﬁ gont ia-h
sn sccommodation to the Jtatas, and with
budgat nsutrality ovar the antire life of the d
basls: this parmita sxcass caats In the sardy
are offaet by aavings [atar In tha prejsct 'z it
given sarna thought to the pasalbillty of alle

neutrzlity lavel (=.g., %) cn sslscred demon

Fedarel cep on sil Madicaid demanstrations,

As grie of its negodating provisions, NGA ha
approved unioss .., the walver raquast is not

aceerding ta agrasd upon govemmant seceul
eccapt the states’ asaurencs ot hamrallw 8!

or take & mera flaxibie approach, it weuld b
- with the ‘Whits Houzs ln order to avold Inco

Whathar the Oupar:mont propases to held tinlaﬁvalv striot standards of budgst naumiiw

N

Baslden
LN Rstain the currant standard of

Approved

erts of techniquas will ba nctlsed and
ants a8 & precadent to be exploited imuch lika

ding to 8 'standard of budget heutrality, Az . .
B's eonaent, HCPA has begun to measure

monstration rather than on a-year-bysyear -

ars us 8 demonstration baglns provided they

- ACH-als0 uses this gpprosch, HCFA has

Ing Imitad Pageral gost Incroazes above the
s:rxtinnz. parhaos with 2n annual aunrams

5 arquad that ‘(wlaiwrs should te assumed
budget nsutral gver the lifs of the weiver
nting standurds.® This Implies that we should
W not *lock behind® them,

dasirabla ta saak v commen understanding
stant sppeoaches on this issue,

udget noutrality. (Mecammandad)

Olsappraved Qther &
- ' . g\/ﬂ‘ 18
b. Prapare an anslysis of mors ﬂeldbh alternatives to tha current standard, /. 4y A ? .
- Approved Disapproved Cther_____ s Y

We ars preparad tc mast with you to dl:cusJ ths abovs |ssuas and ruccmmenﬁat'ms.

Whan your declsions are made, we will slae

need 10 dofine approsches for assuring

cocrdination with tha Whlm Houn and far communleating our positions ta the NGA and

tha autos.

Devid T. Bliwoed

g #6163 539 200 ~608PEvyL0¢E

cs C. Viadeck
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] ' DEPARTMENT OF MEALTH & HUMAN SERVICES

Heuith Case Financieg Admmnistrabon .

The Admrunieitaor
‘ Washingioe, 0.C. 20201
MAY 26 B0 .

oy The Secratary

Through: DS
‘ CO8
| 8
" FROMI Administratar:

Health Care Financing Administration

| SUBJECT: Tho Medicaid Demonstration Authozity - gtate

rlexibilivy anu Administrative Etreamlining
== ACTION

IRENR |
This memerandum outlines gur racommandations for using

Nedicald demonstration welver authority to promote prudent

State {nnovations and for atznamlining the waiver apprcval
procass,

. RASKGROUND

In a meeting with tha National Govsrnors' Association (NGA)
in early February, President Clintsn promised States
inczeaded flexibility through streamiined. Medicaid waiver
approvals, As a follow-up to this meeting, you directed us
Lo consult with.the NGA ana davelep optians for responding
ta itz concarns and propcaalu.

This memorandum difdusses the NAA cancnrna ragaxdlnq ‘the
Nedicaid demonstration walver authority under Section 1113

¢¢ thé Bocial Becurity Act. Wm will address N3A proposals
¢n Medicaid program waliver authopities and additicnal :
Nedicald policy lssues in a sepazaea memorandun.

In December 1992, HGA ptoaented tou: :ecommanéaticnu on
Soction 111% waivers: i

)y - nppmvall of damonstration waivoers: -hould be expaditasd)
) no frivolous terms and ¢onditicns should bs imposed;
) approval should be assumed {f the project Ls budget

‘asutral and domc not adversely affsct quallity or
accene; and

i~ oy
N

. (4) “administrative. cxton-ions“ thould ‘be alloved :a:

successful projectz.

R : e ey - - " . r— s - oty . cee
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fage 3 = Tha Sacratary

Altsr thesa original propeosels wars prasented, MGTA held a
nunber of discusszions with NGA and State repzacentatives.

