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Texas Health Care 2011: 
What Has Happened and the Work that Remains 

Providing affordable, quality health care for all is a tough challenge for our state and nation. Health care costs are growing far 
faster than general inflation, and despite spending that exceeds all other industrialized nations, nearly 50 million Americans, 
and one in four Texans, lacks health care coverage. Both privately insured Texans and those covered by Medicaid and CHIP 
(mostly children, seniors, and Texans with disabilities) face shortages of doctors and other health care providers. These 
challenges are not limited to Texas or to Medicaid; they cut across all of our health care system. Success in reducing the rate of 
growth in health care costs depends on reforming private insurance, Medicare, and Medicaid. And this year, the challenge was 
made all the more difficult for Texas by the deep revenue shortfall resulting from the global recession and a state tax system 
that is not designed to grow with our economy. Still, we are in a time of great possibility. This report summarizes key 
developments in health care budget and policy arising from and related to the 2011 Legislative sessions, and where Texas 
stands with national health reform. Notes of progress and promise are to be found in this report, and we hope it will provide a 
“next steps” list for those who want to help move Texas toward access to affordable, quality health care for all.  

“Balancing” the 2012-13 State Budget 
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A 10,000-Foot Budget View 

Health and Human Services Overall 

The 82nd legislature’s budget for 2012-2013 makes deep cuts in health care investment. “All funds” (total of both federal 
and state dollars) health and human services spending is reduced to $55.2 billion, which is $11.3 billion (17.2 percent) less 
than the $65.5 billion Texas budgeted for 2010-2011. There is technically a 3 percent increase in the state dollars allocated to 
health and human services for 2012-2013, but this is only because the Legislature substituted over $4 billion in special federal 
stimulus (ARRA) Medicaid relief for state-dollar spending in the 2010-2011 budget, allowing Texas to avoid a crisis in 2009. 
Because Congress did not extend the ARRA funds, Texas’ revenue shortfall had a serious impact on the 2012-2013 budget.  

After the legislature used $3.2 billion from the Economic Stabilization Fund (often called the “rainy day fund”) to cover Texas’ 
2010-2011 budget needs, lawmakers were still left facing a $23 billion gap between the revenues available to spend for 2012-
2013, and the larger number of state dollars needed to keep state government and public schools operating at the same levels. 
Health care cuts played a big role in bridging the revenue gap, with Medicaid payment cuts and policy changes of over $2 
billion in state dollars (general revenues, GR), a Medicaid “IOU” of roughly $5 billion GR, and the carry-forward of Medicaid 
rate cuts applied in 2010-2011 offsetting about 30 percent of the shortfall.  

Medicaid’s Share of State Spending 

Medicaid is the largest source of federal funds in every state’s budget, and in 2011 Texas gets $1.47 from the federal 
government for every $1 in state funds we spend in the program. The large federal matching share more than doubles Texas 
Medicaid funds, so the program’s share of the “all funds” budget is a higher percentage than when only state dollars—the 
portion of the Medicaid the Texas Legislature is responsible for funding—are considered. Looking at Medicaid spending 
including the federal matching funds makes sense when assessing the role of Medicaid in our state economy, or the growth rate 
in health care spending costs overall, but it is not an accurate way to look at the share of Medicaid Texas state government is 
obligated to fund.  

State dollars appropriated for Texas Medicaid in 2012-2013 totaled $16.36 billion, or nearly 19 percent of the entire Texas 
state-dollar (“GR and GR-dedicated”) budget. In comparison, K-12 public education accounted for 42 percent of the state-
dollar budget. However, deep cuts and under-funding in the 2012-2013 budget transform our state spending so much that 
these percentages are very different from other recent budgets.  

To illustrate the major departures from historical Texas spending policies, the full GR and GR-dedicated budget is about $5.3 
billion below what would have been expected for K-12 education, and another $5 billion short due to a Medicaid “I.O.U.” 
which will require a much larger-than-usual supplemental appropriation when the Legislature returns in January 2013. If that 
additional $10+ billion had been appropriated (i.e., if there had been no public education cuts and no Medicaid I.O.U.) in the 
total state-dollar budget, then Medicaid would have accounted for closer to 22 percent of the total GR/GR-dedicated budget, 
and K-12 public education 38 percent.  

What Happened to Medicaid and CHIP in 2011? 
Medicaid is the foundation of Texas’ health care safety net, providing health care benefits for over 3.3 million low-income 
Texans in September 2011. Children make up the greatest number of enrollees, but adults with disabilities, low-income 
seniors, pregnant women, and a small number of parents in poverty also rely on the program for critical medical care and 
community services and supports. About 7 in 10 Texas nursing home residents rely on Medicaid for that care. 
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Budget Cuts and “IOU” Under-Funding 
Total Medicaid funding for 2012-2013 is $10.5 billion less than (21percent) in the 2010-2011 budget. However, the 
Legislature pledged to back-fill about $5 billion GR in Medicaid “IOU” short-funding when they return in January 2013. The 
funding Legislature used billions in federal Medicaid stimulus (American Recovery and Reinvestment Act of 2009, ARRA) aid to 
Texas to fill the state dollar shortfall in the 2010-2011 budget, but those funds are no longer available, and the state now faces 
both a long-term structural revenue shortfall and the near-term revenue shortage caused by the recession. The precise dollar 
amount of the shortage in 2013 is uncertain, because budget language “riders” call for Medicaid spending reductions, but it is 
not yet known whether (or how) all of the hoped-for “savings” will be reached.  

The Legislature also approved a long list of program cut-backs, in contrast to the short list of deep benefit and eligibility cuts 
they approved in 2003. Cuts that are specifically identified total roughly $2.03 billion GR, and fall into three broad categories:  

• Provider rate/fee cuts (approx. $805 million GR); 
• Other benefit and spending cuts (approx. $843 million GR); and 
• Medicaid Managed Care expansion spending reductions (approx. $385.7 million). 

Rate Cuts for Medicaid and CHIP Service Providers  
The Texas legislature has long chosen to keep Medicaid payments to health care providers like doctors, dentists, hospitals, labs 
and pharmacies low compared to Medicare and private insurance as a way to keep the state budget costs down. Most fees do 
not get updated for inflation automatically; instead, the legislature must approve increases. Fees for most kinds of providers 
were cut during 2010 and 2011 by the state leadership, and more cuts were added for many providers in the 2012-2013 
budget. The table below shows the cuts for both periods. The 2012-2013 cuts took effect September 1, 2011. 
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Why This Matters:  
• For doctors and other health professionals, Texas Medicaid fees fall well below commercial insurance or Medicare, and 

sometimes do not even cover their costs. The failure of Texas Medicaid rates to keep up with inflation—even before 
the recent rate cuts—discourages providers from agreeing to take Medicaid patients. New cuts could cause even more 
providers to refuse or limit Medicaid patients (see graphics, page 5). 

• The Texas Medical Association’s biennial poll of doctors shows the percentage of doctors taking on new Medicaid 
patients has dropped steeply over the last decade (see graphics, page 5). 

• Rate cuts were the largest health care budget cuts the Legislature made in 2003—even larger than the CHIP cuts. 
Before the last rate increase in 2007, accumulated Texas Medicaid rate cutbacks had reduced physicians’ fees to 1993 
levels for most services.  

• Overall, Texas Medicaid professional fees average about 73 percent of what Medicare pays. After the 2007 increases in 
Medicaid doctors’ fees for kids, the Texas Medicaid regular office visit fee was $53, while Medicare would pay at least 
$85. A full dental exam fee before the 2010 cuts was $36, compared to a regional median market charge of $54. 

