Kevin W. Concannon

Director

Iowa Department of Health and Human Services
Hoover State Office Building, 5™ Floor

1305 E. Walnut

Des Moines, IA 50319-0114

Dear Mr. Concannon,;

of this project.

After careful consideration the Iowa legislature passed and Governor Thomas J. Vilsack
signed HF 841 to authorize the lowaCare project. HF 841 provides detailed guidance to
the lowa Department of Human Services (DHS, the single state Medicaid agency)
regarding all matters referred to in this letter and in the enclosed Special Terms and
Conditions (STCs). Our approval of this project is contingent upon the State’s
compliance with HF 841 and the STCs. Approval of this project is also subject to our
receiving your written acceptance of the STCs within 10 calendar days of the date of this
letter.

It is very important to emphasize that approval (and continuing approval) of the
IowaCare project is contingent on State action, in all of the following areas either
throughout, or for some period of time during, the life of the project.



Beginning, July 1, 2005, Iowa shall provide a limited health benefit package,
including limited hospital and physician care, to as many individuals as possible
with family incomes at or below 200% of the FPL, and to a limited group of
pregnant women who spend down to 200% because of medical costs. (together
“the demonstration population™).

Iowa shall demonstrably expand employer-based health coverage for the
demonstration population through Medicaid supported employer and/or employee
payment assistance programming.

ize” the impact of
hifting from Medicaid

performance §tandards, prograinintegrity, and provider reimbursement policies
that are simila to thgse of like size payors with similar memberships and benefit
plans.

Iowa shall demonstrate the potential of new information technologies to improve
health care and reduce medical errors, particularly for highly vulnerable Medicaid
populations.

Iowa shall assess the impact of the new governing and operational structures
mandated in HF 841 and SF 272 on Medicaid program performance. SF 272,
increases to 50% the number of current and former Medicaid members, their
families and advocates on the lowa Medicaid Advisory Council. HF 841 provides
for official quarterly Medicaid cost estimates by a committee of the legislature.



Some of the activities described above, and more specifically in HF 841, and Iowa’s 1115
waiver application, involve assessments of other states’ experience (and the private
sector) with similar programs, and extensive design and development activities prior to
program implementation. For example, [owa proposes to design and develop an
employer-sponsored insurance (ESI) pilot program, a health care account option for the
expansion population, a case-mix adjusted reimbursement system for ICF/MR services,
mandatory health screenings for the expansion population, a dental home-program for

project:
Not 1
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limit”).

beyond that provided under current law. This
approval dogs,-hetvever, modify the application of current limitations on
DSH payments to institutes for mental disease.

Allow each public hospital and each public nursing facility to retain one hundred
percent of the medical assistance payments earned under state reimbursement
rules. (State reimbursement rules may provide for reimbursement at less than
actual cost.) i.e., there shall be no “recycling” of federal funds.

Contract with an independent certified public accountant to provide an annual
evaluation, to the Governor, the General Assembly and CMS, regarding lowa
medical assistance program compliance with each of the following:



1. That the state has not instituted any new provider taxes as defined by the
CMS.

2. That public hospitals and public nursing facilities are not paid more than
the actual costs of care for medical care and medical education based
upon Medicare program principles of accounting and cost reporting.

3. That the state is not “recycling” federal funds provided under Title XIX
of the Social Security Act as defined by the centers for Medicare and
Medicaid services of the United States department of health and human
services.

Contract with the lowa Division of Insurapce or other appropriate gntity to track,
on an annual basis, the number ¢f uninsurdd and underingured Iowans, the cost of

who a) are not eligible for Medicatd due to being over income, over resources or not
meeting categorigal eligibility; b) have income is at or below two hundred percent of the
federal poverty level; ¢) individuals with income below three hundred percent of the
federal poverty level and spend down to two hundred percent of the federal poverty level
may also be eligible for obstetrical and newborn care. Individuals eligible for the family
planning benefits authorized under the medical assistance family planning services
waiver, may also be eligible for expansion population benefits.

To allow services for the expansion population that will in type scope and duration that
are less than the medical services available to mandatory and optional populations under
Title XIX.



3. Eligibility Procedures Section 1902(a)(10)(A)
Section 1902(a)(34)

To enable the State to apply streamlined income eligibility rules for individuals and a
different definition of income for eligibility purposes. The 3-month retroactive coverage

will not apply and income eligibility will be based only on gross income.

4. Premiums Section 1902(a)(14)

To enable the state to assess each individual in the expansion population a monthly

undred percent of
income
man Services

demonstratiop population on the basis of county of residence.

7. Early Periodic Screening, Diagnosis Section 1902(a)(43)(A)
And Treatment (EPSDT)

To enable Iowa to provide limited benefits to the expansion population ages 19 through
21 without regard to the Early and Periodic Screening, Diagnosis, and Treatment
Program requirements.



Under the authority of section 1115(a)(2) of the Social Security Act, the following
expenditures that would not otherwise be regarded as expenditures under section 1903

will, for the 5-year period. July 1, 2005 be regarded as expenditures under the State’s
Title XIX plan:

1.