These diascussicns have been oxtrexely rruitful in clarifying

gtatss’ lntarusts in greatsr Medicaid groqran flexibility
and in broader State haalth raform initlatives. Wo ajlge

have 2 better understanding Of the natura of thair concsrns
about administration of tha Secticn 1118 demonstration
walver program. Our sunmmary of these digcusxicns is
attached at Takh A. '

-In general,. aur discussions zavealed that, to soma extent,
tha Statea' concerns can ke addressed through & betteg

undarstanding of the waivar program, mers Fedaral assistance

- ks tha Btatad (% déVéloping scceptabla proposals, and
- otzeamlining cur asdministrative processes, We Nave outlined

R number of administrative actions that can bs taken

" immediately to improve the efficiency of ths walvar procase

and our sssistance te 8tates.

However, the more BigRificant NGA policy issue rslates to

how breadly tha gection 1115 authority should be interpretad

0 Allow expanded State !lgxibility. -Wa baliave thiz issue

H

 IHEQE.1: RIVIATON OF SRCTION 1113 WAIVER POLIGY

RIRQUERIQN
Section 1115 of tha Act allove you ta waiva mast (but not
all) of the Medicaid gtatutory requirements, for ". , .any

expsrimental, pilez, ox domonstration project which, in the

judgment of the Secratary, is likely to assist in proncting
tha objactives of, , ., title XIX. . , . -

Tals autherity is extremely b:oa&} but it is intsnded and
has been used for innovative, time-lizitsd projegta which

ape. designed to aupport an evaluation that suxrfacas "lessons

loarned" of larger policy valus. This premise iam raflectsed
in the sxistirg Saction 1115 walver policy, vhich wam
efitablishad in responsa $a a 1584 Departmental raview of
HCPA's valver practicem (Tab B).

The NGA diacuseions clsarly revealed that States want more

flexidbility to izmplemant altarnative Medicaild program

:Egroacho:, as vell as Statewide health zeform initiatives,
at eithor (1) would be auscmatically mpproved, if budget

‘neutrality and sccess to QuAlity care are assured, or,

prafaerably, (2) would not be subject to Federal
deonstration requiramants for budget nautrality,

~ evaluations, or t}ao-limitaa prajects,

o — b B L w8

oy



PPN

a ~policy goals,

Faga 1 - Tha éectqtary‘ : o
We could considerably expand State flaxibility by

signiticantly raslaxing exiscting Fedaral standards far
section 1118 waivers. aAdditional statutery authority wvould
be nesdad, hovavar, to fully satisfy Atates' haalth rafornm
interssts in weivers affscting Medicars and ERIBA. -

Thers ara two significanc risks,in,cxpéndinq application of

the section 1113 vaiver authority:

° Proliferation of Stats program variationa reflecting
differant principles could maks it difficult to

raserve tho infragtructures nessceary for national
salth rafogm.. ‘ : o ‘

o  Congress and advacaci ixanpu right challingn'tnexoaseé
©  demoratration flexibillivy 28 undermining basic Medicaid
statutory provisions. congress or the courts might act

to redafina, linmlt or remove our waiver authority. '

AREOINENRER ROLICT

We can bs responsive ¢o Stutes' needs for more ready access
to the sacticn 13118 waiver authority, through mora flexible
standards for walver approval, while preserving tha purpcse
of the section 1115 authority for time-linited, evaluabls
demonstration projects. S : .

R o

We can also provide denonstration-yelated incantives to
engourags. State proposals ehat.suppa;:_thg Administrezion's

Changes in gtandaxds

¥We recomcend the rolléwinq éc”allcw qraatax flexibility in
dafining 7Federal standards for waiver epproval:

i,(l) pémonstration p:ujiut design lad'ivllnltien‘ataadlxﬂl

-would ba tailozsd to the policy value of she pzojest.

We would attampt to reach up=front aqroement with the
Stats about our mutual interesta in vhat is to be
learned from tha initiative and tha consacuent desig
of the project and its evaluation. :

We would bs mora rveceptiva to czoss-State campariscns

or case studles cr, as apiroprinta, allew States to
gonduct their own evaluationa. Randomization end in- ' ¢
Stata control groups would only be requirsd whan.
feanibls ard Justified by the policy valus of the
project. Statoewide hualth raform demonstratiens appair
ts praclude randomized Gontrel groups. Data rsporting -
Tsquirsments &£o support avaluaticns will need to: '
include encounter data from managed cara arrangaments.