Concerns and Challenges: 

• Though cuts for Medicaid and CHIP doctors and dentists were held to “just” 2 percent, most other professionals—
e.g., mental health providers, physical, speech and occupational therapists—will have their fees cut by an additional 5-
8 percent. This could create new barriers to services that help keep Texans out of hospitals and institutions, an 
outcome that would not save taxpayers money and could cause harm to children, seniors, pregnant women, and 
Texans with disabilities.  
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• Texas hospitals’ Medicaid fees were cut by a total of 10 percent from 2010-2013. Hospital finances are complex and 
some hospitals can offset part of the cuts through special payment programs (see Medicaid 1115 Waiver, below), but 
the large size of these cuts calls for advocates to pay attention to whether their local safety net hospitals will be forced 
to cut back on services or access to care. 

• Laboratories and suppliers of “durable medical equipment” (e.g., diabetic equipment and supplies; hospital beds; 
wheelchairs, canes, crutches, and walkers; wound care supplies) have had their rates cut by 12.5 percent. Advocates 
must monitor whether Medicaid enrollees are having difficulty getting diagnostic testing or accessing key supplies, 
which could occur if any community loses key providers due to the reduced fees.  

• Every state gets to create its own methods for paying Medicaid health and community care providers, and can set 
those fees at any level. Though it is very challenging for Medicaid advocates to assess which payment methods and 
levels for dozens of types of providers are adequate and fair, and which are not, doing so is an important part of 
protecting vulnerable Texans. 
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Other Medicaid Benefit and Spending Cuts 
Beyond rate cuts, the Legislature approved a long list of other possible Medicaid benefit reductions and spending cuts. Some of 
these are clearly understood, but others are only generally described in the law, and what exactly will happen is not yet known. 
Examples of additional cuts and changes the Medicaid program is authorized to make include: 

• Reduce service levels (e.g., provide fewer hours of care per week) for Medicaid community care programs at the 
Department of Aging and Disability Services ($31 million GR). DADS is proposing to reduce services to the 90th 
percentile for most community services, to the 75th percentile for “specialized therapy” services in the CLASS waiver; 
and new caps on support and respite service hours in the Medically Dependent Children’s Program. However, each 
affected enrollee can appeal to ensure their health, safety and welfare are not in danger. 

• Lower fees to pharmacies for dispensing prescription medications ($34.7 million GR). 

• Reduce community care “wrap-around” services ($15 million GR) and Equalize rates across waivers ($12.5 million 
GR). These changes involve reducing what agencies are paid to manage attendant care services (not cutting the 
attendants’ wage), and reducing the difference between rates paid by two community care programs serving different 
populations, for similar services.  

• Reduce quantity of “optional” Medicaid medical benefits allowed for adults ($45 million GR) 

• Reduce administrative spending at HHSC ($38.2 million GR)  

• “Medicare Equalization:” reduce payments for services to seniors and adults with disabilities who are covered by 
both Medicaid and Medicare to the lower Texas Medicaid fee schedule. ($295.8 million GR) 

Concerns and Challenges 

• Texans using community care services may be medically fragile or need certain levels of service to remain independent in 
the community. Careful attention must be paid to protecting minimum service levels for these citizens.  

• Because Texas Medicaid rates are much lower than Medicare’s for most services, Texas’ poorest seniors and adults with 
disabilities could find it harder than ever to locate doctors willing to accept them as patents when their care is reimbursed 
at the lower Texas Medicaid rate.  

• Because the Appropriations Act lists more than 30 different options for Medicaid cost savings without specifying which 
will actually be adopted, advocates will need to be vigilant first to learn what changes are really coming, and then to 
monitor cuts and changes to ensure access to care for our fellow Texans.  

Medicaid Managed Care Expansion Spending Reductions 
Substantial spending reductions—over $385 million state dollars—are assumed in the 2012-2013 state budget to come from 
extending the reach of Medicaid Managed Care in Texas. Texas Medicaid started using HMO-based care in 1993, and most 
Texans on Medicaid in major cities and surrounding counties are already in HMO-based care.  

The current expansion plan takes these major steps:  

• Ends the Primary Care Case Management (PCCM) model of Medicaid Managed Care in Texas. PCCM was similar 
to a PPO-type commercial insurance plan, where primary care providers (PCPs) were paid fees for coordinating health 
care services. 

• Expands existing “STAR” (HMO-based Medicaid) managed care areas to more adjacent counties in September 2011, 
adding 28 new counties to the Bexar, El Paso, Harris, Nueces, and Travis areas, plus brings Beaumont-area counties 
(previously using the PCCM model) into HMO-based care.  

• Adds new STAR+PLUS counties to the Bexar, Harris, Nueces, and Travis areas. STAR+PLUS is the HMO model 
used for aged, disabled, and chronically ill Medicaid recipients, with a goal to integrate “acute” health care services 
with long-term services and supports through service coordination. Texans who are “dual eligibles” (covered by both 
Medicaid and Medicare) as well as other adults with disabilities participate in STAR+PLUS.  
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• Expands STAR Medicaid to ten new South Texas counties in March 2012, and replace PCCM with HMO-style care 
in all the remaining rural counties. 

• Has HMOs take over (“carve in”) the prescription medication benefit in Medicaid and CHIP starting March 2012. 
Until now, drug benefits were not part of Medicaid or CHIP HMO premiums, and Texas HHSC managed that 
benefit instead.  

• Develops statewide children’s Medicaid dental HMOs, to take over that benefit in March 2012. 

Why This Matters 

• Medicaid Managed Care has the potential to improve access to a “medical home” or “dental home” and yield better-
coordinated care. 

• Managing long-term care services and supports has the potential to make it easier for seniors and people with 
disabilities to get help they need to live independently in the community. 

• Moving Texas Medicaid enrollees into HMOs generates health insurance premium tax revenues for the state. An 
estimated $238 million in new state tax revenues will result from the Medicaid Managed Care expansion in 2012-
2013. 

Concerns and Challenges 

• If Medicaid Managed Care health plans do not have adequate numbers of doctors, or if they restrict access to 
specialists, therapies, community services, or medications too harshly, quality of care can suffer. 

• The STAR+PLUS managed long-term care approach is not fully proven to improve access for seniors and Texans with 
disabilities, especially in the are of long-term services and supports.  

• Children’s advocates must watch the roll-out of Dental HMOs for children’s Medicaid, to ensure that this major 
change improves and does not set back access to dental care for children in Texas Medicaid.  

• If HHSC does not achieve all the savings planned from Medicaid Managed Care expansions, other kinds of program 
cuts, including further payment cuts to health care providers may be taken. 

• Texas pays out around $2 billion a year in federal funds to hospitals in extra “Upper Payment Limit” (UPL) funds to 
help make up for low Medicaid rates, but these payments are not allowed under federal law when an HMO, rather 
than the state, is paying the hospital bill. Texas is now implementing a major new Medicaid “1115 waiver” designed 
in part to keep those dollars flowing in our state (see “Medicaid 1115 Waiver” section below for more). 

Children’s Care in Texas Medicaid: the Frew Lawsuit 
Federal Medicaid law requires states to provide comprehensive health care to Medicaid-eligible children and youth under the 
age of 21, through the “Early and Periodic Screening, Diagnosis, and Treatment” (EPSDT) program that is called “Texas 
Health Steps” in our state. States can’t place arbitrary limits on children’s health care benefits coverage in Medicaid (e.g., no 
caps on days of hospital care, doctor visits, or prescriptions per month). Still, children enrolled in Medicaid sometimes have 
trouble accessing the care they need. 

A lawsuit filed in 1993 alleged that Texas Medicaid was failing to ensure children’s access to check-ups and to medically 
needed follow-up care. A settlement was approved by the federal court in 1996, but in 1998 the plaintiffs complained that the 
state was not complying with the agreement. Appeals followed until 2007, when state officials and plaintiffs’ attorneys agreed 
to a set of court-approved “corrective action plans” designed to improve access to preventive care, treatment, and supportive 
services for children in Texas Medicaid. The 2007 plans included improved payments for health and dental providers, special 
“Strategic Initiatives” to test new ideas, and a variety of targeted service improvements for children.  

