
Special Terms and Conditions of Approval 

CENTERS FOR MEDICARE AND MEDICAID SERVICES 

NUMBER: 11-W-00163/6 

TITLE: Arkansas TEFRA-like Demonstration 

AWARDEE: Arkansas Department of Human Services, Division of Medical Services 

The following are Special Terms and Conditions for the award of the TEFRA-like Medicaid 
section 1115 demonstration request submitted on July 18, 2002. The Special Terms and 
Conditions are arranged in eight subject areas: General Program Requirements, General 
Reporting Requirements, Legislation, Assurances, Operational Protocol, and Attachments 
regarding General Financial Requirements, Monitoring Budget Neutrality, and a Summary 
Schedule of Reporting Items. 

Letters, documents, reports, or other materials that are submitted for review or approval will be 
sent to the Centers for Medicare and Medicaid Services (CMS) Central Office demonstration 
project officer and the State representative in the CMS regional office. 
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I. GENERAL PROGRAM REQUIREMENTS AND AGREEMENTS 

1. 	 Extension or Phase-out Plan. Demonstration extension plans will be discussed with CMS 
at least 18 months prior to demonstration expiration, and requests for extensions are due to 
CMS no later than 12 months prior to the expiration of the demonstration. If the State does 
not request an extension, it will submit a phase-out plan, which includes provisions for 
cessation of enrollment, to CMS no later than 12 months prior to the expiration of the 
demonstration. The phase-out plan is subject to CMS review and approval. 

2. 	 Evaluation. The State will design and conduct an evaluation of the demonstration program. 
The State will fully cooperate with Federal evaluators and their contractor’s efforts to 
conduct an independent Federally-funded evaluation of the demonstration program. 

3. 	 CMS Right to Suspend or Preclude Demonstration Implementation.  The CMS may 
suspend or preclude Federal Financial Participation (FFP) for State demonstration 
implementation and/or service provision to demonstration enrollees whenever it determines 
that the State has materially failed to comply with the terms of the project, and/or if the 
implementation of the project does not further the goals of the Medicaid program. 

4. 	 State Right to Terminate or Suspend Demonstration. The State may suspend or terminate 
this demonstration in whole or in part at any time before the date of expiration. If the State 
chooses to terminate this demonstration before the expiration date, it will notify CMS in 
writing at least 30 days prior to terminating services to participants. If CMS or the State 
terminates the demonstration, the State will, at least 30 days prior to terminating services, 
notify the participants of the services of the action it intends to take, notify them of the 
effective date of the action, and how the action will affect the participants. 

5. 	 CMS Right to Terminate or Suspend Demonstration Operation. During demonstration 
operation, CMS may suspend or terminate FFP for any project in whole or in part at any time 
before the date of expiration, whenever it determines that the State has materially failed to 
comply with the terms of the project. The CMS will promptly notify the State in writing of 
the determination and the reasons for the suspension or termination. The effective date of 
such action shall not be fewer than 45 days from the date of notice. The State waives none of 
its rights to challenge CMS's finding that the State materially failed to comply. The CMS 
reserves the right to withhold waivers and authority for pending FFP for costs not otherwise 
matchable or to withdraw waivers or authority for costs not otherwise matchable at any time 
if it determines, after good faith consultation with the State, that granting or continuing the 
waivers or authority for costs not otherwise matchable would no longer be in the public 
interest. If the waiver or authority for costs not otherwise matchable is withdrawn, CMS will 
be liable only for normal close-out costs. 
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II. GENERAL REPORTING REQUIREMENTS 
(Attachment C provides a summary of the frequency of required reporting items) 

6. 	 Monthly Progress Calls. Before and for 6 months after implementation, CMS and the State 
will hold monthly calls to discuss demonstration progress. After 6 months of operation, 
CMS and the State will determine the appropriate frequency of progress calls. 

7. 	 Quarterly & Annual Progress Reports. The State will submit quarterly progress reports 
that are due 60 days after the end of each quarter. The fourth quarterly report of every 
calendar year will include an overview of the past year as well as the last quarter, and will 
serve as the annual progress report. The CMS reserves the right to request the annual report 
in draft. The reports will address, at a minimum: 
• 	 a discussion of events occurring during the quarter (including enrollment numbers, 

lessons learned, and a summary of expenditures); 
• notable accomplishments; and 
• problems/issues that were identified and how they were solved. 