Page 4 - The Secretary

(3) Budget moutvality standazds would be ¥ors flexibly
Appliad. . : N ) )

w=  Budget noutrality standards wvould be imposea over
tha lirg of tha praject (rather than annually),
with interia tarqet(s) that, if not mst, vould
triggar corractiva actien, ineluding expsnditure
recoupments. T4 8 AppProach has heen used in tha
valfare rofors dencnetrationa.

- Multi-site budgat nsutrallty measures could allew
greateyr rllxibility among {individual State
projects in a common dnnqnngzation initiative,

== Wa could also allow acae Axﬁenditurts beyond
budget neutrality (s.g., +5 parcent) feor
individual prajsats, to acknowladge that the

Paderal government ahould alyo assume soms risx in
policyerslsvant axparinants.

== Wa gould alss consldar defining an annual
aggreqata dollar amount thit would bs allowed for
‘all Btato denmonstration costs above budget-nsutral
project expanditures. , -

In cona{Aotinq move flexible budget neutrality
standards and a strgamiinad hudgat reviaw process, we

will rieed toc discuss this with OMB and reach consensus.

(33.‘lulnut1vn1y Tely en 8t§to suiu;gggq! ¢t qpnrttieapl

viability and aczoss to quality eare for valver
approvals. ' SR

Tha Federal standarda in thess arcas vould not change.
Rowever, we can be mors fluxikle by salectively zelying
en Stats assurances: rathar than regquiring extensive
supporting evidsnca. . Documentation ragquirements wauld
dcp;né en the policy significance and Tisk ol ths
project., .

Cananstration ;ngmig‘igag .g'g" I gga‘gggv

In applying our :udotinad atandatﬂs..wgivcﬁld propo:u to
atfer incentivas to statec to propoae demcnstraticns

consistant with the Adninistratien's policy priocities, To
ancourage State propesals that cupport our interests in

e e e S op S . 6 =T "



© Page § - The 3acrstary

dlnggttratiaq partiouwlar policy or preguam innovaticns, Qe
would: - ,

- eonnunicati XQniniqtration pricrities to all Statas;

== conmit te a greatar degrue of flexibillty (e.q.,
through morse genersus budget paraneters) and fastar
spproval for rosponsive preposals; and

we previde prierity technlcal assistance for projact
: development and cporations, including Federal rescurces
toc mininize the cedt and burden of the svaluaticn and
project managamant, , : : a

Wa could al3o vork with NCA t6 identify imnsvatlons of
Butual intarest to the Statas and the ‘Adninistratien.

' JHGUN 21 ADMINISTRATIVE ACDIONG T¢ EXPEOITE AND INFROVE
noaens . . . o

our disoussions with NGA alsoc revealed that States! concezns

.about sectison 1115 waivers are partly attzidutable te’

nisunderstandings of the purpcce and operation of the walver

progran, and to frustrations with ths complexity and
timsliness of the waiver approval procassa.

R ag:aad*thnevtnosu concearns ¢an ks aiqhiricﬁntly‘
alleviated with immediats administrative acticns to:
(1) streamlines tha vaiver procass, (2} limit OMB

edneurrancas, and {3) previde mors active support for

states, in understinding the requirerents and in -ubmitting:i

approvable proposals.

- We propcse or have {nplemented the folloving administracive

actions: .
¢ 5) at:auaxlninq'za. Uaiver Approval PXocess

Specific strsamlining actiens ve RAve alzsady
izplemented ara presanted at Tab &. Essentially, we
are: eatablishing a separats procesas for valver-only .
proposals (l,e.; ‘those propesels Wnera Fedaral grant
funds are net requeatsd); making & one-step approval of
Both the project design and the waiverss redusing the
~number of steps in the formal vaiyep clearancs, while
incrgasing the level of informal consultation with.cB

and OMB staffs and praparing for Congrassional and
pregs notices vhila decisiens asrs Paing made.

C . (2) Limiting OM3 Ceseurzences

Wa ara also proposingxto_aeek OMB's u ~-gront :
concurrances only for the mors signiflcant prcposala.
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This will nesd tc be included Ln dinaussiont wvith OH!
on revised budget neutrality standards.