In the 2007 session, $150 million GR was appropriated for the “Strategic Initiatives,” and unspent funds were carried forward 
for use in the 2010-2011 budget, but no extension was granted for 2012-2013. HHSC reports that about $105 million of the 
original $150 million was spent by 8/31/2011—meaning $45 million was never used.  

Because of the lack of ongoing funding: 
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• Three Frew initiatives will end early (8/31/2011): Health home pilots; an Integrated Pediatric-Mental Health Care 
Pilot; and a project using Promotoras/Community Health Workers for Texas Health Steps Outreach and informing.  

• The Children’s Medicaid Loan Repayment Program is not funded. Nearly 600 doctors and dentists already receiving 
help with loan repayment in return for service to children and youth in Texas Medicaid lost that support on August 
31, 2011. 

A number of Frew initiatives have been incorporated into the basic Medicaid program, and will continue. These include First 
Dental Home; Oral Evaluation and Fluoride Varnish in the Medical Home; Pediatric Subspecialty Access Reimbursement for 
Specialty Telephone Consultation; Migrant Data Exchange, and several others.  

Several Frew projects (Mobile Dental Unit, Pediatric Dental Residency Clinic, and Telemedicine) will no longer receive 
special funding, but instead will be able to bill for services at Medicaid rates. Whether that revenue will be enough to sustain 
these projects is uncertain and will be evaluated again in 2012. 

Why This Matters 

• The Frew initiatives that will continue represent exciting best practices—custom-designed by some of Texas’ top 
Dentists, Pediatricians, and other experts in children’s health care—which should be examples for other states to 
follow.  

• The Frew Initiatives that ended August 2011 were also testing out important targeted interventions needed for 
children in Texas Medicaid. Their loss as part of the sweeping state budget cuts is truly a step backward for Texas 
Health Steps and Texas children.  

Concerns and Challenges 

• The Children’s Medicaid Loan Repayment Program shut-down adds to other reductions in support for medical 
professional education and training, at a time when Texas badly needs to be building our health care workforce (see 
“Bolster Health Care Workforce” section below for more). 

• Though cuts for Medicaid and CHIP doctors and dentists were held to “just” the 2 percent imposed for 2010-2011, 
most other professionals—e.g., mental health providers, physical, speech and occupational therapists—will have their 
fees cut by an additional 5-8 percent. This could create barriers to services children need to reach their full potential.  

The $5 Billion+ Medicaid IOU 
Legislative budget chairs and the Legislative Budget Board (LBB—the office that decides the officials costs of new laws and 
items in the state budget) acknowledged that the 2012-2013 Appropriations Act includes a Medicaid funding shortfall—above 
and beyond the cuts and reductions detailed above—of at least $5 billion GR (nearly $12 billion when federal matching funds are 
added in). This is a gap between what they expect Medicaid to cost, and what they have appropriated. 

The gap includes both (1) money the Legislature fully expects Medicaid to need, but simply left out of the budget, and (2) 
“savings” directed in the budget for which no specific source has been identified. In June 2011 the LBB projected a $4.4 
billion GR “supplemental need” for Medicaid in the 2012-2013 budget because the Legislature did not replace billions in 
federal stimulus aid (ARRA) that Texas used in 2010-2011 to fund Medicaid. LBB also noted another $700 million GR 
Medicaid shortfall because of a budget bill “rider” that hopes for that amount of additional savings to come from sweeping 
changes (cut-backs) to Medicaid that would require federal approval and may not be achieved in 2012-2013. Then—making 
Medicaid funding even more like a puzzle—additional budget riders provide for the possibility that Medicaid will have the 
same amount, $700 million, restored if the Comptroller certifies enough additional revenue (above what was expected back 
when the budget bill passed), which is thought to be likely. As of December 2011, increased revenue estimates have reduced 
the LBB’s shortfall projection to $4.3 billion, and that amount may drop further when better-than-expected federal match 
rates are figured in.  
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Texas HHSC is obligated to pay health care providers for Medicaid and CHIP medical bills regardless of the exact amounts in 
the budget bill, so the conventional wisdom is that most of the $5+ billion Medicaid GR shortfall will be covered in 2013 
through a supplemental appropriations bill. Texas currently spends about $900 million GR per month to pay health providers 
for Medicaid bills, so our 2-year budget is about 5 months short. In other words, the Legislature appropriated enough for 
Texas Medicaid to get the program through Spring 2013, when the Legislature can appropriate more to fill the gap—most 
likely from the still-growing and still largely untapped Rainy Day Fund.  

Why This Matters 

• If the Legislature had cut another $5 billion GR on top off the roughly $2 billion GR in actual cut-backs adopted for 
Medicaid and CHIP, it would have required slashing the programs and funding by about one third, which would be 
devastating to our communities and the health care safety net. 

Concerns and Challenges 

• Advocates will need to make sure that the IOU is not transformed into a new, far deeper round of cuts. Nearly $5 
billion GR in Medicaid cuts will be no more acceptable in 2013 than it is in 2011.  

• Advocates must also be on the lookout for attempts in 2013 to convert any unachieved Medicaid savings from budget 
“rider” language into additional program cuts, given the very substantial cuts already being applied to the vulnerable 
Medicaid population. 

• While state officials commonly talked of using the Rainy Day Fund in 2013 to cover the Medicaid IOU, advocates 
need to be alert to the danger that come 2013, some will instead call for cuts to cover what will then be a deficit 
instead of using the Rainy Day Fund.  

• It is possible that state revenues will improve between now and 2013, but state budget officials agree that the state now 
faces a recurring $10 billion per biennium “structural deficit,” meaning every two-year Texas budget will be short at 
least that amount until the Legislature takes steps to fix our tax system and fill the gap. Without revenue reforms, deep 
cuts to public schools, Medicaid, and all our key public services will be unavoidable.  

Eligibility System Recovery 
Texas’ eligibility and enrollment systems for public benefits (including Medicaid and CHIP) performed far better in 2010 and 
2011 than in the troubled period from 2005-2009. Accuracy, speed, and customer service have all improved. Intensive efforts 
to correct earlier problems with the TIERS computer system (which supports eligibility and enrollment) appear to have been 
effective, and TIERS use continues to be expanded without mishap. Despite deep across-the-board state budget cuts HHSC 
eligibility staff were not reduced in the 2012-2013 budget, but no staff increases to deal with increased enrollment were 
approved, either.  

HHSC is implementing greatly expanded online systems for applications, renewals, updates and communication. In addition, 
two new 2011 laws help shape the effort to modernize, improve performance, and minimize staffing needs in the eligibility and 
enrollment system. HB 2610 establishes a training and certification program for community-based organizations and 
promotora/community health workers who partner with HHSC to provide application assistance. The law also established a 
new advisory committee to help HHSC improve community partnerships and increase the use of the online systems. HB 2819 
directs HHSC to improve client communications, make better use of technology and reallocate staff to streamline certain steps 
in the eligibility process, and establish stronger performance measures to improve the performance of frontline staff.  

With these new laws the agency has a clear legislative directive to continue on a path of modernization and ever-increasing use 
of community partners. Advocates and agency alike are hopeful that these efforts and the new web-based capacity will reduce 
staff workloads and help the agency keep up with the growing demand for services.  
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Why This Matters 

• Medicaid, CHIP, and SNAP (food stamp) rolls continue to grow in Texas, so it is critical that the state have a plan for 
maintaining acceptable speed and accuracy in enrollment despite limited ability to add staff given the current budget 
situation. 

