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Health Care Costs:  
Examine the current status and future direction of the following programs: The Texas Healthcare 

Transformation and Quality Improvement Program Section 1115 Demonstration Waiver, including the 
DSRIP Transition Plan, and the Healthy Texas Women Section 1115 Demonstration Waiver. 

 
Executive Summary  
 
In December 2011, Texas received approval for a new Section 1115 Healthcare Transformation and 
Quality Improvement Waiver. The state’s largest Medicaid waiver to date, and one of, if not the largest 
of its kind in the nation, this new waiver encompassed all of Texas’ Medicaid managed care program, as 
well as billions of dollars in supplemental funding to hospitals and other “safety net” system providers. 
 
The waiver was renewed after its initial five-year period and is currently operating under an extension 
that is set to expire on September 30, 2022.1 While HHSC is continually looking towards waiver renewal 
for federal fiscal year (FFY) 2023, the most critical waiver-related issue currently facing the state is the 
end of Delivery System Reform Incentive Payment (DSRIP) funding in September 2021. Since its 
inception, the DSRIP pool has provided approximately $16.3 billion in supplemental payments to about 
300 participating providers, with hospitals accounting for almost 70 percent of the total payments.2 
 
In addition to the presumed waiver renewal and expiration of DSRIP funding, there are other challenges 
on the horizon that will most likely impact funding available to safety net providers and how Texas 
provides the matching funds to draw down the federal share of its supplemental provider payments. 
 
SB 750 (86R, 2019 - Kolkhorst/ SP: Button) also directed HHSC to examine the feasibility and cost-
effectiveness of serving the Healthy Texas Women (HTW) population through a managed care program, 
if the state’s outstanding request to implement a Healthy Texas Women 1115 Waiver is approved. 
 
The 87th Legislative Session will be the final session before many of the aforementioned changes and/or 
negotiations take place. Therefore, it is imperative that lawmakers use this interim process to focus on 
establishing guiding principles to provide the framework for waiver renewal negotiations and how the state will 
address the end of DSRIP funding, as well as identifying any additional issues that deserve further exploration.    



Texas Conservative Coalition Research Institute  www.txccri.org – PO Box 2659, Austin, TX 78768 2 

TCCRI offers the following recommendations and considerations as lawmakers prepare for these coming 
changes: 

 
• Develop or finalize an objective process for determining which DSRIP projects are not 

meeting established goals and should be ended without consideration of additional funding. 
• Require that any DSRIP programs, or future iterations of such programs, adhere to strict 

quality metrics and transparency reporting requirements so that federal and state leaders, 
as well as taxpayers, can clearly see how funds are being utilized.   

• Examine the use of LPPFs as a mechanism for non-federal match and the state’s approach 
should the use of provider fees be disallowed under federal rules.  

• In the presumed extension of the existing 1115 waiver in FY 2023, consider the impact of 
the perpetual maximization of federal funds and how the state will be affected in the future 
if this funding is decreased.  

• Ensure that, if the Healthy Texas Women Program is approved as an 1115 waiver, there is a 
clause that terminates participation in the waiver and reverts the program back to the state-
funded program in place today if, at some point in the future, the federal government does 
not allow the program’s prohibition of participation by abortion providers and their 
affiliates. 
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Background: Texas’ 1115 Transformation Waiver & Supplemental Payment Programs 

In December 2011, Texas received approval for a new Section 1115 Healthcare Transformation and 
Quality Improvement Waiver. The state’s largest Medicaid waiver to date, and one of, if not the largest 
of its kind in the nation, this new waiver encompassed all of Texas’ Medicaid managed care program, as 
well as billions of dollars in supplemental funding to hospitals and other “safety net” system providers. 
The waiver was renewed after its initial five-year period and is currently operating under an extension 
that is set to expire on September 30, 2022.3  
 
The 1115 waiver contains specific pools of supplemental funding and directed payments, including: 

• Uncompensated Care (UC)- these funds help compensate hospitals for serving low-income 
patients, including those enrolled in Medicaid and dually enrolled in Medicaid and Medicare; 

• Delivery System Reform Incentive Payments (DSRIP)- these funds were meant to help seed local 
projects to reform the healthcare delivery system to lower cost and to lower acuity/ preventive 
care.4 
 

This does not encompass all of the supplemental funding that hospitals receive outside of the waiver, 
such as Disproportionate Share Hospital (DSH), Graduate Medical Education (GME), and other provider 
payments. The Health and Human Services Commission (HHSC) reports that in FY 2020, Texas providers 
will receive approximately $11 billion in such funding (both within, and outside of, the waiver’s 
framework).5  
 
The purpose of these programs is to provide a means to increase supplemental Medicaid funding to 
certain providers without the use of state funds. Local dollars- taxes and Local Provider Participation 
Funds (LPPFs)- are used as match to draw down these additional federal funds via an intergovernmental 
transfer (IGT). However, because no state funds are used, these programs are “off-budget,” meaning 
they are not accounted for in the General Appropriations Act. And, while some reporting is required, 
these funds are not tied to specific patients and lack the level of accountability present that exists in a 
patient-specific claims reimbursement system. 
 
