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BRIEF OVERVIEW  

The Centers for Medicare and Medicaid Services (CMS) released its long-awaited guidance promoting 

block grant waivers—referred to as the Healthy Adult Opportunity (HAO)—on January 30, 2020. As 

expected, State Medicaid Director Letter 20-001 provides that, in exchange for funding limited to an 

annual aggregate cap or a per-capita cap that would take into account enrollment changes (rather than 

funding dependent on the cost of the program), a state could get additional flexibilities. The proposed 

flexibilities relate to eligibility, benefits, cost sharing and program administration. State Medicaid Managed 

Care programs could also be subject to less federal oversight, and states with HAO waivers may have 

the opportunity to share in federal savings. The guidance provides that, under these waivers, states may 

make ongoing “program adjustments” without the need for further prior approval. 

Waivers would be provided under Section 1115(a) of the Social Security Act and would specifically apply 

to the covered adult population under age 65 who are not eligible for coverage based on a disability or the 

need for long-term care services and supports or otherwise under the state plan.  

Like other Section 1115 Medicaid Waivers, waiver approval will be case-specific and will be granted if 

CMS determines that the design and flexibilities requested support the goals of the demonstration and 

are likely to promote the objectives of the Medicaid program. States will be required to comply with 

administrative programs requirements applicable to Section 1115 Waivers, including relative to civil rights 

laws, program performance and program integrity standards, non-supplanting / duplication of other 

federal funding and Transformed Medicaid Statistical Information System (T-MSIS) submissions and 

maintenance. 

This fact sheet delves into the key areas of the new guidance that states should consider as they 

consider this new opportunity.  

DETAILED SUMMARY  

FINANCING AND SHARED SAVINGS 
The centerpiece of the HAO is the expectation that states will manage their Medicaid programs under a 

budget cap – either an annual aggregate cap or a per-capita cap - and will assume the risk for costs 

exceeding those caps. However, federal financial participation (FFP)-based funding will continue and 

states will be required to submit claims reflecting actual expenditures.  

States will have the option of what type of cap to utilize but CMS will calculate the total amount of the 

state’s cap, to which FFP payments will be limited. Cap calculations will be based on the most recently 

available eight consecutive quarters of expenditure data and trended forward. CMS provided detailed 

examples of cap calculations in the guidance 

In states that elect per capita caps, changes in enrollment will be automatically accounted for. On the 

other hand, states that select an aggregate cap and effectively manage care within the cap will be eligible 

for shared savings as long as the state establishes a baseline measurement of access and quality 

through two performance criteria:  

• Demonstrating that access and quality remained the same as in the base year for beneficiaries; 

and  

• Achieving performance improvement measures in key domains from the CMS Adult Core Set of 

quality measures.  

Such states may be eligible for between 25 percent and 50 percent of the federal savings in all but the 

last year of the waiver for reinvestment in their Medicaid programs. In the alternative, such states may 

https://www.medicaid.gov/sites/default/files/Federal-Policy-Guidance/Downloads/smd20001.pdf
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choose to have those savings offset expenditure amounts that exceed the cap in future years. States 

operating under an annual aggregate cap must expend a minimum of at least 80% of the cap annually or 

risk having the cap reduced for subsequent demonstration years.  

Like other Section 1115 Waivers, HAO waivers must be budget neutral.  

STATE FLEXIBILITIES 
In exchange for operating under the budget caps, states will be afforded greater flexibility in designing 

their Medicaid program. The CMS guidance enumerates the specific flexibilities available under the HAO, 

including relative to eligibility, benefits, cost sharing and program administration. States may apply for 

flexibilities that have previously been granted under Section 1115 Waivers and the guidance also 

enumerates additional flexibilities that may be approved. Flexibilities that states are encouraged to 

consider include: 

• More flexibility in establishing eligibility (states may set the income standard for eligibility, change 

the standard over the course of the waiver and limit coverage to a subset of individuals such as 

based on medical conditions); 

• Imposing additional eligibility requirements (such as work requirements and asset tests);  

• Changes to eligibility and enrollment processes (such as eliminating retroactive eligibility, 

instituting prospective eligibility, eliminating presumptive eligibility and imposing more frequent 

eligibility renewals); 

• Limiting benefits (including non-emergency medical transport, Early and Periodic Screening, 

Diagnostic and Treatment services and more limited drug coverage) or covering services that 

are not traditionally eligible for Medicaid coverage;1 

• Imposing higher and more expansive premiums and cost sharing than currently allowed;  

• Flexibility to make certain administrative changes (such as changes in provider payment rates or 

the application of claims review prior to payment) during the course of the waiver without further 

prior approval; 

• The ability to include services provided by Federally Qualified Health Centers as part of the 

state’s value-based payment reform efforts;  

• Implementing premium assistance arrangements and payment and delivery system reform 

models; 

• Greater flexibility in managed care arrangements and meeting Medicaid managed care 

requirements, including, in many cases, more limited requirements for CMS prior approval and 

flexibility related to network adequacy standards; and 

• Flexibility in fair hearing processes while maintaining constitutionally protected rights. 

States will continue to be held to applicable federal standards, including relative to the Civil Rights Act, 

the Rehabilitation Act, the American with Disabilities Act and nondiscrimination provisions under the 

Affordable Care Act, and will be expected to maintain key protections for tribal members and Indian 

Health Services-eligible beneficiaries. 

The “suite of flexibility” options envisioned for HAO waivers are outlined in more detailed in the guidance 

and in Appendix A, though states may pursue other flexibilities not enumerated. 

OVERSIGHT 
Although CMS’s goal is to maximize flexibility for states under the HAO demonstration, states with HAO 

waivers will be subject to the same standards of accountability for health outcomes and regular 

 

1 In general, the guidance notes that states would be expected to align coverage under the waiver with the state’s 

individual health insurance market.  
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monitoring and evaluation as other Section 1115 Waivers to ensure that eligibility, care delivery and 

federal spending is appropriately operationalized. CMS’s program integrity focus will target: 

• Eligibility reviews; 

• Fiscal integrity; and 

• Federal review of managed care capitation rates. 

States will also be expected to establish and implement a written quality strategy for assessing access to 

care, quality of care and the health outcomes. 

To ensure beneficiaries are not adversely affected by the demonstration, states will be subject monitoring 

and evaluation based on a set of CMS-determined continuous performance indicators composed of 13 

metrics. States participating in the HAO initiative will be required to provide timely and accurate T-MSIS 

data and will be expected to submit quarterly and annual reporting to include narrative as well as 

quantitative and qualitative data on the predetermined metrics. CMS may also conduct site visits. 

States will also be required monitor budget neutrality in accordance with current Section 1115 Waiver 

standards. 

APPLICATION PROCESS 
CMS provided an application template for the HAO. In addition to applying for new waivers under this 

authority, states with existing Section 1115 Waivers that cover eligible populations may apply to transition 

such demonstrations to a HAO demonstration. 

 

https://www.medicaid.gov/medicaid/section-1115-demo/downloads/how-states-apply/hao-application-template.docx

