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Executive Summary
As states weigh whether to expand their Medicaid programs as provided by the Affordable Care Act (ACA), a few states 
have considered using Medicaid funds as premium assistance to purchase Marketplace (formerly called Exchange) 
coverage for newly eligible Medicaid beneficiaries, as an alternative to providing coverage through their traditional 
Medicaid programs. The Department of Health and Human Services has indicated that it will consider approving a 
limited number of such demonstrations. To date, Arkansas is the first of two states to enact legislation authorizing the 
expansion of its Medicaid program through premium assistance, and on June 24, 2013, Arkansas released for public 
comment its draft § 1115 demonstration waiver application. 

CMS recognizes that using premium assistance for Marketplace Qualified Health Plans (QHPs) could enable families 
to enroll in the same health plan when some family members are eligible for Medicaid or CHIP and others are eligible 
for Marketplace subsidies. In addition, premium assistance could promote continuity of coverage by potentially 
reducing the extent to which beneficiaries with incomes at the upper end of the Medicaid eligibility scale move back 
and forth between Medicaid and Marketplace coverage due to income fluctuations. However, CMS also has confirmed 
that individuals in state premium assistance programs continue to be entitled to all of the benefits and cost-sharing 
protections guaranteed to Medicaid beneficiaries under federal law. This means that states implementing premium 
assistance programs must provide wrap-around coverage to fill in any gaps in the benefits package between the private 
plan and Medicaid and must pay beneficiary cost-sharing in the private plan to the extent that it exceeds Medicaid 
cost-sharing limits. The cost of covering Medicaid beneficiaries through premium assistance programs also must be 
comparable to the cost of covering those beneficiaries directly through the state’s traditional Medicaid program. 

Arkansas proposes using Medicaid funds to pay the premiums for Marketplace QHPs to cover an estimated 225,000 
beneficiaries newly eligible for Medicaid under the ACA’s expansion. Arkansas would require newly eligible 
beneficiaries to participate in its premium assistance demonstration to receive Medicaid benefits. Beneficiaries 
would have a choice of at least two Marketplace QHPs and would be automatically assigned to a plan if they did not 
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select one. The state would provide wrap-around benefits on a fee-for-service (FFS) basis and pay beneficiaries’ 
cost-sharing in the QHP to the extent that it exceeds Medicaid limits. People who are medically frail, people with 
exceptional medical needs, and people who are dually eligible for Medicaid and Medicare would be exempt from the 
demonstration and instead receive benefits through Arkansas’ existing FFS delivery system. This issue brief provides 
background about Medicaid premium assistance in the individual health insurance market, summarizes major 
components of Arkansas’ proposal, and considers key issues affecting beneficiaries. 

Introduction
As January 2014 approaches, states are determining whether to implement the Affordable Care Act’s (ACA’s) Medicaid 
expansion.1 The ACA increases access to health insurance beginning in January 2014 in part by expanding Medicaid 
eligibility to 138% of the federal poverty level (FPL, $15,856 per year for an individual in 2013). The ACA also creates 
new Affordable Insurance Marketplaces (formerly called Exchanges) with advance payment of premium tax credits 
to help purchase coverage for people with incomes between 100-400% FPL and cost-sharing reductions for people 
with incomes between 100-250% FPL. As states weigh whether to expand their Medicaid programs, a few states 
have considered using Medicaid funds as premium assistance to purchase Marketplace coverage for newly eligible 
Medicaid beneficiaries, as an alternative to providing coverage through their traditional Medicaid programs. The 
Department of Health and Human Services (HHS) has indicated that it “will consider approving a limited number of 
premium assistance demonstrations” to be effective during 2014 to 2016.2 

To date, Arkansas and Iowa have enacted legislation authorizing the expansion of their Medicaid programs by using 
premium assistance to purchase Marketplace coverage for some or all newly eligible beneficiaries.3 On June 24, 2013, 
Arkansas released for public comment its draft § 1115 demonstration waiver application seeking to implement the 
Medicaid expansion through premium assistance.4 This issue brief provides background about Medicaid premium 
assistance in the individual health insurance market, summarizes major components of Arkansas’ proposal, and 
considers key issues that will affect beneficiaries. 