 
Concerns and Challenges 

• Texas’ eligibility and enrollment system needs to be ready for the roll-out of major insurance coverage reforms in 
national health care reform (Affordable Care Act) in 2014. In January of that year, state Medicaid enrollment systems 
must be ready to interact smoothly with new state health insurance exchanges, and have the capacity to begin enrolling 
thousands of new low-income adults (e.g., the parents of children on Texas Medicaid today) who can apply for 
Medicaid coverage.  

• In 2010, around 1.4 million U.S. citizen Texans between the ages of 19 and 65 and with incomes below 133 percent 
of the federal poverty line were uninsured. They will not all enroll in Medicaid in 2014, nor will they all try to enroll 
overnight. Still, the system must be ready to handle significantly higher volumes. 

• A fully modernized and streamlined system will be critical to providing good, speedy, and accurate customer service 
for larger numbers of Texans, while at the same time minimizing the number of public employees needed to get the 
job done. 

“Texas Healthcare Transformation and Quality Improvement” Medicaid 1115 Waiver  
Texas HHSC requested in July 2011, and received conditional federal approval for in September 2011, a Medicaid 1115 
waiver. The waiver is designed to protect federal Medicaid funds for the state, and at the same time promote service delivery 
and payment reforms consistent with the national movement toward health homes, clinical integration, and payment systems 
tied to improved outcomes.  

Preserving Federal Medicaid Funding. Texas today pays out nearly $2 billion a year in federal funds to hospitals in extra 
“Upper Payment Limit” (UPL) funds to help make up for low Medicaid rates. Most of the roughly $1 billion in required 
annual state share of Medicaid matching dollars is provided by local governments (county hospital districts), and not the state 
treasury. UPL makes up about a quarter of all Texas Medicaid hospital payments, but these payments are not allowed under 
federal law when an HMO—rather than the state—is paying the hospital bill. HHSC developed the waiver proposal as a way 
to maintain the current funding stream for hospitals, while also raising the standards for hospitals to qualify for those funds. 

New Payment Pool. The waiver concept approved for Texas allows the statewide expansion of Medicaid managed care, while 
protecting federal UPL funds. A new funding pool will be set up that includes the former hospital UPL funds; funds from 
physician upper payment limit programs; any savings from implementing HMO-based Medicaid Managed Care; and a limited 
amount of currently unmatched local and state spending on the uninsured, as approved for inclusion by federal Medicaid 
authorities.  

The pool would make two kinds of payments. First, it would repay hospitals for care provided to uninsured Texans. Second, it 
would make incentive payments to hospitals that improve patient outcomes and care coordination, called “delivery system 
reform incentive payments.” To qualify for payments, a hospital will have to participate in a Regional Healthcare Partnership 
(RHP, explained below), document its provision of uncompensated care, and report on and meet performance improvement 
goals. At the beginning, most pool funds (80 percent) would be paid out for uncompensated care to the uninsured, but by the 
fifth year half of the pool payments would be devoted to reform incentive payments. 

Regional Healthcare Partnerships. The RHPs will be partnerships anchored by the public hospitals and local governments 
that current provide the state-share dollars for UPL payments, and under the waiver will provide state-share dollars for the new 
payment pool. The waiver anticipates that each RHP can develop a unique five-year plan for delivery system reforms, which 
will determine how incentive payments for the participating hospitals can be earned. Both public and private hospitals may 
participate in the RHPs, as long as they provide care to the uninsured and/or meet goals for system reforms.  
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HHSC proposes four general categories of RHP projects:  
(1) “infrastructure development,” broadly defined as including changes to “people, places, processes and technology” needed 
for delivery reform. 

(2) “Program innovation & design,” including testing and replicating new models of care.  

(3) “Population-focused improvement,” involving hospital measurement and reporting on patient experiences, effectiveness of 
care coordination, prevention, and health outcome track records of their at-risk patient populations.  

(4) “Clinical improvements,” in which hospitals will be required to make improvements toward specific new quality and 
patient safety goals. 

Next Steps. Federal Medicaid officials gave Texas HHSC approval to move ahead with the Medicaid Managed Care roll-out 
steps planned for September 2011, but much more work remains and many specific decisions must be made and approved. 
The next step in Texas’ process involves working with the federal agency to draft the “special terms and conditions” that will 
apply to Texas’ waiver. That document serve as a sort of contract between the state and federal agencies, and usually includes 
specific goals and products the state has promised, including spelling out a timeline for any future actions, decisions, or 
reports.  

Why This Matters 

• The current expansion of Medicaid Managed Care in Texas will not result in large losses in federal payments to hospitals 
because of this waiver. 

• The waiver program would help support the Texas hospitals that already care for large numbers of uninsured Texans. It 
may also encourage other Texas hospitals to provide more care to the uninsured, and to adopt more transparent public 
policies about the availability of care for the uninsured. 

• The legislature also authorized HHSC to pursue Medicaid waiver authority to provide coordinated care to populations 
receiving locally funded services for chronic health conditions (e.g., mental health conditions, HIV, diabetes, etc.), as part 
of SB 1 in the first called session. Advocates have an opportunity to engage in the waiver development process to 
encourage that this new legal authority be put to work improving access to cost-effective care for chronic care populations.  

• The waiver could help prepare Texas’ health care infrastructure for health reform changes planned under the Affordable 
Care Act, including a larger insured population, and a movement away from rewarding health care providers for mere 
volume and toward conditioning payment on better outcomes and cost-effective care.  

• HHSC’s original request to federal officials proposed limiting all adults in Texas Medicaid to three (3) prescription 
medications per month, though Texas Medicaid Managed Care had imposed no such limits on adults previously. Texas 
stakeholders protested the limit, questioning how delivery reform, safety, care coordination, and improved outcome goals 
could be achieved under the limit. State officials agreed to remove the limit, and that decision is reflected in federal 
approval correspondence.  

Concerns and Challenges 

• Public input process prior to July 2011 waiver submission was very limited, with only several large public hospitals 
included in agency policy development. Stakeholders should have an opportunity to have meaningful input into—not 
merely comment on—the key provisions of the Terms and Conditions of this waiver. An ongoing process for dialogue 
with stakeholders on waiver policy development should then be established for the life of the waiver.  

• Advocates must monitor and engage in policy development for this waiver to insure that standards are set high for 
reimbursing uncompensated care and for delivery system incentive payments. Meaningful progress toward well-
coordinated care in a medical home should be pursued as rapidly as possible while acknowledging that reasonable time is 
needed for systems to make reforms. 
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• Enhancing federal match for Texas local government investments in health care is a positive development for the state. 
Still, advocates must be vigilant to ensure that the waiver does not become a means for the state Legislature to reduce its 
support for health care or to cost-shift responsibility for Medicaid to local governments.  

New Texas Laws: Ending Medicaid, Possibly Medicare, and CHIP as We Know Them?  
The 2011 legislature adopted statutory changes needed to authorize the 1115 waiver described above and the Medicaid 
Managed Care expansion it involves. The legislature also passed into law two other bills proposing major restructuring of 
Medicaid and other health care programs. One new law directs HHSC to seek a capped-funding federal Medicaid waiver that 
would exempt Texas from minimum standards in federal law related to who Medicaid covers and what health care they 
receive. The second directs state government to seek permission from Congress and the President to opt out of Medicare, 
Medicaid, and CHIP, and to convert all of Texas’ federal health care funds into a single block grant based on 2010 funding 
levels. Similar to the first bill, if this “compact” were approved Texas would not be required to meet federal standards for 
Medicare, Medicaid, CHIP, or any other federal health care programs (only veterans and Indian health care could not be 
changed). In both proposals, Texas would give up the guarantee of federal funding growth when enrollment grows, in return 
for the “flexibility” to reduce eligibility and services covered. 

These bills were controversial, and did not pass in the regular legislative session, but were added as amendments to “must-pass” 
legislation during the June 2011 special session (SB 7, first called session of 82nd legislature). As a result, the Texas Medicaid 
program technically has been legally directed to pursue multiple different major changes that may be mutually exclusive. How 
these overlapping directives will be handled by the agencies and the impact on clients cannot be fully understood at this time.  