Expenditures in the form of prospective interim monthly payments to hospitals in the
expansion population provider network.

5. SPA 03-023, which revises two nursing facility accountability measures.

6. SPA 04-013, which adjusts the allowable cost calculations for the most

recently published HCFA/SNF index and reduces the excess payment
allowance calculations.



The following State Plan amendments are approved for limited periods of time on
condition that all of the Federal funds received by the State of Iowa on account of the
approval of the SPAs be deposited in the Account for Health Care Transformation
created by Section 24 of HF 841. Funds in this Account may only be used for the
purposes specified in Section 24 of HF 841. They will be matched at the applicable
Federal Financial Participation Rate only if used for such purposes and only if otherwise
allowable under Title XIX. An accounting of all expenditures from the fund shall be
provided to CMS annually.

1. SPA 04-007, which provides forapayment to be addeq on to the blended
base amount for [owa state-owned hospitals with over 500 beds to adjust
for the high cost 1nc \ rred for p 0V1d1ng services to Medicaid payments for

That
effect 1

nursing Yacility/services, will be raised for persons who have not been resident in
a nursing faettity prior to July 1, 2005 and for whom medically appropriate waiver
services are, in fact, available in their community. Those individuals who meet
the waiver service standard, but cannot meet the higher nursing facility standard,
will be required to utilize the waiver services in lieu of nursing facility services if
those waiver services are, in fact, available to them in their community. Nothing
in this approval shall preclude licensed nursing facilities from becoming waiver




service providers, so long as such activity is consistent with pertinent lowa and
Federal rules and regulations.

Iowa will design and implement a case-mix adjustment rate system for its large
(relative to other states) ICF/MR population, with a view to strengthening the
entire continuum of care available to this population.

Provide alternative access to services for families whose children have mental
health, behavioral or emotional disorders and who heretofore felt it necessary to
relinquish custody of their children, in order to access services for their child’s
mental health needs.

Towa has also assured us that:

In June 2005, Iowa will submit waiver amendment o the CMS for Iowa’s six
Home and Community Based Serv1ce . & f directed service
option called Developing Ch ] . nts who elect to

'S success in
iX adjusted care

In its requé & ject, the State also emphasized that its
capacity to icqid e ctlvely and efficiently in the coming years will be
significantly\enhanged by its adoption of an “enterprise” approach, consistent with the
MITA concept;-which is a major CMS initiative. Our approval of the lowaCare project
relies in part on our expectation that the state will utilize this “enterprise concept” and
pursuant to section 17 of HF 841 will arrange for an independent assessment of the cost
and quality of care that can be delivered using this concept. CMS, therefore reserves the




right to re-evaluate the lowaCare waiver, if it appears from these reports that the cost and
quality of the lowa Medicaid program could be substantially improved through available
capitated managed care or other insurance. For purposes of comparison the lowa
Medicaid program should be compared to the costs of managed care and private
insurance covering the same population and providing the same covered services (type,
scope and duration).

There are several things about CMS’ approval of the lowaCare project which must be
emphasized both for lowa and for other states who may seek to implement similar
demonstrations:

Center for Medicare & Medicaid Services
Center for Medicaid and State Operations
7500 Security Boulevard, Mail Stop S
Baltimore, Maryland 21244-1850



Telephone:
Facsimile
E-Mail

Official communications regarding program matters should be sent simultaneously to
, the Associate Regional Administrator in our Kansas City Regional
Office. Mr. address is:

Director, Family and Children’s Heal
Operations, at 410 786-5647.

Enclosules
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SPECIAL TERMS
AND
CONDITIONS

I. PREFACE

The following are Special Terms and Conditions for the lowa Section 1115
demonstration. The Special Terms and Conditions have been arranged into the following
subject areas: General Program Conditions, General Reporting Requirements and
Legislation. All terms and conditions in the Secretary’s approval letter dated June 15,
2005 are hereby-incorporate herein by reference.

Amendment requests, correspondence, documents, reports, and other materials that are
submitted for review or approval shall be directed to the Centers for Medicare &
Medicaid Services (CMS) Central Office Project Officer and the Associate Regional
Administrator at the addresses shown on the award letter.

The State agrees that it will comply with all applicajle Fedegal statutes relating to

months prior to\the\expiration of the
stafe must nodify\CMS Wwhethey itplans t§ request ap extension of\the

demonstration,
demonstration. Ry
expiration of the
must submit to C
demonstration. Th 1§ subj feview and approval.

4. Enrollment Limitation/During the Last Six Months. If the demonstration has not
been extended, no new enrollment is permitted during the last six months of the
demonstration.
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5. Cooperation with Federal Evaluators. Should CMS undertake an evaluation of the
demonstration, the State must fully cooperate with Federal evaluators and their
contractors’ efforts to conduct an independent Federally funded evaluation of the
demonstration program.