Arkansas’ Proposed Medicaid Expansion Premium Assistance Demonstration
States typically would implement the ACA’s Medicaid expansion by submitting a state plan amendment to cover 
the newly eligible adult group (non-elderly non-pregnant adults without dependent children up to 138% FPL who 
are otherwise ineligible for Medicaid) and providing Medicaid to those beneficiaries through their existing delivery 
system, whether fee-for-service (FFS) or managed care. The ACA provides for two differences between the newly 
eligible adult group and other populations covered by the state’s Medicaid program: first, the federal government 
will cover 100% of the states’ costs of the coverage expansion from 2014 through 2016, gradually decreasing to 90% 
in 2020 and thereafter.5 Second, states must provide Alternative Benefit Plan (ABP, formerly called benchmark) 
coverage to newly eligible adults in the expansion group. While the traditional Medicaid state plan benefits package 
includes certain mandatory federal benefits and additional optional benefits that the state elects to provide, an ABP 
is a set of covered services either based on one of three commercial insurance plans or determined appropriate by 
the HHS Secretary. (Certain groups cannot be required to enroll in ABP coverage and instead must have access to the 
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full Medicaid state plan benefits package.)6 States may choose to offer an ABP that includes the same services as their 
state plan benefits package. However, ABPs may not necessarily include all of the benefits offered in the state plan 
benefits package, provided that the ten categories of essential health benefits required by the ACA are covered. 

By contrast, Arkansas proposes using Medicaid funds to pay the premiums for Marketplace Qualified Health Plans 
(QHPs) to cover beneficiaries newly eligible for Medicaid under the ACA’s expansion. Arkansas would require newly 
eligible beneficiaries to participate in its premium assistance demonstration to receive Medicaid benefits, which is 
one of the primary reasons that it must apply for a waiver rather than implementing premium assistance through a 
state plan option. Beneficiaries would have a choice of at least two Marketplace QHPs and would be automatically 
assigned to a plan if they did not select one. The state would provide wrap-around benefits on a FFS basis and pay 
beneficiaries’ cost-sharing in the QHP to the extent that it exceeds Medicaid limits. People who are medically frail, 
people with exceptional medical needs, and people who are dually eligible for Medicaid and Medicare would be 
exempt from the demonstration and instead receive benefits through Arkansas’ existing FFS delivery system. 

Medicaid Premium Assistance Authority
Prior to the ACA, the use of Medicaid funds as premium assistance to purchase private insurance coverage for 
Medicaid beneficiaries has been available to states through several state plan options as well as § 1115 demonstration 
waiver authority.7 While other statutory provisions authorizing premium assistance are explicitly limited to employer-
sponsored group coverage, the Centers for Medicare and Medicaid Services (CMS) has authorized the use of Medicaid 
funds as premium assistance to purchase coverage in the individual market in a small number of states through § 
1905(a) of the Social Security Act.8 (A Government Accountability Office (GAO) report found that, as of 2009, six states 
reported operating a § 1905(a) premium assistance program to purchase individual market coverage.)9

As a few states considered using Medicaid as premium assistance to implement the ACA’s Medicaid expansion, 
HHS issued recent guidance confirming that individuals in state premium assistance programs “remain Medicaid 
beneficiaries and continue to be entitled to all benefits and cost-sharing protections.”10 All of the premium assistance 
state plan options require states to provide wrap-around coverage to fill in any gaps in the benefits package between 
the private plan and Medicaid. CMS also recently finalized regulations that confirm that, under premium assistance 
provided pursuant to § 1905(a), “Medicaid-eligible individuals enrolled in a private health plan would remain 
qualified for all benefits for which the individual is covered under the state plan. . . and a state opting to provide 
premium assistance support for enrollment in an individual health plan would have to provide covered benefits not 
covered under the private policy.”11 

States pursuing premium assistance also must pay beneficiary cost-sharing in the private plan to the extent that 
it exceeds Medicaid cost-sharing limits. States offering Medicaid premium assistance to purchase coverage in 
individual market plans “need to ensure that individuals do not incur cost sharing charges in excess of amounts” 
allowed under federal Medicaid law.12 
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In addition, states must demonstrate that the cost of covering a Medicaid beneficiary in a private market plan 
through premium assistance is “comparable to the cost of providing direct coverage under the [Medicaid] state 
plan.”13 This cost effectiveness test includes administrative expenses and the cost of providing wrap-around benefits 
and paying beneficiary cost-sharing in excess of what is permitted under federal Medicaid law.14 

CMS’s recent regulations afford states the option to use Medicaid funds as premium assistance under § 1905(a) 
to purchase individual market coverage, including through Marketplace QHPs, to implement the ACA’s Medicaid 
expansion.15 States may implement premium assistance through a state plan option, without a waiver, but must allow 
beneficiaries to “choose an alternative to private insurance to receive Medicaid benefits.”16 Using premium assistance 
for Marketplace QHPs could enable families to enroll in the same health plan when some family members are eligible 
for Medicaid or CHIP and others are eligible for Marketplace subsidies.17 In addition, premium assistance could 
promote continuity of coverage by potentially reducing the extent to which beneficiaries with incomes at the upper 
end of the Medicaid eligibility scale move back and forth between Medicaid and Marketplace coverage due to income 
fluctuations.18 