Why This Matters 

• The passage of these bills into state law into state law indicates the strong influence of legislators who oppose public health 
insurance programs to such a great extent that they supported no longer having a single national standard for Medicare 
coverage and benefits. 

• Neither of the two proposals for major health care coverage re-structuring represented by these bills could gain approval by 
the current U.S. Congress or president. For now, their impact is symbolic.  

Concerns and Challenges 

• However, Texans must be aware that authority for these drastic policy changes are now part of state law. The state now 
can technically pursue a block-grant-type substitute for Medicaid, CHIP, Medicare, and most other federal health care 
funding streams. Under different federal leadership, these changes could in the future be requested from and approved by 
the federal government.  

Other Key Health Care Services 
Medicaid and CHIP, due to their large federal matching funding contributions, make up the lion’s share of Texas’ state-
government-sponsored healthcare spending, but some of our population’s most critical health needs are provided through 
other programs, most of which rely on a combination of federal and state funds.  

Early Childhood Intervention (ECI) 
ECI is a program supporting families with children (ages birth to three) with disabilities and developmental delays, with 
developmental services to help their children reach their potential. ECI is state and federally funded through the Individuals 
with Disabilities Education Act (IDEA, P.L. 108-446). ECI provides evaluations and assessments at no cost to families, to 
determine eligibility and need for services, and asks families who can afford to do so to share in the cost of services using a 
sliding fee scale (based on family size and income after allowable deductions).  
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The ECI appropriation for 2012-2013 is about $4 million below the amount in the 2010-2011 Appropriations Act for the 
program, but over $47 million (over 14 percent) below the actual spending in 2010-2011. As a result, the Department of 
Assistive and Rehabilitative Services is increasing family co-payments, and narrowing eligibility criteria for the ECI program by 
requiring a slightly longer measured delay to qualify. The agency expects to serve nearly 28,000 children and their families per 
month, compared to an actual 30,000 per month in 2009 and an estimated 32,000 children per month in 2011. 

Why This Matters 
• With early intervention during the critical zero-to-three period, many children can fully eliminate a developmental delay, 

and all children have their best chance at achieving their maximum potential.  

Concerns and Challenges 

• As with Medicaid, the legislature chose not to replace federal ARRA stimulus funds in the budget that had allowed ECI to 
reach more children in need. Clearly, more Texas babies and families need ECI services than the state has currently 
funded. Full funding of ECI should rank with prenatal care and immunization as a top priority for public investment, as it 
will save many more public dollars down the line.  

Women’s Health Services Through the Family Planning Program Cut Deeply 
Like every state, Texas funds family planning through both federal block grants and through Medicaid coverage. These 
programs provide not only birth control, but also preventive care and basic check-ups to low-income and largely uninsured 
women (one-third of Texas’ working age adults are uninsured). The 82nd Texas Legislature passed deep cuts in block-grant-
funded family planning care that will reduce the total number of Texas women served with birth control by at least 70 percent 
in 2012-2013. 

On the Medicaid front, the legislature took steps to prevent the complete shut-down of the special Medicaid family planning 
program, but unresolved legal disputes could force providers now serving 40 percent of the program’s enrollees to withdraw 
from providing care. Even though none of these programs fund or cover abortions, all of these 2012-2013 family planning 
cutbacks are collateral damage in legislative battles over abortion. 

The numbers: The appropriations act for 2012-13 says that the Department of State Health Services (DSHS) Family Planning 
programs will serve 61,135 Texas women in each year of the budget; this is down from the actual 211,980 served in 2010—a 
reduction of 150,845, or a 71 percent reduction in clients served in the DSHS programs in a single year. 

The LBB estimated the 2010-2011 DSHS Family Planning spending at over $111 million, compared to appropriations for 
2012-2013 of $37.9 million for the biennium. That’s a reduction of $73.2 million from 2010-2011, or a 66 percent or two-
thirds cut.  

Texas Medicaid pays for more than half of Texas births, but Medicaid coverage is not available to most low-income uninsured 
women either before or after their pregnancy. In 2005, Texas created a special Medicaid family planning program called the 
Women's Health Program (WHP), that allows US citizen women ages 18 to 44 whose income levels would qualify them for 
Medicaid maternity coverage to also get family planning services. Texas saves $10 for each $1 it puts into the program, and 
renewal of WHP is officially estimated by the LBB to save the state over $83 million in 2012-13. 

Texas’ program, which is projected to serve about 120,000 additional low-to-moderate income women, is expected to be 
renewed with federal Medicaid authorities. However, budget language excluding Planned Parenthood affiliates from 
participating in the program could create a serious access crisis for WHP clients, because Planned Parenthood clinics today 
serve about 40 percent (48,000) of the program’s clients. The legal question of whether the state can exclude Planned 
Parenthood clinics is being argued in the courts.  

Combined, the DSHS and Medicaid Family Planning programs without cuts would have been projected to serve at least 
332,000 Texans every year. A reduction of over 150,000 served (i.e., even assuming there is no reduction in Medicaid WHP 
women served) would be more than a 45 percent cutback. 
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Why This Matters 

• Access to family planning is both a public health and an economic opportunity issue.  

• Access is critical to reducing several Texas challenges: high and growing rates of pre-term births, births too close together 
causing medical risks for the newborn, and births to unmarried teen moms. More than half of all Texas births are reported 
unplanned, and maintaining access to family planning services is essential to making sure this number does not grow. 

• Access to the tools to plan the timing and size of our families is critical to promoting healthy infants, but it is also a critical 
to reducing poverty. Making sure all Texans have access to the tools they need to plan the timing and size of their families 
is a critical piece of the puzzle in building equal economic opportunity for Texans who aspire to overcome poverty, join 
the middle class, and realize prosperity. 

Concerns and Challenges 

• The DSHS family planning programs that have been cut by two-thirds were able to serve Texas teens, unlike the Medicaid 
WHP, restricted to those 18 and older. Texas already has one of the highest teen birth rates in the U.S., ranking 48th 
among the states.  

• Reduced access to family planning care will result in more unplanned pregnancies in Texas, and the fiscal and social costs 
may be high. According to HHSC data, the average 2009 cost of a Medicaid delivery alone was approximately $2,256. 
The newborn child is then covered by Medicaid for a year at an average cost of $9,012, for a combined average cost of 
over $11,000, of which the state’s share would be about $4,400.  

• LBB analysis of the impact of the DSHS family planning cutbacks projects over 20,000 additional low-income 
pregnancies will result, costing Texas Medicaid over $98 million GR.  

Mental Health and Substance Abuse Services 
Funding for community mental health services in the DSHS budget escaped deep cuts below 2010-2011. However, no 
funding is provided to allow for inflation or population growth, so service levels per person will likely be reduced in some 
programs.  

• The number of children receiving community mental health services in 2012-2013 is projected to be the same as in 2011, 
though lower than in 2010. The 2012-2013 number represents a 6 percent gain over children served in 2003, though not 
enough to keep up with population growth.  

• The number of adults receiving community mental health services has been flat since 2009, and remains at essentially the 
same number served in 2003, though the state population has grown by 3.3 million (15 percent) and the number of 
uninsured Texans by nearly 1 million.  

• The Legislature also expressed an intent to maintain state and community mental health hospital bed capacity, contingent 
on DSHS implementing $15 million in cost-containment policy changes in the state facilities. 

• The number of adults and youth receiving substance abuse treatment is held at the 2010 level.  