(3} Pravidiag Aative support to lt;t-n

Nore prosstive Federal coamunicaeiona snd assistance to
states vill increass tha likelinood that Statas will
luhrit ascceptable propouala thet can be rapiély
reviawad.

Actiocns vo are ttking new te improve eennuniattions,

simplicy applications rorms and guidelines, and provide
more "hands en' technical unoiatanca. ars alsc
prassntad at Tab C.

re ‘is iaportant to nots that raducing thu tina and Lutansxey
62 the Faderal reviev process and the burden on States (in

 praparing acceptable propossls), depanda q:a-tly an the
- rigor of the standa:ds that are {:peosed

The tiveliness of vaivar approvals 9111 stiil depond on how
- well each Stats 9:0 posal addresaes the revised standards,

. .’ﬁ' SIORATELTY A03 BDRARHVARY 88 Iha RFERRANLY M0, DSN PRV
involved in the process,

We would appr:niatc !urthn: -ugqestiona yeu may have ea:
ldditianal actiana, ) :

I balisva eha pzapanall aualinéa hl!l uill aukatsa!&xlly

- further the Administration's comaitment to supporting state -

“dnnovations through grsater flexibility and timeliness in
-wiiver apprevala. If you approve our recormended appreach
to ravising the standards and administrative acticns, ths

- following stsps. uenld need to ocsur to effactuats it: -

©  advising the President;

© .confiraing OMB's cooparation 1n mors flexible budget
neutrality standarda and ravised review process:

@ - communlcating the new policies, and your expectations

- for adh-:cncn to a timely eltl:anc. process, throughous
. the Dspartment; and

¢ . comaunicating our new aecticn 1115 valver policies and

pziatttica te all Statss. i

H

We are prapared to discuss spacific’ aetivitica neceuaary to

 implemant thasa actions upon yau: ng:coaant vith this
approach. o ‘

[
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Paqe 7 - Tﬁa aocrsta:y

!ICOHHSNDhTIONS

I recommend that you appruvn aur prapasal for redefining the

- dsmonstration waiver approval standagds and providing

‘demonetration-zelated incentives tO BUPPOrt the

 Administration's policy goala. I also recommend you gupport

v e remegy
- A '

our initiatives f0r & more streamlined, collaberative
W:ucaal and pore proactlvs suppoct ta States.

DECISIONS | o
Yasua 1: Revislen cf Section 1115 Waiver ftandards

Approve nxuapyrnve . _ Date

Tesue 21 AAninia;rstiva act&oan to xspaulte and Improve

Procoss . ¥

Approve ngapp:qvo - pats

Attachmantu:

Tab A = Summary ot NGA Discussicnz
wab B - Denonstration Stangards
Tab ¢ = Adninint:ativo(&ctionl

o —— 3% (0w
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,lg:aenantl and‘sﬁgedatud Actiony

Teb A

. GTATE FLEXIBILITY

Suanezy of RGA/HCZA Discusslons on the Medicald Damonstration Authority

{Section 11;5 of the SQciii qecuricy Azt

Recant discussions ameng HCFA, NGA and Stats chzoianta::val huvu
beon axtremely fruitful ln clarifying the nature of States’
intorastg for groatey flexkibility ¢o shape and manage their

Medicild pregrams, and to pursue broader Statewide health reform -
initineives, ‘ . | |

Reflacting these discussicns, KGA i developing & restatement of
States' concsrns, tO slaborate on recommendationa presented in
the n:ca?bcr 11, 1992 NGA document (Nscommmndaticns & -7,
attached). .

To fummazize the esvence of these discussions, this pato: _
presentst 4&gresments and suggested actiens on lsgues that can be
zoadily addressed) and significant issues that need to be .
congidarad Dy NGA And/or DHHS/HCFA leadexship. '

ovor@il._aur discussions govesled that theras are three areaa of
soncern that merit attention:

e adn:gzznn.gnd;:ammgnignsign;'r To some extent, States’
concarns can be eddcessed CATcugh & bettar
understanding of the federal expectations, standards ,
and p;oclanll!or Modicald demangtration p:GjOCtl.l ) T J
I
|
|

® Mengmud gl - Mninistrative
gimplifications and flexibilities taar can be nade

within the Ssction 1115 approval process, would
alleviate edditicnal concerns, Nonstheless -