In addition to the premium assistance state plan option, the Secretary “will consider approving a limited number of 
premium assistance demonstrations. . . on a case by case basis.”19 States would need to apply for a demonstration 
waiver to implement premium assistance in ways that differ from the parameters set out in CMS’s premium assistance 
state plan option regulations. For example, states that want to require beneficiaries to enroll in premium assistance 
would need waiver approval from CMS because the state plan option requires that beneficiaries be able to choose 
whether to enroll in premium assistance. 

Premium assistance demonstration applications will be considered only if they meet certain qualifications: first, 
beneficiaries must have a choice of at least two QHPs. Second, the state must “make arrangements with the 
QHPs to provide any necessary wrap around benefits and cost sharing. . . for example through a supplemental 
premium. . . [to] ensure[] that coverage is seamless. . . .”20 Next, premium assistance demonstrations should be 
“limited to individuals whose benefits are closely aligned with the benefits available on the Marketplace” and should 
not include populations exempt from ABP coverage, such as people who are medically frail.21 Finally, premium 
assistance demonstrations must end by December 2016.22 Because beneficiaries with incomes at the upper end of 
the Medicaid eligibility scale may move back and forth between Medicaid and Marketplace coverage as their income 
fluctuates, and because this population also is subject to higher Medicaid cost-sharing limits than other groups, 
HHS may be more likely to approve premium assistance demonstrations that target newly eligible beneficiaries with 
incomes between 100-138% FPL.23 

Key Issues Affecting Beneficiaries in Arkansas’ Proposed Demonstration
Arkansas’s proposal raises important issues in several areas that will affect beneficiaries. These include the goals 
that the demonstration seeks to test, the groups that will be covered by the demonstration, how beneficiaries will 
enroll in the demonstration, the populations that will be exempt from the demonstration, the logistics of plan choice 
and auto-assignment, the scope and accessibility of covered benefits, the system for appealing coverage denials, 
cost-sharing requirements, financing and cost-effectiveness, and state Medicaid agency oversight of QHPs. Major 
provisions of Arkansas’ proposal are summarized in Table 1, and the rest of this brief provides additional detail about 
Arkansas’ proposal and presents key questions to consider as the waiver is negotiated with CMS. 
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TABLE 1: 
KEY ELEMENTS IN ARKANSAS’ PREMIUM ASSISTANCE DEMONSTRATION WAIVER APPLICATION

Overview:

Arkansas proposes using Medicaid funds to pay premiums for Marketplace Qualified 
Health Plans (QHPs) for newly eligible Medicaid beneficiaries under the ACA’s 
expansion from 2014-2016. In 2015 or 2016, Arkansas also anticipates developing a 
pilot project with health savings accounts for beneficiaries. 

Demonstration Goals: Arkansas cites promoting continuity of care, increasing access to care, and increasing 
Marketplace QHP enrollment as among the goals it seeks to test in its demonstration. 

Coverage Groups:

In 2014, Arkansas seeks to include parents ages 19-65 with incomes from 17% to 
138% FPL and adults without dependent children ages 19-65 from zero to 138% FPL. 
Arkansas anticipates amending its waiver in 2015 or 2016 to include parents with 
incomes at or below 17% FPL and children. 

Enrollment:
Arkansas seeks to make premium assistance mandatory for an estimated 225,000 
newly eligible beneficiaries statewide. Enrollment will not be phased-in or capped. 
Arkansas will adopt 12 months continuous eligibility for newly eligible beneficiaries. 

Exempt Populations:
Arkansas will exempt people who are medically frail, people with exceptional medical 
needs and dual eligible beneficiaries from its demonstration. Exempt beneficiaries 
will be identified through an online screening assessment. 

Plan Choice and  
Auto-Assignment:

Beneficiaries will have a choice of at least two “high value silver” Marketplace QHPs. If 
beneficiaries do not choose a plan, they will be automatically assigned to one. 

Benefits:
Marketplace QHPs will provide services in the Medicaid Alternative Benefit Plan to 
demonstration enrollees. Drug coverage will be limited to the QHP formulary. Arkansas 
will provide wrap-around benefits on a FFS basis. 

Appeals of Coverage 
Denials:

Arkansas proposes that demonstration enrollees use the QHP grievance and appeals 
process, instead of the state fair hearing process, for coverage denials. 