Other DSHS Health Care Programs: Some Fall Behind 
As the historical table below illustrates, both funding and numbers of Texans served were reduced by the Legislature from 
2003 levels to 2005 for most (but not all) of the non-Medicaid-funded health care programs at the Texas Department of State 
Health Services (DSHS). While a majority of these programs serve more Texans today than in 2003, several do serve fewer 
than in 2003—Children with Special Health Care Needs, Community Primary Health Care, Family Planning, Maternal and 
Child Health—despite state population growth of 3.3 million (15 percent) since 2003. The rest of the programs listed either 
serve roughly the same number as 2003 (adults in community mental health programs), or have experienced growth as shown 
in the right-hand column of the table.  

Maternal and Child Health. Women receiving health services from the Maternal and Child Health Program (Title V) have 
declined below 2003 levels, largely because the CHIP Perinatal program now funds a such a large amount of prenatal care, 
with around 36,000 expectant mothers per month served. The amount of the federal Title V block grant to Texas authorized 
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by the U.S. Congress has remained flat or even decreased slightly since 1993, so the funding for Texas has lost more than one-
third of its buying power. Without the CHIP Perinatal program, access to prenatal care services would be severely reduced in 
Texas. Because of the CHIP support for prenatal care, Texas has been able to increase the share of Title V devoted to other 
children’s health care needs.  

 
 
Why This Matters 

• Because population and inflation grow (nearly) every year, when the Legislature fails to increase program funding, 
either the number of people served or the level of service must drop. Often the programs that are cut are the only 
source of care for some uninsured Texans, especially those with low and moderate incomes.  

• DSHS’ traditional public health systems are a fundamental building block of our society which cannot be neglected 
without serious consequences: clean water, disease control, and food that is safe to eat.  

Concerns and Challenges 

• Neither the U.S. Congress nor the Texas Legislature have supported critical public health programs with funding that 
keeps up with population growth and inflation.  

• As the Title V Block Grant graphic above illustrates, Texas’ block-grant-funded public health and mental health 
programs have faced outright cuts and failure to cover the costs of growth by both state and federal government. The 
federal funding history of the Title V Maternal and Child Health Block Grant provides a clear illustration of how 
converting federal programs like Medicaid and Medicare into block grants could leave states with huge unmet needs 
and an inadequate federal funding partnership. 

• As of August 31, 2011, there were 933 children on the waiting list for the Title V-funded Children with Special 
Health Care Needs services. 
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Texans Served in Key Health Care Programs at  
Department of State Health Services, 2003-2013 

 Expended 
2003 

Expended 
2005 

Expended 
2007 

Expended 
2009 

Estimated 
2010 

Budgeted 
2011 

Appropriated 

2013 
Change 
from 
2003 

Children with Special 
Health Care Needs 

1,463 1,890 2,255 1,416 1,433 1,239 1,000 -31.6% 

Adults, Mental Health 
Community Services 

52,448 46,574 51,014 52,548 53,402 52,484 52,484 0.1% 

Children, Mental Health 
Community Services 

11,431 10,261 11,443 12,664 13,462 12,206 12,206 6.8% 

Clients Receiving New 
Generation Medications 

15,898 18,088 18,379 21,032 21,808 21,000 21,000 32.1% 

Substance Abuse 
Treatment for Adults* 

43,702 
32,651/ 
4,189 

40,896/ 
6,528 

43,612/ 
4,955 

5,360 5,360 5,360 
28.0% 
Compared 
2005 

Substance Abuse 
Treatment for Youths* 

5,661 7,377/ 614 7,477/ 915 768 747 750 750 
22.1% 
Compared 
2005 

State Mental Hospitals 
(average daily census) 

2,265 2,291 2,319 2,342 2,339 2,477 2,477 9.4% 

Kidney Health Program 22,834 18,565 17,187 19,106 19,667 20,060 18,313 -19.8% 

HIV Medication Program 12,317 14,474 13,068 13,854 15,658 15,215 16,142 31.1% 

Immunizations**  
(doses administered) 

6,779,302* 11,091,915 12,827,417 12,734,334 13,780,547 14,290,417 14,576,225 
31.4% 
Compared 
2005 

Primary Health Care 95,613 87,709 87,094 93,837 109,581 85,000 65,000 -32.0% 

Family Planning 269,105 290,318 238,947 229,335 211,980 258,241¥ 61,135 -71.2% 

Infants & Children 
Served, Maternal and 
Child Health 

40,442 38,450 44,673 30,104 33,818 30,233 30,223 -25.3% 

Women Served, 
Maternal and Child 
Health 

58,259 53,251 59,604 21,068 18,658 18,687 18,687 -67.9% 

Number of WIC 
participants 

851,943 888,138 912,171 1,034,238 1,028,001 1,060,886 1,031,671 21.1% 

Sources: Legislative Budget Board, Legislative Budget Estimates for the 2012–13, 2010-2011, 2008-2009, and 2006-2007 Biennia; SB 1 
General Appropriations Act for 2012-2013.  
*Measure switched from annual unduplicated to average monthly clients. 
**Value for 2003 not comparable, because this measure has been re-designed. 
¥ Actual 2011 value is expected to be lower than this estimated figure.  
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Health Reform Implementation  
With 24.6 percent of Texans of all ages uninsured in 2010, Texas needs improved access to commercial and public insurance 
more than any other state—and stands to gain more in terms of newly covered citizens and federal financial support for that 
new coverage under the federal Affordable Care Act of 2010 (ACA, the federal health reform law).  

Where Texas Stands 
The latest data from the U.S. Census Bureau show that in 2010, Texas remained the state with the highest uninsured rate in 
the nation at 24.6 percent. The total number of uninsured Texans is 6.2 million people, roughly 250,000 fewer than in 2009. 
Working-age adults saw a small increase in coverage through job-based insurance—a slight reverse in the long-term trend in 
loss of job-based coverage, made even worse by the recession. Despite the modest up-tick, Texas’ working-age adults are still 
nearly twice as likely as children to be uninsured.  

Thanks to more children signing up for Medicaid and CHIP’s public insurance, Texas can celebrate a decline for a second 
consecutive year in the number and percent of uninsured children. In contrast to adults, Texas children continued to lose 
coverage through their parents’ job-based insurance in 2010, but Medicaid and CHIP more than made up for the loss in job-
based coverage, showing the essential role of these programs in protecting children during economic hard times.  

That our state’s overall uninsured rate did not worsen and may have improved slightly in the same year that poverty increased 
and median incomes declined is a modest but welcome bit of good news. 
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Early Texas Health Reform Gains 
Several ACA provisions are already in effect and are helping Texans access and keep their health care right now: 

• The Pre-existing Condition Insurance Plan provides good coverage for people with pre-existing conditions who have 
been uninsured for six months or longer.  

• Young adults can stay on their parent’s policy until their 26th birthday, even if married or a full-time student, unless the 
child is already eligible to enroll in employer-sponsored coverage. Uninsured Americans 19-25 have already dropped by 
nearly 1 million from 2009 to 2010 as a result.  

• Many of Texas’ biggest employers (private sector and public) are getting help lowering the cost of health care for their 
early retirees. More than 200 large Texas corporations and state land local governments—including AT&T, American 
Airlines, Southwest Airlines, and Texas Instruments—have received over $296 million in reinsurance support to keep 
health coverage affordable for early retirees.  

• Insurers cannot deny coverage to a child based on the child’s pre-existing condition. This is helping kids get and keep 
group coverage and family policies. Texas Blue Cross and Blue Shield sells “child-only” plans, and the Texas Department 
of Insurance is developing rules to encourage more companies to sell coverage for kids.  

• The Consumer Health Assistance Program (CHAP) funded through the ACA and housed at the Texas Department of 
Insurance has already fielded nearly 5,000 calls from Texans who are looking for health coverage options, need 
information on their rights under law, or need assistance appealing a health plan’s denial of treatment. CHAP can be 
reached toll-free at 1-855-TEX-CHAP or www.chap.texas.gov.  