©  lncxeaged riexibility - Revision of ths basis
- paranmaters f{cr the gec., 1115 authority, end/or
acditional statutory authority, would be necesssary to
fully satisfy States’' intarasts in expanded ’
€laxiblility. . : T

In general, agreements reached in the MCPA/NGA discussion?
necessarily relate o inpraved qducation/cammunications and
sdministrative ptreamlining, Issues and qussticns that rarain-in
thoss arpas, and more signiflicant pelicy {ssues relatad %o ‘
oppottunitias for broader State flexibility, will be surfaced to

. HCTA/DHHS loadership. -

- clear statemants of the atandards and precasses for Sectisn

— E RN
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1113 projaces need to Se¢ framed and widely communieatsd ts
Jtatas, parsicularly raqazding the purpose and limitacions
of the Section lilS authority. VWhen the poliey paramatacs
have bean rgdefined, HCFA should immediataly cizczibute
clazilying inroraation %o All States,; and incorporate the
now "assgage” in Speeches ARd DAETLNGS With Stata afficials,

-  States neea a betiar understanding of the demcnstration
peoponal applicatien aquirsments, KHCFA should simplify and

Teiaaue the exlsting "fow Te" guida for all §tates, with s
clear description of the avenues for aubmitting proposals
‘and the consequent Federzl ravisw and decisicon-making
procesaas. , . '

- gtatas need technical assistanca in preparing accsptable
propcEdls and sarly feedback on lssues likely to ke of
concarn to tnm taderxiagevsznuont,. HCTA snhould eancourage
gtates to pubmit prelisinary concapt PABATI (with guidelines.
for doing sc), snd should respond quickly with pollcy-
zelavant zuactions ang ¢ffer assistanca in framing forms)
psoposals, KGA snd the Btats reprasentatives should advize
HCTA ©on the nature of additionmal types of fadezally~
sponadred assistancs and/oz {nforTuition that would be most

- A continuing dlialogue ameng HEPA, NGA and Statws Hedicaid

Diractors on damspgt2itian polleles, procssses and o

intezaats, would be usefyl. NGA &nd the Btate .

-gepzasentatives ghould advise HETA' on how thay think this

could bast be sccomplished, o :

Isguer and Questions -

-  Pollcy decinions on the parametera for ths 3ec. 1113
autdority will ba necassity in order to Better cszmunicats
thosq federal expacticions ts Btatas (discussed Ealow).

. Tne axtant to which HCTA can be rasponsive to §tatas' noeds
' gez tachnlcal assistancs, parziculaziy 4in helping indivigual
§tatas, will depend on the lsvel of demand (which is zapidly
inczzaaing) and tha avallabilivy ef@t;dazul Fasoyrsas.
- ‘e ; 1 4
Agresments and Suggestad Aations
- Tho structuzed riv&év and appfeval p=c¢§=5 i3 pesseived to
. be unduly lengthy. 'HCTA should identify and [mplesant
(- simplified, mozw mfficient policies and processes {or more
tinely reviews, claa?;nc-s asd decision-making.

ol The paparwork nicﬁin;xy tc submit an%accaptabla proposal s

St St dwin ¢ o—— e
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,‘tuzhazity.

‘uaduly burdenscme. HCTA should oirplify the formats and

torza raquizad.

True demonatration projects should be strustured so -

semething can be lsarned, but this nocd not {avarizbly
requirs a randcmized 48sign nor an (a-sticy contral group, ¢
The intansity and scspe of tha evaluaejon should “f4it" She
policy value o2 the Project, and HCTA and the Stats sheuld
agrse up front on nutual intscasty Ln what L{s t3 be laazned

- and, thezedorw, hew the project and fta evaluation can test

be atructurad.