Cost-Sharing:

Beneficiaries with incomes below 100% FPL will not have cost-sharing obligations in 
2014, but Arkansas plans to amend its waiver to include cost-sharing for beneficiaries 
with incomes between 50-100% FPL in 2015 and 2016. Beneficiaries with incomes 
between 100-138% FPL will have cost-sharing obligations consistent with Medicaid 
state plan and Marketplace QHP rules. Arkansas will make advance monthly cost-
sharing reduction payments to QHPs, and providers will collect the cost-sharing 
amounts for which beneficiaries are responsible (up to Medicaid cost-sharing limits) 
at the point of service. Arkansas will not require cost-sharing for beneficiaries who are 
exempt under federal Medicaid law. 

Financing:
Arkansas estimates that the costs of covering the demonstration population will be 
the same with the waiver as without the waiver. The state’s application does not 
provide specific financing estimates. 

Oversight:

Arkansas will enter into a memorandum of understanding (MOU) with QHPs to outline 
the process for verifying enrollment and paying premiums. Arkansas’ application 
does not indicate that the MOUs will include any provisions for state Medicaid agency 
oversight of QHPs. 
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Demonstration Goals 
Arkansas cites promoting continuity of care, increasing access to care, and increasing Marketplace QHP 
enrollment as among the goals that it seeks to test in its demonstration.24 (Section 1115 demonstrations allow 
states to use Medicaid funds in ways that are not otherwise allowed under federal rules for “experimental, pilot, or 
demonstration” projects which, in the view of the HHS Secretary, are “likely to assist in promoting the objectives of” 
the program.25 The specific statutory provisions that Arkansas seeks to waive and the hypotheses that it proposes 
to test in its demonstration are summarized in the Appendix.) Arkansas’ proposal states that it seeks to alleviate 
coverage gaps and differences in benefits and provider networks as individuals move back and forth between 
Medicaid and Marketplace coverage due to changes in income.26 The state notes that the Medicaid expansion will 
increase its Medicaid program enrollment by 40 percent, or approximately 250,000 newly eligible adults, while 
the existing Medicaid FFS provider network already is “at capacity.”27 Arkansas anticipates that the QHP provider 
network will include “many providers who do not currently participate in Medicaid.”28 The state also notes that the 
demonstration will nearly double the size of the population enrolled in its Marketplace QHPs, which it believes will 
encourage insurers to enter the market and provide economies of scale.29 Arkansas’ Marketplace QHPs also will be 
required to participate in the Arkansas Health Care Payment Improvement Initiative, which requires delivery system 
reforms such as patient-centered medical homes, episode-based payments with retrospective risk-sharing with 
providers, health homes, and assessments of providers’ clinical performance data.30 

 » How will the hypotheses that Arkansas seeks to test through its demonstration be evaluated to determine the 
demonstration’s impact on continuity of care, access to care, and costs? What data will be collected for this 
analysis? 

Coverage Groups 
Arkansas proposes that its demonstration in 2014 will include adults who are newly eligible for coverage 
through the ACA’s Medicaid expansion. Arkansas’ Medicaid program currently covers parents with incomes up 
to 17% FPL ($1,953 per year for an individual in 2013). Adults without dependent children currently are ineligible for 
Medicaid in Arkansas, regardless of income. Therefore, individuals newly eligible for Medicaid in Arkansas due to the 
expansion include adults without dependent children ages 19 to 65 with incomes from zero to 138% FPL and parents 
ages 19 to 65 with incomes between 17% and 138% FPL.31 

Arkansas anticipates amending its waiver in 2015 or 2016 to include parents with incomes below 17% FPL 
(who currently are eligible for Medicaid in Arkansas) and children.32 (While Arkansas’ state enabling legislation 
refers to the Arkansas Kids First (CHIP) program and “populations under Medicaid from zero percent (0%) [sic] of 
the federal poverty level to seventeen percent (17%) of the federal poverty level,”33 the draft waiver application does 
not specify whether only CHIP-eligible children would be included in the demonstration in the future, or whether 
Medicaid-eligible children also might be included. Including Medicaid beneficiaries under age 21 in a premium 
assistance program requires that the state effectively provide wrap-around coverage to ensure that children receive 
the full scope of the Early and Periodic Screening Diagnosis and Treatment (EPSDT) benefit to which they are entitled 
under federal Medicaid law.)34 In 2015 or 2016, the state also anticipates developing a pilot project to create health 
savings accounts for beneficiaries as part of its demonstration.35 (No additional details about this pilot project are 
provided in the draft waiver application).