• Tax credits of up to 35 percent of a small employer’s cost of coverage are available to help eligible small businesses afford 
insurance.  

• Year-to-year health plan rate hikes now are subject to review at the state and federal levels to make sure they are 
reasonable. 

• Health Plans now report the share of every premium dollar that pays for health care. The shares (“medical loss ratios”) 
reported for 2010 by Texas’ top 8 individual-market insurers who cover 90 percent of Texans in that market ranged from 
a low of 60.5 percent to a high of 87.8 percent (i.e., as little as 61 to as much as 88 cents on the premium dollar). 

• Nearly 20.5 million Medicare enrollees got a free Annual Wellness Visit or other preventive services this year -- with no 
deductible or cost sharing, including 1,445,888 people in Texas. Examples: annual wellness visit; mammograms and 
cervical cancer screenings; cholesterol and other cardiovascular screenings; colorectal and prostate cancer screenings, bone-
mass measurement, diabetes screenings, flu and pneumococcal vaccines, to name a few.  

• Nearly 1.8 million people with Medicare got discounts on brand-name drugs in the Medicare Part D coverage gap (the 
"donut hole“) between January and August of 2011, including 103,818 people in Texas. The total value of discounts to 
people with Medicare in the donut hole in Texas is $58. 6 million through 8/2011, with an average savings of $565 per 
person. 

• Medicare Advantage and Part D drug plans are a better deal for the second year in a row. In Texas, 91.1 percent of 
Medicare enrollees have access to a Part D plan with a lower 2012 premium than they paid in 2011. Average Medicare 
Advantage premiums will also be 4 percent lower in 2012 than in 2011, and 100 percent of Texans have access to a 
Medicare Advantage plan that doesn’t charge a premium. 

The reforms listed above, along with other modest but significant gains in small employer coverage in Texas from the Healthy 
Texas coverage program and the TexHealth “three-share” programs across the state, are helping to keep Texans’ access to good 
affordable coverage from dropping even further.  

What Health Reform Will Bring Texas in 2014 
Large-scale coverage solutions under the ACA are set to launch in January 2014, bringing new market rules which will be 
needed before Texas can see a major change in our uninsured profile. Provisions that enable significant expansion beginning in 
2014 include: 

http://www.chap.texas.gov/�
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• Uninsured US citizens with incomes over the Medicaid limit but less than 4 times the poverty level ($88,400 for family 
of four) will be able to buy insurance through a new health insurance exchange, with an upper limit on the percentage of 
their income that premiums and out-of-pocket costs can consume. The biggest share of uninsured Texans today would 
qualify for this sliding-scale help with private insurance, with no state budget dollars required.  

• Starting in 2014, insurers will not be able to deny coverage to any individual or small business—or be able to charge 
them more based on health history, pre-existing conditions, group size, or kind of work they do. Small employers with 50 
or fewer full-time workers will not have to provide coverage, and will not be subject to any penalties.  

• Medicaid will expand to cover U.S.-citizen adults up to 133 percent of the federal poverty level ($29,726/year for a 
family of four). This would make most parents of children on Texas Medicaid qualify for coverage. (Today, Texas 
Medicaid covers 2.5 million children but fewer than 225,000 of their parents—and covers adults without children only 
while pregnant or if fully disabled.)  

 

Preparing Texas for Health Reform: How are We Doing?  
Getting our state ready to provide coverage to millions more Texans is a serious challenge. Preparing the state for health reform 
has not been a priority for top state leadership who have expressed opposition to the ACA. Here is how the Texas Legislature 
performed in the 2011 session on the top five legislative goals identified as key to preparing Texas for 2014.  

Build Good Health Insurance Exchange 
The ACA creates new health insurance "Exchanges" that will open in every state in 2014. An exchange is a competitive 
marketplace for health insurance—think of Travelocity for airplane tickets and Amazon for books—that will give consumers 
more control, quality choices, and better protections when buying health insurance. Though several bills were filed during the 
2011 session to create a Texas-based Health Insurance Exchange, a Governor’s veto threat ultimately halted those efforts. 
Momentum for a state-run exchange—without one, the federal government would design and run an Exchange for Texas—
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came from many sectors, with bill sponsors from both parties, and statements of support from health plans, physicians, 
hospitals, business groups, and policy and advocacy groups ranging from conservative to progressive. Media reports indicated 
that the Governor’s office opposed adopting any legislation to implement the ACA before a U.S. Supreme Court decision is 
reached on challenges to the new law’s individual mandate.  

The Texas Department of Insurance and the Texas Health and Human Services Commission did apply for and receive about 
$4 million federal ACA funds. These include grants for a consumer assistance program at TDI, rate review capacity-building at 
TDI, and Exchange Planning shared between HHSC and TDI. However, these steps were taken before the 2011 session, 
before the launch of the 2012 Presidential campaign, and under the previous TDI Commissioner. The $1 million Exchange 
planning grant received in 2010 means that some Exchange analysis and planning has been undertaken. Texas is allowed to 
apply for additional planning grants every 3 months, so our state could add more resources for these planning efforts, even 
without a state law authorizing an Exchange.  

Federal rules for Health Insurance Exchanges are in a public comment period in the Fall of 2011, and there are indications 
that states that are too far behind in the process of developing an Exchange can expect to have coverage provided through a 
federal Exchange, at least temporarily until the state can “catch up” and demonstrate its state systems are ready to perform.  

How Are We Doing?  

• Texas consumers gained some improvements in the leading exchange bill (HB 636) before the process came to a halt: 
enhancing agency coordination, adding a consumer representative to the exchange board, greater transparency 
through open records and open meetings laws, and ensuring that “navigators” who help consumers enroll in exchange 
coverage are drawn from a diverse array including community-based organizations. These gains may help lay a 
foundation for a more consumer-friendly exchange structure and law in the event that an exchange-related special 
session is called in the future. 

• Agency planning already undertaken, plus the limited legislative negotiations on an Exchange bill mean Texas is not 
completely unprepared to build an exchange. Still, a very large amount of work remains for Texas. For example, TDI 
has neither the legal authority to enforce the ACA provisions already enacted (e.g., no pre-existing condition denials 
for kids, dependent coverage to age 26), nor the reforms that will take effect in 2014 . 

• Unless Texas takes steps very soon to apply for additional Exchange planning grant funds and pursue aggressive 
planning, our state will certainly be served by a federal Exchange in 2014. In addition, only by pursuing more funding 
under this same planning grant will Texas Department of Insurance be able to continue to operate its new Texas 
Consumer Health Assistance Program (CHAP), because the direct federal funding for these new programs was 
eliminated by Congress in summer 2011. If Texas does not request additional federal funding to maintain CHAP, the 
program, which has helped thousand of Texas consumers understand their coverage options and navigate insuers’ 
appeals processes, will end in April 2012. 

• Despite a tough climate for preparing for health reform, some modest pro-consumer gains passed in the 2011 session. 
The TDI Sunset bill (HB 1951) included amendments authorizing the agency to adopt rules designed to increase the 
market availability of “child-only” insurance plans, and new requirements improving notice to consumers of rate 
increases. Texas’ Office of Public Insurance Counsel (OPIC) was maintained as independent agency, and authority 
and funding for the Healthy Texas Program for small employers and the sliding-scale help for low-income Texas 
Health Insurance Pool enrollees survived despite deep budget cutbacks.  

Bolster Texas Health Care Workforce 

Texas ranks 42nd among 50 states in the ratio of physicians to population and 47th in ratio of nurses to population. There is a 
shortage of every kind of health professional in Texas except Licensed Vocational Nurses. Physicians, registered nurses, physical 
therapists, clinical laboratory scientists, occupational therapists, pharmacists, dentists, audiologists, and other health care 
professionals all number less (per 100,000 population) than the national averages The most severe shortages in the health 
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professions are in the area of mental health services. In addition, the supply of health professionals in rural and border areas is 
even lower than in urban and non-border areas. Three in four Texas counties are designated Health Professions Shortage 
Areas.  