8. 	 Final Report. At the end of the demonstration period, a draft final report will be submitted 
to CMS for comments. The CMS's comments shall be taken into consideration by the State 
for incorporation into the final report. The CMS’s document Author's Guidelines: Grants 
and Contracts Final Reports is available to the State upon request. The final report with 
CMS’s comments is due no later than 180 days after the termination of the project. The State 
will include a discussion of its evaluation results in the final report. 
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III. LEGISLATION 

9. 	 Changes in the Enforcement of Laws, Regulations, and Policy Statements. All 
requirements of the Medicaid program expressed in Federal laws, regulations, and policy 
statements, not expressly waived or identified as not applicable in the award letter, will apply 
to the demonstration. To the extent that changes in the enforcement of such laws, 
regulations, and policy statements would have affected State spending in the absence of the 
demonstration in ways not explicitly anticipated in this agreement, CMS will incorporate 
such effects into a modified budget limit for the demonstration. The modified budget limit 
would be effective upon enforcement of the law, regulation, or policy statement. 

If the law, regulation, or policy statement cannot be linked specifically with program 
components that are or are not affected by the demonstration (e.g., all disallowances 
involving provider taxes or donations), the effect of enforcement on the State's budget limit 
will be proportional to the size of the demonstration in comparison to the State's entire 
Medicaid program (as measured in aggregate medical assistance payments). 

10. Changes in Federal Law Affecting Medicaid. The State will, within the timeframe 
specified in law, come into compliance with any changes in Federal law affecting the 
Medicaid program that occur after the demonstration award date. To the extent that a change 
in Federal law, which does not exempt State section 1115 demonstrations, would affect State 
Medicaid spending in the absence of the demonstration, CMS will incorporate such changes 
into a modified budget limit for the demonstration. The modified budget limit will be 
effective upon implementation of the change in Federal law, as specified in law. 

If the new law cannot be linked specifically with program components that are or are not 
affected by the demonstration (e.g., laws affecting sources of Medicaid funding), the State 
will submit its methodology to CMS for complying with the change in law. If the 
methodology is consistent with Federal law and in accordance with Federal projections of the 
budgetary effects of the new law in the State, CMS would approve the methodology. Should 
CMS and the State, working in good faith to ensure State flexibility, fail to develop within 90 
days a methodology to revise the without-waiver baseline that is consistent with Federal law 
and in accordance with Federal budgetary projections, a reduction in Federal payments will 
be made according to the method applied in non-demonstration States. 

11. Amending the Demonstration. The State may submit an amendment for CMS 
consideration requesting exemption from changes in law occurring after the demonstration 
award date. The cost to the Federal Government of such an amendment must be offset to 
ensure that total projected expenditures under a modified demonstration program do not 
exceed projected expenditures in the absence of the demonstration (assuming full compliance 
with the change in law). 

5




















Using the trend rates to produce non-Federal fiscal year PMPM cost estimates

Because the beginning and the end of the demonstration are unlikely to coincide with either the 

Federal or State fiscal year, the following methodology will be used to produce DY estimates of 

PMPM cost. Using the monthly equivalent growth rate of .643403% and the appropriate number 

of months, a trend factor will be developed to convert SFY 2002 base year PMPM costs to 

PMPM costs for the first DY. After the first DY, the annual trend factor of 8% will be used to 

trend forward from one year to the next. (This procedure is described more fully in the sample 

calculations presented below.) 


Sample Calculations 
First Demonstration Year: 

As an example, assume that the base year (SFY ended 6/30/2002) per capita cost for the enrolled 

population is $715.35, and the first year of a demonstration (DY 2003) beginning January 1, 

2003, and ends December 31, 2003. DY 2003 is 18 months in time beyond SFY 2002; therefore, 

the monthly trend factor must be applied to trend SFY 2002 cost forward to DY 2003. Applying 

the monthly trend factor to bring the base year estimate forward to DY 2003 results in PMPM 

cost of $802.89. ($802.89 = $715.35 x 1.0064340318, or $715.35 x 1.122374). 


Second and Subsequent Demonstration Years: 

Since DY 2004 is 12 months beyond DY 2003, 12 months of growth factor are needed. 