 » Which populations will be included in Arkansas’ demonstration over time, and with what effect on access to 
benefits and keeping families together in the same plan? How will Arkansas’ health savings accounts proposal 
affect beneficiaries? 
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Demonstration Enrollment 
One of the main reasons that Arkansas needs Section 1115 demonstration authority to implement 
its Medicaid expansion is that the state wants to make premium assistance mandatory for affected 
beneficiaries.36 As described above, states may implement premium assistance through a state plan option without a 
waiver, but they must offer beneficiaries a choice between premium assistance for private insurance coverage and the 
traditional Medicaid program.37

Arkansas estimates that approximately 225,000 beneficiaries, or 90 percent of the newly eligible population, 
will be enrolled in its premium assistance demonstration.38 Arkansas proposes that its demonstration will be 
statewide in 2014, 2015, and 2016.39 It does not propose phasing in enrollment over a period of time.40 Demonstration 
enrollment will not be capped so all eligible beneficiaries will be able to receive coverage.41 

Arkansas will adopt 12 months continuous eligibility for newly eligible Medicaid beneficiaries as part of 
its demonstration.42 This policy option allows states to minimize coverage gaps that would otherwise occur when 
beneficiaries lose coverage due to small fluctuations in income. More than half of the states (32) currently elect the 
option to provide 12 months continuous eligibility for children, which has been shown to improve retention and 
reduce administrative costs associated with re-enrollment.43 Twelve months continuous eligibility for adults requires 
Section 1115 demonstration authority and is one of the policy options to facilitate Medicaid and CHIP enrollment and 
renewal in 2014 recently highlighted by CMS.44 

 » What effect will mandatory demonstration enrollment and 12 months continuous eligibility have on 
beneficiaries? 

Exempt Populations 
Arkansas’ proposal indicates that people who are medically frail, people with exceptional medical needs,45 
and dual eligible beneficiaries will be exempt from demonstration enrollment.46 The state estimates that 
approximately 25,000 people, or 10 percent of the newly eligible population, will be exempt from the demonstration 
and instead receive Medicaid coverage through the FFS delivery system.47 As noted above, the ACA provides that 
beneficiaries newly eligible under the Medicaid expansion will receive ABP coverage, although certain categories 
of beneficiaries are exempt from mandatory ABP enrollment under federal law. Exempt beneficiaries will have the 
option of receiving the ABP or the state plan benefits package through Arkansas’ Medicaid FFS delivery system.48 

Arkansas proposes that medically frail beneficiaries and those with exceptional medical needs will be 
identified through an online screening assessment, with a paper version available upon beneficiary 
request.49 The assessment will include 15 to 20 “yes/no” questions focused on beneficiary use of long-term services 
and supports (LTSS) and mental health services and the presence of complex medical conditions.50 Self-attestation 
will be accepted for the screening assessment responses in 2014;51 Arkansas’ proposal does not indicate whether it 
would seek to require additional verification in 2015 and 2016. The screening would be conducted prospectively at the 
time of Medicaid enrollment and repeated annually by the state Medicaid agency.52 A computer software algorithm 
will determine whether a beneficiary meets the exemption criteria, based on her assessment responses.53 The state’s 
proposal does not explain how a beneficiary can appeal the assessment if she disagrees with the outcome. Arkansas 
anticipates posting the screening assessment on its website in October 2013,54 which does not provide time before the 
start of the open enrollment period for public review and feedback on the questions. 
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Arkansas’ proposal indicates that the state will develop a “mid-year transition process” for people who are 
erroneously not identified as medically frail and people whose medical needs change during the plan year.55 
Consequently, it is not clear whether beneficiaries will be able to leave the demonstration and access the traditional 
FFS Medicaid program whenever their health care needs change or whether they will be limited to leaving the 
demonstration only at a certain point in the year.56 The ability to access Medicaid on a FFS basis is important for this 
population to the extent that certain benefits, such as LTSS, and providers, such as those with expertise in certain 
disabilities, may not be available through the ABP provided by the QHP. For example, Arkansas indicates that its ABP 
will not include LTSS.57

 » How effective will the screening assessment be in identifying people who are medically frail and people with 
exceptional medical needs who are exempt from the demonstration? How easily will beneficiaries who are 
erroneously not identified as exempt or whose needs change be able to transfer to the FFS delivery system? 