\

Budget nsutrallty :9qnizcﬁcnta.hnvofhoan-unduly :&qé:eua,.
c¢easzibuting £ -purdean on Statas {n praviding docuzmsntation

. necessazy for projecs apprival, and delays in the federal

clasranca procaas, II budget nsutrality romalins &
requireaent, soms flaxibility should be considersd) €.¢.,
{2pssing budget neutrallty over the life of the projece,
dllowing moxe limitdd 2Argin 82 excadd expendituras, and/or
broader dofinitisn of savings or benefits than juat
aeAsussbles fedaral pregram costs. ECYA should surface
eptions £o0r conaideration by DHMS and G,

T 8tat3as and the Acxministratisn have a mutyzl intarast ia net

only sugfacing "lesgond lesxned” froca demonatrations, dut
4130 in converting cuacessful experimants inso policy
Iraforns foxr nationwids zaplicability, We should work.
togethax to explore, with congzssalonal lsadarship and

stafl, vays to prcapt 2ord time}y leqi7ietive awien 95
gtate plan options raflecting succesaful demonstiaticon

- . expariancas.

 ssuds and Questions

Procuss efficlencles and some dagree of inczaased
flaxiBiliby can be achlaved apart f#af LA largar palicy

- questions. MNowever, the extunt to which fadsral standards

and peocasasy for demonstrations can Ba significancly
relaxed and ATrIamiined qapends qQrastly of policy dacisions
defining the puxpose &nd parameters for the Zecticn 1113

Whether inposing set time fsmes fog Fedessl review and

decision making (wHich, (& not =et, would txigger

© "agromatic” Approvl) ArS APPEIORFIICs t4 LARAVATiva

dsnonstration proposals, and/er would be helpful ¢z nos ia

- tizeliness of the Paderal response, ramains an issus.

- r 4

te is clutg that Stataes kinﬁ tlesibiliiy Qa shape and manage

thair Msdicail pragrams, and to pursue Statawida heallh rersrn
indtiasiven,; withaus the censtzalints inherant in the Secslion 1113

¢ omp e ——.— e
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authoricy (i.e., fox time-iimited, evaluable descnstraticn
projecta.) J3sction 1118 alsc Qoms not provide the scepe of
vaiver suthority needed to fully implsxent soze stats Realth
refora initiatives (e.8., for waiving ERISA oxr scme Medicars
- previsions.) ‘ '

Thors is agresesent that the &atqéz i8sun 58 state flaxibility vs.
fadarally-proseribed requirsments or models, needs to be ‘
addressed at the highest levels within the Adzinistration and

9 B

In pusfacing our mutual need for policy !u&dnnci on that issue,
it wag agrsed that the sallent queatioen {s, essentially, how faz
the Adminiscration {3 willing to "push tha 8ec. 1113 envelope® by
zelaxing federsl oxpectations that this autdority will only be
used for time=limitod oxporiments nubjest to some rolsvant
federil standards, oz whethez Statos ghould pursue legislatien
foxr en additional walver gutherity. ' '

gtates would like flexibility to implement eltarnative Nedicald
prograr spproaches, as well as Statawide hesith zeform . '
inftiativas, that eithors weuld bBe automatically approved i
budget nheutrality and access te quality care wezra aspuzed) of,
prefezrebly, was not subject to federal expectaticns for budget
ssutzsllity, evaluatiens, or time-limited spprovals.

RCTA will surface this issue and related quasticns to the

Administrator-designate and tho Secrstary, toward clarifying ‘
bagic policies necessary to implement many ©f the above-mentionsd
Agrogmancs and actions. : P a - SO

3
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Tab 3
 Standards for ‘defcaid Dememrnnons .
Demommticn propesals are, by definttion and design, {nnmdva and unique, The

wthadzxng statute morely requires that a demonstration "in the judgment of the
Socrstazy, is likely w asist in promoting the objecuves® of onc af the titles of the

Social Security Ast. An approval decision zeflecs a judgment that the overall vatue of

© the project merita testmg and that the crongths of 2 pmum!u propeul ourweigh {t§
weaknesses. .

i

Thens ere jongstanding standards tha! haw b«m mmkmﬁy miaxlued md appllad m

reviewinig demanstration proposals:

1. »Bnmmmmggn_m - The appl!eam muat dcﬁne hypcthau that
are measureable. A research design must be provided which will permit the
outeomas of the demonstration to be ammcd1 and. dm to support the
evaluation must be availsble. -

2 Policy Relevanse « The prcpml ucplaim Bow the pmnccz i 8o lnnovative
| approach 10 significant issucs relevant to programs administerad by HCFA and
the Depanment. Information or experience from the project would (nform
naticnal palicy intorests, md/or could be replicated by othcr Sta:a. '

3 mm - The proposed budget should be the minimim raquired tn achieve the

- project’s objectives. Potential costs/savings are catimased, with an sppropriate
wmethodology and wupporting data, A monltoring fytem to provide curtent
inmmncn ou acwual projecs costs is dofined.