6. CMS Right to Terminate or Suspend. The CMS may suspend or terminate this
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, together with the effective date. The State waives none of its
rights under 42 CFR 430, Grants to States for Medical Assistance Programs, to challenge
CMS's finding that the state materially failed to comply. CMS reserves thg right to deny

issues appropriat
issues that arise i

accomphshments 1nclud g prg ject status, financial updates, quantitative and case study
findings, policy and admimstrative difficulties including results of data collection and
analysis of data, no later than six months after the end of its operational year. Within 30
days of receipt of comments from CMS, the State shall submit a final annual report.

13



5. Final Report. No later than 3 months after the end of the demonstration, a draft final
report must be submitted to CMS for comments. CMS's comments shall be taken into
consideration by the state for incorporation into the final report. CMS’s document
Author's Guidelines: Grants and Contracts Final Reports is available to the state upon
request. The final report is due no later than 90 days after the receipt of CMS’s
comments.

IV. LEGISLATION

1. Changes in the Enforcement of Laws, Regulations, and Policy Statements. All
requirements of the Medicaid program expressed in laws, regulations, and policy
statements, not expressly waived or identified as not applicable in the award letter of
which these Special Terms and Conditions are a part, will apply to the demonstration. To
the extent that changes in the enforcement of such laws, regulatioks, and pplicy

ways not explicitly anticipated in this agred
a modified budget limit for the

applied in non-demonstration Sta

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

ATTACHMENT A
GENERAL FINANCIAL REQUIREMENTS UNDER TITLE XIX

1. The State will provide quarterly expenditure reports using the Form CMS-64 to report
total expenditures for services provided under the Medicaid program, including those
provided through the demonstration under section 1115 authority. This project is
approved for expenditures applicable to services rendered during the demonstration
period. The CMS will provide Federal Financial Participation (FFP) for allowable
demonstration expenditures only so long as they do not exceed the pre-defined limits as
specified in Attachment B (Monitoring Budget Neutrality for the demqnstration). Federal
financial payment will not be provided for expenditure 1anct d by collections in the

report
demonstratiop-ex iture ‘ i1d alth Insurance
Program Budget ax endi * in ine CMS-64

number ass1gn
demonstration

n

cap".

neutrality cap (as defined in\2.b.).
d. Administrative costs will npt be included in the budget neutrality limit, but the State

must separately track and report additional administrative costs that are directly
attributable to the demonstration.
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e. All claims for expenditures subject to the budget neutrality cap (including any cost
settlements) must be made within 2 years after the calendar quarter in which the State
made the expenditures. Furthermore, all claims for services during the demonstration
period (including any cost settlements) must be made within 2 years after the conclusion
or termination of the demonstration. During the latter 2-year period, the State must
continue to identify separately net expenditures related to dates of service during the
operation of the section 1115 demonstration on the Form CMS-64 in order to properly
account for these expenditures in determining budget neutrality.

f. The procedures related to this reporting process, report contents, and frequency must be
discussed by the State in the Operational Protocol (see Section VIII).

3. The standard Medicaid funding process will bg used during the §emonstration. The

b. Net expendy
paid in accordance wi}
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ATTACHMENT B MONITORING BUDGET NEUTRALITY FOR THE
DEMONSTRATION

Except as otherwise specifically stated herein, the demonstration will be subject to the
following limits on the amount of Federal Title XIX funding that the State may receive in
each year of the waiver period and in total during the waiver period for all medical
expenditures for the demonstration population. Medical assistance expenditures include
only those items, which would be covered as a service for mandatory and optional
category individuals enrolled in Medicaid under the State Plan.

State Match 36.41% 37.12% 37.12% 37.12% 37.12%
(will vary)

SFY 2006 SFY 2007 SFY 2008 SFY 2009 SFY 2010
State Funds $65,000,000 $69,875,000

Federal Funds $178,522,384 $188,240,841

Max Cum Fed Funds $:322,384 3366,763,224

children enrolled in Medicaid, who could-be'made eligible for Medicaid through
amendments to the State Pla the event that, during the waiver period, lowa elects to
expand eligibility to such individuals, medical expenditures for such individuals will not
be counted as medical expenditures for the demonstration population.

17

$75 115,625 $80,749,297 $86,805,494
g §,904 $217,535,821 $233,851,008

$419,894,725 $451,386,829



Family planning expenditures, during the waiver period, for individuals who are enrolled
in any approved Section 1115 family planning waiver will be considered as medical
expenditures for purposes of the lowaCare demonstration, but will be subject to the
budget neutrality requirements of that waiver.

The federal share of hospital service provider payments to the four lowa state mental
health institutions (MHIs) for (mandatory or optional category) for persons who are or
would be eligible for Medicaid under the lowa State Plan in effect on April 1, 2005 will
be counted as medical expenditures under the lowaCare project for budget neutrality
purposes. In addition, the federal share of Medicaid Hospital Disproportionate Share and
Medical Education payments to the four MHIs will be counted as medical expenditures
under the lowaCare project for budget neutrality purposes.

donation and heal
Act.
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