Plan Choice and Auto-Assignment 
Arkansas proposes that beneficiaries in its demonstration will have a choice of at least two “high-value 
silver” Marketplace plans.58 (Marketplace QHPs are classified according to their actuarial value, and silver level 
plans must cover 70 percent of the actuarial value of the plan benefits package;59 however, cost-sharing reductions 
are available for people with incomes between 100-250% FPL, as explained below.) In 2014, beneficiaries could 
choose among all high-value silver plans available in their geographic area.60 In 2015 and 2016, Arkansas may 
establish criteria to select the plans available to premium assistance beneficiaries.61 Arkansas proposes that it will 
send a notice to demonstration beneficiaries that includes “advice on selecting the plan that will best address their 
health needs;”62 the waiver application does not indicate whether additional assistance with plan selection, such as 
in-person enrollment counseling, will be available to beneficiaries. 

If beneficiaries do not choose a plan, they will be automatically assigned to a plan in their county,63 and 
Arkansas expects a “significant number” of automatic plan assignments particularly in 2014.64 Arkansas 
also anticipates that auto-assignments will be “significantly higher” for people who apply for benefits through the 
federally facilitated Marketplace (FFM).65 This is due to the FFM’s inability to support plan selection and enrollment 
for demonstration beneficiaries, which will create a break in the single streamlined eligibility and enrollment process 
envisioned by the ACA. Instead of immediately being able to select and enroll in a QHP after being determined 
eligible for Medicaid by the FFM, beneficiaries who apply through the FFM instead will be sent to the state Medicaid 
eligibility and enrollment portal to complete those parts of the process.66 Beneficiaries who are automatically 
assigned to a plan can switch plans within 30 days.67 

 » What will the extent of beneficiary choices among QHPs be? How will beneficiaries make plan choices and what 
assistance will be available to help them in doing so? What effect will auto-assignments have on access to and 
continuity of care? 

Benefits 
Arkansas’ proposal provides for Marketplace QHPs to cover the services included in the Medicaid ABP for 
demonstration beneficiaries. Arkansas’ proposal indicates that its ABP will be “the same” as its Medicaid state 
plan benefits package;68 however, the proposal later describes a notice to beneficiaries as including “information on 
the difference in benefits under the ABP as compared to the standard (State Plan) benefit package.”69
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Arkansas proposes that prescription drug coverage for demonstration beneficiaries be limited to the 
drugs on the QHP’s formulary. This means that there are likely to be differences in the covered drugs available to 
demonstration beneficiaries, depending upon which QHP they select. While Arkansas seeks demonstration waiver 
authority to implement the scope of its proposed prescription drug benefit, the waiver application does not indicate 
how this will affect Medicaid prescription drug rebate provisions.70 Arkansas also seeks demonstration waiver 
authority to limit federally qualified health center and rural health clinic reimbursement rates to the amounts that 
those providers negotiate with the QHP instead of the prospective payment system amount.71 In addition, Arkansas’ 
proposal refers to “guidelines” that QHPs will use in making coverage decisions; the extent to which those guidelines 
will differ from the state’s definition of Medicaid medical necessity, which is the federal standard for determining 
eligibility for covered benefits, is unclear. 

The state proposes fulfilling its obligation to provide wrap-around benefits to demonstration beneficiaries 
by offering those benefits on a FFS basis.72 Arkansas proposes that information about wrap-around benefits will be 
available in the notice sent to demonstration beneficiaries, on the state Medicaid program website, and from the state 
Medicaid agency and QHP call centers.73 Arkansas has identified non-emergency transportation, EPSDT services for 
beneficiaries under age 21 (to the extent that these services are not covered by the QHP), and out-of-network family 
planning providers as the services that will require wrap-around coverage.74 Arkansas also will cover demonstration 
beneficiaries on a FFS basis until their QHP enrollment is effective75 and during the three month retroactive period 
prior to Medicaid eligibility.76 

 » Will there be any differences in covered benefits between Arkansas’ Medicaid ABP and its state plan benefits 
package? How will prescription drug coverage differ among QHPs? What standards will demonstration QHPs 
use to make coverage decisions, and how will those “guidelines” differ from the Medicaid medical necessity 
determination? How will beneficiaries know about wrap-around benefits and how readily will they be able to 
access those services? Will coverage be “seamless?” 