4 ﬂmw « The prcponl pravides evidence that the projm can be
implemented and bas a high Wkelhood of suceass. A workplas s provided that
shows sufficlent, qualified personnel are devoted {0 the project, witha
reasonable timemble and appxcptiate milestones for opemional development.

A MMW - Evidence is prwided that key clements of the

local conmunity, including affccted special-interest groups, will suppart the
demionstration and/or cooperate during the operations phase. - Any required -
enabling leginlation has been snacted, Where appropriate, evidence of sufficlent

provider ¢coperation $o support dsmoustration sarvice delivery, and of suficient

voluntary participation by persons to be served, should be pmvtded.

& Immmjsgg_nﬁmgg The anpkunt mm dmrlbc the impact on pemnz
sarved by Federal programs, including procadures to.asure that access 1o high-

quwty health care will be provided and monitored, and that individuals’ pmcy |

and rights will be protected.

‘l

In zppxymg theee standards, proposals tiiat hive nct prcgnm costs, or :hat reduce

benefits, are subjected to cleser scrutiny for overall value asd policy-relevancs, unless

mandated by Congreas.
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Tab ¢

_ACMINIGTRATIVE ACTIONS
strmanlining the Walver Aoproval procacs

Even without significant changes to the vaiver standards, .
tna approval procesg can be made mara mffisient, by:

e Establishing s separate strasalined procass for

reviewing waiver-oaly proposals, that is not encumbezad 
by the requi:nnants ot the rndtral granta process,

==  GConselidating tha staps 1nvolved in formal wtivnr
tpprevcl clea:uncaa.

within the uaparcnent. racently inplnn:ntad raporting
procsdures will keep ABPH, ASMA, ASL and
Intergovernmental Azfairs inforzmad of all pending
preposalas, for sarly, informal collabeorxation. ASPE and
ASXB will continua to reviav and trannniﬁ vaiver eoot
astimates requiring OMB veview.

Since 1984, all wuivars invelvtnc more than

$1 million er 300 beneficiariss, gx that ars 'palicy
niqniriaant” (Tegardless of tha geals of operationa)
have requizred OMB's concurysnce. Becauss raquests for
more information or project changes at this laet stage
in the clearanca procesa nrs particularly troublascna,
OMB needs to be involved sarly in the proposal review
process. Limiting the typa of projects subject to
QNB's concurrsncd to thess with a higher budget and
participant impact (e.g., §10 million angd 1,000
participants) would reducs tina and burden in apprevinq
nost aingle~Stats, tpucial purpose propesals.

— Prtiaxinq for frtut and ceng:eaa;onal notifications
ring the decisicn process (rathar than after
approval), While afforts would be wasted if tha
project were not approved, anldiata announcamnants
aould bo nade for those that are.

E;mzi41asuhs&ixa.ﬁnzns:&gna_ixnsan |
Specific actions wa intond to taks includet

@ . A elsay statamant 6f our revisad standards and procses

for saction 111§ waivura, distyributed tn all cevoxnors
‘and State Hodieaid Diructera; -
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Tab C

A Bore unc-!rinuny "Hov Te* padaq- with u.npuuu
forus, Jz‘muunu sanples for & uhu&t:inq

g mm um. ts guhmit shurt, ‘npmn Inglish” cenepe

8 siwple quidelinan), to pronpt Leedhack and
ﬁﬁ-m. buzoig ﬁg; p:-cp:-’i eempul. propenu

ORD staff nnd oontyast rescurces to provids "hands on!
vechnical ssoistance to individual gegess, in
structuring projects, prwparing sals and

svaluatinn dasigns, and data esllsotion aysteas.

our ability to Tespend to individual State raguaste fer
speaial sasistance will, of wmo, dspend o0 the level

- of dapand (unieh is mmy mkm and n\nuuu

Tasources (which ars not}.

" A eontimy amm uunq scﬂ\, Haa and Stats

”,suum veas, on damonxtratisn palicies, procasans
ae-, poasibly through astablishoent of 2

Tachnical Adv ury Group.
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