The 2012-2013 budget allows for some growth in support for health-related institutions of higher education, but some 
program sustained significant cuts. State support for Graduate Medical Education is reduced by almost a third, from $79 
million to $54 million. Funds for the Professional Nursing Shortage Reduction Program are cut by 40 percent, and about 
three-fourths of funding for both the Family Practice Residency Program and the Physician Education Loan Repayment 
Program is eliminated. Other primary care training programs are completely eliminated, including the Children's Medicaid 
Loan Repayment Program. 

How Are We Doing?  

Texas needs to plan and invest to build our health care workforce, both to reduce the current shortages and to prepare for 
large increases in demand when more Texans begin gaining coverage in 2014. Over $250 million in new federal medical 
education training funds have been allocated since ACA passage in 2010. Unfortunately, the Texas legislature did not 
build on this investment in 2011, but instead made cuts to key health care professional training. 

Build Modern, Efficient Enrollment Systems  
As described earlier in this report (“Eligibility System Recovery”), the 82nd Texas Legislature did not cut eligibility staff for 
2012-2013, empowered HHSC to continue modernization of the eligibility and enrollment systems for Medicaid and CHIP, 
and authorized more robust partnerships with community-based organizations to help connect Texans with services including 
health care.  

How Are We Doing?  

The steps taken in the 2011 session fall short of a fully-developed plan to prepare Texas systems for 2014 that can handle 
increased Medicaid enrollments and interact smoothly with a state or federally-run Exchange in 2014. Still, Texas HHSC 
was given significant tools to allow them to continue planning and improving systems, and was protected from damaging 
staffing cuts that might have made progress on system improvements impossible.  

Update Texas Revenue System  
Until our state leadership takes steps to fill the revenue hole it created in 2006 when business taxes were re-structured and the 
state budget took on a larger share of K-12 education school finance funding, Texas will face a recurring $10 billion per 
biennium “structural deficit,” meaning every two-year Texas budget will be short at least that amount. The Texas Comptroller 
today projects only modest recovery in state revenues, which may add as much as $1 billion more to the coffers for 2012-2013, 
but even with that additional revenues we will still fall short of what the state had for 2008-2009. Our 2012-2013 budget is $5 
billion short on K-12 spending and another $5 billion short on Medicaid (even after $2 billion in Medicaid cuts), so without 
revenue reforms our state will face even deeper cutbacks in 2013.  

How Are We Doing?  

According to the Texas HHSC, ACA-related Medicaid costs from 2014-2019 will call for as much as $5.8 billion in new 
state spending (assuming much higher percentages of eligible Texans enroll in Medicaid than is currently true), but Texas 
will also gain an additional $76.3 billion in new Federal matching funds over that period. In addition, the State 
Comptroller predicts Texas will gain $43.5 B in sliding-scale federal help to buy private Exchange coverage, with no state 
match required. Although the balance for Texas is quite favorable (at least a $13 gain for every $1 invested), we still have 
to be able to put up our share, to invest in our health care workforce, and make other prudent investments. 

In the current environment, without a “sea change” Texas will be unable to provide basic state services, let alone do an 
optimal job of building a modern health care system. Texans must come together to tell our elected officials that we expect 
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a sound, competent, basic infrastructure for our state—from education to health care to parks and even prisons—and to 
demand that they make the fixes to our revenue system that will make that possible. Only with a strong and clear message 
from the people of Texas will our leaders understand that we value our communities being able to compete with other 
states as a decent place to raise children and do business, over rock-bottom tax rates.  

Improve Quality and Slow Growth in Costs 
Reducing the rate of growth in U.S. health care spending is critical to long-term debt reduction and national financial stability. 
That the U.S. spends a much higher share of our economy on health care, yet fails to insure or guarantee a decent standard of 
care to all who work hard and pay a fair share, is a profound failure of our proud society. And, real control of health spending 
growth over the long term is absolutely essential if the U.S. is to establish and sustain the ACA’s vision of decent care for a fair 
share.  

The ACA incorporates support for every promising type of cost-containing, quality-promoting delivery and payment reform. 
Most of the ACA provisions focus first on the federally run Medicare program, where costs are highest, with provisions for 
coordination with Medicaid also included.  

The 82nd Texas legislature considered two bills in the regular session, SB 7 and 8, which established a legal framework for 
promoting delivery and payment reforms in Medicaid and CHIP, and for certification of clinically integrated “health care 
collaboratives.” These provisions were ultimately passed into law as parts of the 185-page omnibus bill SB 7 in the special 
session of June 2011. The new laws include promising provisions such as requirements for Medicaid HMOs to offer physician 
incentives to reduce E.R. use; developing payment systems that reward hospitals for reducing “potentially preventable” 
readmissions and complications, and as collection of the data that will be required to monitor those trends.  

In addition, as described above (“Texas Healthcare Transformation and Quality Improvement Medicaid 1115 Waiver”) the 
Medicaid waiver launched in September 2011 plans to make special payments to reward hospitals for improved outcomes on a 
variety of benchmarks. 

How Are We Doing?  

Despite the political opposition of key Texas leaders to the ACA, Texas has made positive steps toward developing the 
“holy grail” of health care payment reforms: systems that will not reward providers or insurers for providing too much or 
too little care, but will only reward them for providing high-quality and cost-effective care. However, none of these new 
Texas proposals is more than a concept at this time, and Texans will need to monitor and stay involved in the evolution of 
payment and delivery reforms in our state.  
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Promise and Peril  
It is a time of flux and uncertainty for health care access in Texas and the U.S. The uncertainty about the future of the 
Affordable Care Act is itself a challenge. Legal challenges—generally to the ACA’s individual mandate and not the entire act—
were filed by 26 states (some jointly). At present, most appeals court decisions are in favor of upholding the ACA, and it is 
significant that some judges with impeccable conservative credentials have authored such decisions.  

The U.S. Supreme Court will hear ACA cases in Spring 2012, with a June decision expected. No one can predict the outcome, 
but the court could (1) uphold the entire act; (2) strike down only the individual mandate; or (3) strike down only the 
Medicaid expansion; or (4) strike down the entire statute. The shape of health care work for Texas and the country will be 
profoundly affected by the court decision.  

But even if the act is upheld by the court, Congress can and will continue to make changes to federal health care laws, just as it 
has made changes virtually every year since Medicare and Medicaid were established. And, the current federal debate and 
negotiations over deficit and debt reduction pose real threats to those safety net programs. Major deficit reduction goals cannot 
be met without dismantling the safety net—unless a balanced approach is taken that includes revenues and does not rely on 
cuts alone.  

While any solution was certain to be imperfect, the ACA offers the best hope Texans have ever had for making substantial 
progress in reducing our state’s outrageous uninsured rate. If it is lost in the Supreme Court or repealed by a future Congress, 
progress on health care reform may be derailed for a generation. The ACA attempts for the very first time to create a health 
care financing structure where every American can access decent care, not for free, but at an affordable price. It would 
transform the commercial health insurance market into one where avoiding risk by denying coverage can no longer be a tool 
for profitability. And, it pursues a multitude of promising delivery, quality, and payment reforms in search of a system that will 
not financially reward either the over- or under-provision of care. More remains to be done, but the ACA is a good start.  
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About CPPP  

The Center for Public Policy Priorities (CPPP) is a nonpartisan, nonprofit policy institute committed to improving public policies to better 

the economic and social conditions of low- and moderate-income Texans. You can learn more about CPPP at www.cppp.org.  

Join us across the Web  

Twitter: @CPPP_TX    

Facebook: www.facebook.com/bettertexas  

YouTube: www.youtube.com/CPPPvideo 
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