Appeals of Coverage Determinations 
Arkansas proposes that demonstration beneficiaries use the QHP appeals process instead of the state fair 
hearing process if they disagree with coverage determinations.77 The QHP must provide beneficiaries with 
notice of coverage denials, including the reasons for the decision, a copy of the “guidelines” used to deny the claim, 
and a statement that beneficiaries may request additional explanation of the reasons for the denial.78 The appeals 
process will include an internal review of the coverage denial by the QHP with the opportunity for beneficiaries to 
present evidence and testimony in support of coverage.79 If the internal review upholds the denial or if the QHP does 
not act within the required timeframes, beneficiaries may seek external review by a Qualified Independent Review 
Organization (QIRO) selected by the state insurance department.80 The QIRO must include “qualified and impartial 
clinical reviewers who are experts in the treatment of the enrollee’s medical condition and have recent or current 
actual clinical experience treating patients similar to the enrollee.”81 

Arkansas’ proposed appeals process for demonstration beneficiaries appears to differ from the existing 
Medicaid appeals process in important ways. For example, Arkansas’ proposal does not specify whether QHPs 
will be responsible for providing continued benefits while appeals are pending as required under federal Medicaid 
law, nor does it confirm the availability of certain procedural rights to which Medicaid beneficiaries are entitled 
under federal law, such as the opportunity to be represented by counsel or another person of the beneficiary’s 
choice, to examine the contents of their case file and all documents and records to be used at the hearing, to 
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bring witnesses, and to cross-examine adverse witnesses.82 While beneficiaries may submit a written statement to 
support their QIRO appeal,83 Arkansas’ proposal does not indicate that the QIRO process will afford beneficiaries 
the opportunity for a hearing to review the denial.84 These and other features of the Medicaid appeals process are 
important because beneficiaries’ claims to services under the Medicaid Act are protected by the Due Process Clause of 
the U.S. Constitution.85 

 » Will the appeals system for QHP coverage denials encompass all of the notice and hearing rights to which 
Medicaid beneficiaries are entitled under federal law? 

Cost-Sharing 
While Arkansas proposes that demonstration beneficiaries with incomes below 100% FPL will not have cost-
sharing obligations in 2014, Arkansas plans to amend its waiver to include cost-sharing in 2015 and 2016 for 
beneficiaries with incomes between 50-100% FPL ($5,745-11,490 per year for an individual in 2013).86 Arkansas 
proposes that demonstration beneficiaries with incomes between 100-138% FPL will be responsible for cost-sharing 
consistent with Medicaid and Marketplace rules.87 The ACA provides for cost-sharing reductions for Marketplace 
QHP coverage for people with incomes between 100-250% FPL; for people with incomes between 100-150% FPL, 
QHPs must cover 94 percent of the cost of benefits.88 Medicaid cost-sharing rules allow states to require “nominal” 
cost-sharing for most services for beneficiaries with incomes up to 100% FPL and up to 10% of the service cost for 
most services for beneficiaries with incomes between 101-150% FPL.89 Arkansas will not require cost-sharing for 
beneficiaries who are exempt under federal Medicaid law.90

Arkansas proposes that it will make advance monthly cost-sharing reduction payments to QHPs on behalf of 
demonstration beneficiaries, and providers will collect the cost-sharing amounts for which beneficiaries are 
responsible (up to the Medicaid cost-sharing limit) when services are provided.91 Aggregate annual beneficiary 
cost-sharing will be capped at 5% of the FPL (which Arkansas estimates at $604 per year in 2014).92 Arkansas 
proposes that QHPs will be responsible for monitoring beneficiary copayments to ensure that the annual limit is not 
exceeded.93 The state will pay the full cost of plan premiums for demonstration beneficiaries.94 

 » What impact will cost-sharing, especially for populations below the FPL, have on access to care? What amount 
of cost-sharing will Arkansas propose for beneficiaries with incomes between 50-100% FPL? 

Financing, Demonstration Budget-Neutrality, and Premium Assistance Cost-Effectiveness 
Arkansas estimates that the costs of covering the demonstration population through its waiver will be the 
same as without the waiver.95 (In addition to the requirement that premium assistance programs be cost-effective, 
through long-standing administrative policy, CMS requires that Section 1115 demonstrations must be budget neutral 
to the federal government.) The federal cost of Marketplace coverage is expected to be higher than the federal cost of 
Medicaid coverage: in July 2012, the Congressional Budget Office estimated that it would cost the federal government 
$9,000 per year in 2022 to provide subsidies for Marketplace coverage to an individual with income between 
100-138% FPL, whereas it would cost the federal government an estimated $6,000 per year in 2022 to cover such a 
person through the Medicaid expansion.96 HHS’s recent premium assistance guidance indicates that it will consider 
states’ savings estimates based on reductions in the movement of beneficiaries back and forth between Medicaid 
and Marketplace coverage due to income fluctuations and increased competition in Marketplace coverage due to 
additional QHP enrollees as a result of premium assistance.97 
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Arkansas’ waiver application does not provide specific financing estimates to address Section 1115 budget 
neutrality or the federal requirement that premium assistance be cost effective. It does indicate that its 
actuaries estimated the costs for the Medicaid expansion population using private market reimbursement rates 
expected to be used in the Marketplace as the benchmark for adequate access.98 It also estimates that QHP provider 
reimbursement rates as a result of the demonstration will be “on average, at least 5% less than existing provider 
contracts with commercial insurers today” due to the decrease in the number of uninsured people, leading to a 
decrease in provider “cost-shifting” by raising private health plan rates to compensate for uninsured or under-
insured patients.99 

 » Will premium assistance be cost-effective compared to expanding Arkansas’ traditional Medicaid program? 
Which factors will be considered in making this determination? 