Applying the 8 percent growth factor to the estimated DY 2003 PMPM cost of $802.89 gives a 

DY 2004 PMPM cost of $867.12. 


Impermissible DSH, Taxes or Donations 
The CMS reserves the right to adjust the budget neutrality ceiling to be consistent with 
enforcement of impermissible provider payments, health care related taxes, new Federal 
statutes, or policy interpretations implemented through letters, memoranda or regulations. 
The CMS reserves the right to make adjustments to the budget neutrality cap if any health 
care related tax that was in effect during the base year, or provider related donation that 
occurred during the base year, is determined by CMS to be in violation of the provider 
donation and health care related tax provisions of 1903(w) of the Social Security Act. 
Adjustments to annual budget targets will reflect the phase out of impermissible provider 
payments by law or regulation, where applicable. 

Revising the Trended Monthly Per Person Cost (MPPC) 
In demonstration programs where participation is voluntary and the participation rate represents 
a minority percentage of the Medicaid population, a revision to the trended monthly per person 
cost in specified demonstration year(s) may be considered by the State and CMS when the state 
implements provider fee increases that: 1) are irregular in nature; 2) materially exceed the 
agreed upon trend rate in the year the fee is implemented; and 3) are implemented through the 
State Plan and affect the cost of those services included in the demonstration budget neutrality 
cap on a statewide basis. 

The intent of this provision is to protect the State from statewide fee increases that are: 
1) pending at time of award, but could not be reasonably assessed prior to award or undefined at 
the time of award; 2) are not included in the historical state experience used in determining the 
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agreed upon budget neutrality cap; and 3) are not specifically targeted to the demonstration 
population. 

The State, when requesting revision to the MPPC, must provide the following information to 
CMS on: 1) the full budget effect of the fee increase, including the amount and implementation 
dates of the current and past fee increases for all services in the MPPC; 2) the MPPC 
disaggregated by major service categories and number of services for each category, 
demonstrating the affect with and without the new rate increase; and 3) the current assessment 
and projections of with and without waiver costs. 

How the limit will be applied 
The limit calculated above will apply to actual expenditures for TEFRA-like demonstration 
services, as reported by the State under Attachment A. If at the end of the demonstration period 
the budget neutrality provision has been exceeded, the excess Federal funds will be returned to 
CMS. There will be no new limit placed on the FFP that the State can claim for expenditures for 
recipients and program categories not listed. If the demonstration is terminated prior to the 
5-year period, the budget neutrality test will be based on the time period through the termination 
date. 

Expenditure Review 
CMS shall enforce budget neutrality over the life of the demonstration, rather than on an annual 
basis. However, no later than 6 months after the end of each demonstration year, CMS will 
calculate an annual expenditure target for the completed year. This amount will be compared 
with the actual FFP claimed by the State under budget neutrality. Using the schedule below as a 
guide, if the State exceeds the cumulative target, they shall submit a corrective action plan to 
CMS for approval. The State will subsequently implement the approved program. 

Year Cumulative target definition  Percentage 
Year 1 Year 1 budget neutrality cap plus 8 percent 
Year 2 Years 1 and 2 combined budget neutrality cap plus 3 percent 
Year 3 Years 1 through 3 combined budget neutrality cap plus 1 percent 
Year 4 Years 1 through 4 combined budget neutrality cap plus 0.5 percent 
Year 5 Years 1 through 5 combined budget neutrality cap plus 0 percent 
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ATTACHMENT C 

SUMMARY SCHEDULE OF REPORTING ITEMS 


Item Timeframe for Item 
Monthly Conference 
Calls 

Prior to demonstration 
implementation and Post-
implementation. 

Frequency of Item 
Monthly progress calls with 
CMS and the State. 

Operational Protocol Due to CMS 45 days prior to 
implementation, CMS will 
respond within 30 days of receipt 
of the protocol regarding any 
issues requiring clarification or 
follow-up. 

One Operational Protocol. 
Changes to the Operational 
Protocol will be submitted and 
approved by CMS. 

Quarterly/Annual 
Progress Reports 

Due to CMS 60 days after the end 
of a quarter. 

One quarterly report per Federal 
Fiscal Year quarter during 
operation of the demonstration; 
the report for the fourth quarter 
of each year will serve as the 
annual progress report. 

Final Report Due to CMS 180 days after the 
end of the demonstration. 

One final report. 
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