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Sept. 23, 2014 

What’s Next for Medicaid Expansion Waivers After GAO Findings on Arkansas? 

In a stinging report, the Government Accountability Office found that HHS “did not 
ensure budget neutrality” when it approved Arkansas’s Medicaid expansion waiver – 
which provides premium assistance to Medicaid expansion beneficiaries so they can 
purchase health insurance coverage from managed care plans on the state’s exchange.   

In this Q&A, Health Management Associates experts Joan Henneberry and Cathy Rudd 
discuss the implications of the finding. 

1. HMA: For starters, briefly take us through the thinking behind Arkansas’s alternative 
Medicaid expansion model and why HHS approved it in the first place. 

Henneberry: The proposal originally came from the Republican legislature in Arkansas 
and gained a lot of support from the Democratic governor. CMS was excited that a state 
was proposing an alternative way to expand Medicaid and showing some innovative 
thinking. Arkansas did all the right things: the politics were good, they did their 
homework, they hired good actuarial firms and good strategists, they talked to 
stakeholders, and they had bipartisan support. 

Rudd: Also, Arkansas was concerned that their existing fee-for-service provider 
network in Medicaid was at capacity, and that if they expanded Medicaid, there 
wouldn’t be enough providers to meet demand. The thinking was that by providing 
premium assistance to purchase private coverage in the Marketplace, the expansion 
population would have access to plans that would include providers who weren’t 
already participating in Medicaid.  

2. HMA: What exactly did GAO say was lacking in HHS’ analysis of the cost 
implications of the Arkansas waiver? 

Henneberry: The issues GAO raised are related to budget neutrality. When you ask for 
a waiver, you are supposed to implement your innovation in a way that doesn’t cost the 
federal government any more money than it would have otherwise. Now, let’s put 
aside the fact that there is a very long and robust debate about whether budget 
neutrality is reasonable when you are testing innovations.   

GAO is questioning two things. The first is that CMS is giving states the flexibility to 
adjust budget neutrality numbers over the course of the demonstration if spending ends 
up being higher than expected. GAO says this isn’t standard. 



Second, Arkansas used some hypothetical cost assumptions, which seems to be giving 
GAO quite a bit of heartburn. But what other data could they have used? When you are 
expanding a program to cover people who have not had insurance, you don’t have 
claims data on individuals that you can actually look at and say “Oh yeah, I see that last 
year they cost $50,000.” You are just doing the best you can to estimate what their 
utilization and medical needs are going to be.   

Rudd: The hypothetical costs at issue were higher payment rates that Arkansas believed 
it would have had to make to ensure access if it had expanded coverage under 
traditional Medicaid. GAO said using these costs violated HHS’ budget neutrality 
policy, which GAO says must be based on historical costs. HHS’ response is that GAO 
misinterpreted its policy. According to HHS, while they often use historical cost, their 
policy is to use the best available information in determining what expenditures would 
have been without the demonstration. As Joan points out, in this case there wasn’t any 
historical data to use so Arkansas was permitted to take into account market prices for 
similar populations as the best available information.   

HMA: Do you think GAO was justified in their analysis or their approach to this issue?   

Henneberry: What I found disturbing about this was the fact that the GAO’s analysis 
was on a demonstration that started in January. Their performance audit period was 
from April through August of 2014. We are talking about a five-year waiver program – 
a complete innovation never done before on this scale. They are doing an audit of a 
program that’s only four months old. That seems incredibly premature to me.   

Rudd: This is an issue that GAO has consistently raised in other reports. HHS has just 
as consistently expressed its disagreement with GAO’s interpretation of its policy. It 
sounds like both sides think they are justified in their analysis and approach.  

3. HMA: What does this mean for Arkansas?   

Rudd: Nothing. GAO does not make any recommendations in this report, which is 
interesting. A 2013 GAO report on Arizona and Texas recommended that HHS re-
examine the Medicaid waivers they had approved. HHS disagreed, never re-examined 
the approvals, and nothing happened. Here, because GAO isn’t making any 
recommendations, there is no action that is necessary for either HHS or Arkansas to 
take.   

Henneberry: I don’t know how Arkansas is reacting to this, but I hope they stay the 
course. They are testing a very good idea - whether Medicaid clients can get the services 
they need in an affordable way through private plans. Now they might have to put 
some additional accountabilities in place - perhaps more transparency, maybe not wait 
until 2016 to report some outcomes, and put some benchmarks along the way. But the 



Affordable Care Act is first and foremost about coverage for people, and coverage 
means we have to engage the private sector and private plans. 

4. HMA: What does this mean for other states considering this type of expansion 
waiver? Will it have a chilling effect? 

Henneberry: I don’t think this is going to derail people from the fundamental approach, 
which is using public dollars to purchase private plans for low-income families. Many 
states are interested in this. Additionally, 30 governors are up for re-election in 
November. If states that opted not to expand Medicaid have a change in leadership, 
they are going to revisit their decision and will probably look at this private approach.  

Rudd: I don’t think it will have a chilling effect on innovation. States are trying to find 
creative ways to provide coverage, and HHS has a strong interest in achieving that 
result, so both sides have an incentive to figure out ways to achieve their goals. 

5. HMA: At the time that Arkansas was requesting this waiver, plenty of observers 
questioned the cost assumptions. Is the GAO finding really a surprise? 

Henneberry: I can’t speak to the cost estimate, but it’s no surprise that these numbers 
aren’t perfect the first time, and that the numbers are going to change. You have to use 
hypothetical information about what it costs to take care of people who have never had 
insurance and what take-up rates are. You can perform great studies and examine how 
many uninsured people you have in your state, but states are all over the map on their 
first year take-up rates.   

Rudd: The fact that GAO might have had some concerns about the way HHS was 
approaching budget neutrality in some of these more recent waivers probably isn’t a 
surprise, given the earlier GAO reports. 

6. HMA: Let’s assume the Arkansas solution does end up costing more than expanding 
through traditional Medicaid. Is that necessarily a bad thing? Medicare Advantage 
plans cost more than traditional Medicare, but they also provide additional benefits that 
people really appreciate. 

Henneberry: Well that’s right. Remember that CMS told Arkansas that if people need 
something that’s not in the alternative benefit packages, they must provide it fee-for-
service. And if it turns out that it does cost more, then we learn that, and we figure out 
what adjustments we have to make to get it to budget neutrality. This is exactly what 
waivers are supposed to do. You are supposed to test the new idea or approach.   

Rudd: There will be an evaluation done of the waiver in 2016, and it’s going to be 
interesting to see what it shows. Was this expansion population able to get the services 
they needed?  Did they have access to care? Was there continuity in their care? If those 
things happen, then the program will probably be viewed as a success. If it costs more, 



then that’s part of what is learned, and going forward, states will have to figure out 
whether there’s a way to achieve the same result without the additional cost. 

7. HMA: Are there other alternative expansion models states can consider if they want 
to avoid some of these cost concerns? 

Rudd: The model they use is probably less important than using historical cost to 
support budget neutrality if they are worried about what GAO might say.  

Henneberry: Iowa and a couple of other states have requested things like no retroactive 
coverage, higher cost sharing, and relief from wrap-around services. So far CMS does 
not feel like they can approve those kinds of requests. There is still a little bit of noise 
out there about using the Basic Health Plan option, but I’m not sure that would save 
money. And then there are Section 1332 innovation waivers that are going to be 
available starting in 2017. Some states are already starting to think about that as a way 
to provide coverage to all of their residents, and I think you will see some service 
delivery and payment reform innovations come out of those waivers as well. 
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