Relationship between State Medicaid Agency and Marketplace QHPs and Oversight 
Arkansas’ proposal indicates that the state Medicaid agency will not contract directly with Marketplace 
QHPs.100 Instead, the state will enter into a memorandum of understanding (MOU) with QHPs to outline the process 
for verifying enrollment and paying premiums.101 Arkansas’ proposal does not indicate that the MOUs will contain 
any additional provisions, such as those to ensure plan oversight or to monitor care quality or service utilization. 

 » How will the state Medicaid agency oversee QHPs in the demonstration and ensure access to care and care 
quality? 

Looking Ahead
Arkansas will accept public comments on its draft waiver application through July 24, 2013.102 The state anticipates 
submitting its waiver application to CMS by August 2, 2013,103 after which the application will be subject to another 
public comment period at the federal level. As the public comment process and CMS’s review of the waiver 
application moves forward, it will be important to consider the key issues presented in this brief to ensure that 
beneficiaries receive the coverage and services to which they are entitled under the Medicaid program. 

This issue brief was prepared by MaryBeth Musumeci of the Kaiser Family Foundation’s Commission on 
Medicaid and the Uninsured.
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Appendix:  
Statutory Provisions That Arkansas Seeks to Waive and Hypotheses That 
Arkansas Proposes to Test in its Premium Assistance Demonstration

Arkansas seeks § 1115 waiver authority to:104

 · Apply the 5% cost-sharing cap on an annual rather than a quarterly basis - § 1902(a)(14)

 · Limit federally qualified health center (FQHC) and rural health center (RHC) reimbursement to the amount 
that the FQHC/RHC negotiates with the QHP carrier, rather than the prospective payment system amount - § 
1902(a)(15)

 · Provide different delivery systems for different beneficiary groups - § 1902(a)(17)

 · Require mandatory participation in premium assistance for demonstration beneficiaries and limit 
demonstration beneficiaries’ free choice of provider - § 1902(a)(23)

 · Limit demonstration beneficiaries’ drug coverage to the QHP formulary - § 1902(a)(54)

 · Allow drug prior authorizations for demonstration beneficiaries to be addressed in 72 hours rather than 24 
hours, with a 72 hour supply to be provided in emergencies - § 1902(a)(54)

Arkansas proposes to test the following propositions in its demonstration:105 

Provider Access:
1. Whether the demonstration will create greater provider access than newly eligible adults otherwise would 

have in the traditional FFS delivery system.

2. Whether demonstration beneficiaries will have provider access comparable to other privately insured 
individuals.

3. Whether demonstration beneficiaries will have more consistent access to preventive care services compared 
to Medicaid beneficiaries in non-premium assistance expansions nationally.

4. Whether demonstration beneficiaries will have lower rates of non-emergent use of the emergency room 
compared to Medicaid beneficiaries in non-premium assistance expansions nationally. 

Churning:
5. Whether demonstration beneficiaries will have fewer gaps in coverage than Medicaid beneficiaries in non-

premium assistance expansions nationally. 

6. Whether demonstration beneficiaries will maintain continuous access to the same plans and/or providers at 
higher rates than under a traditional Medicaid expansion.

7. Whether reduction in churning will lead to reduced administrative costs. 

Cost:
8. Whether, over the life of the demonstration, costs for covering demonstration beneficiaries will be 

comparable to what costs would have been for FFS Medicaid coverage, assuming adjustments to FFS provider 
reimbursement to achieve access for the expansion population. 
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Quality Improvement:
9. Whether demonstration beneficiaries will have lower rates of potentially preventable hospital admissions 

than beneficiaries in Arkansas’ FFS program. 

Marketplace Costs:
10.  Whether the demonstration will lower overall Marketplace premium costs and result in better quality than 

without the demonstration.

Marketplace Care Quality:
11.  Whether the demonstration and QHP’s required participation in Arkansas’ Payment Improvement Initiative 

will produce improved quality over time than without the demonstration.

Uncompensated Care:
12. Whether uncompensated care costs will be lower due to higher provider reimbursement and less uninsured. 
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