Expiration of Delivery System Reform Incentive Payment (DSRIP) Pool  

While HHSC is continually looking towards waiver renewal for FY 2023, the most critical waiver-related 
issue currently facing the state is the end of DSRIP funding in September 2021. Since its inception, the 
DSRIP pool has provided approximately $16.3 billion in supplemental payments to about 300 
participating providers, with hospitals accounting for almost 70 percent of the total payments.6 The 
following chart, taken from HHSC’s presentation to the House Committee on Human Services on 
November 12, 2019, shows how DSRIP payments have been distributed in waiver demonstration years 
(DYs ) 1-8: 
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Source: Texas Health and Human Services Commission7 
 
Anchored by 20 Regional Healthcare Partnerships (RHPs), Texas has more than 1,400 individual DSRIP 
projects across the state,8 and the state’s first extension application in 2015 indicates challenges in how 
best to adequately oversee and evaluate all of these demonstration projects for effectiveness and long-
term sustainability.9 Common DSRIP activities include chronic disease management, screening and 
follow-up services, increased provider access (extended hours, telemedicine), and vaccinations for 
targeted populations, to name a few.10 While benchmarks and evaluation measures have been 
established, the size and scale of this program creates an inherent difficulty in ensuring all of these 
projects are truly transforming the healthcare system and are able to be self-sustained in the future.  
 
While the 1115 waiver is a Medicaid waiver, and supplemental funds are generally intended to assist the 
state in serving low-income Medicaid and uninsured individuals, DSRIP projects can serve a larger 
population. As indicated in the chart below, of the estimated 11.7 million individuals served by DSRIP 
projects to date, 35 percent are classified as “other,” meaning not on Medicaid or low-
income/uninsured (HHSC also notes that the number of individuals served may be duplicated across 
projects, further illustrating the opacity that exists in funding mechanisms that are not patient-specific):  

DSRIP Payments by Provider Type
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Source: Texas Health and Human Services Commission11 
 
DSRIP payments were always meant as a temporary measure to help seed new transformation projects. 
The federal Centers for Medicare and Medicaid Services (CMS) reiterated this point in its 2017 waiver 
renewal letter to HHSC, explaining (emphasis added): 
 

Under the terms of this demonstration agreement, CMS will provide Texas with four years of 
additional federal matching funding for its DSRIP program. This will include two years of level 
funding, followed by two years of funding which will decrease each year. The fifth year of the 
extension, from October 1, 2021 through September 30, 2022, will not include any funding for 
DSRIP, to reflect the time-limited nature of DSRIP payments to support demonstrable delivery 
system transformation.12  

 
CMS goes on to direct Texas to “transition to a more strategic systemic effort focusing on health system 
performance measurement and improvement that achieves sustainable and effective delivery system 
reform,” and to submit a DSRIP transition plan.13 
 
The Draft Transition Plan was submitted to CMS on September 30, 2019, with the final version due by 
March 31, 2020. While the plan does provide some potential ideas for offsetting the loss of DSRIP funds, 
such as expanding the use of certain quality improvement programs, the 87th Legislature will 
undoubtedly be inundated by RHPs grappling for sources of funding to continue these 1,400+ projects. 
 
Additional Upcoming Challenges 
 
Though not directly mentioned in today’s charge, there are other upcoming challenges that will impact 
the 1115 waiver and the state’s safety net providers that bear mention.  
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Budget Neutrality Rebasing  
 
Beginning January 2021, CMS will rebase how it calculates the state’s budget neutrality under future 
1115 waiver renewals. Budget neutrality is the calculation used to prove that federal costs would not be 
higher under the waiver than they would have been had the waiver not been implemented- these 
calculations are known as “with waiver” and “without waiver” costs. The delta between these numbers 
(i.e. the “savings” achieved by the waiver) allows the state to draw down additional funds, as illustrated 
in the following chart:  
 
 
 
 
 
 
 
 
 
 

 
 

Source: Texas Health and Human Services Commission14 
 
This rebasing of with and without waiver costs will directly impact how much “room” is available to 
draw down supplemental payments. While there is likely not a lot of action necessary from the 
Legislature on this point, other than to urge HHSC to continue to ardently negotiate on the state’s 
behalf, this is a variable that should be kept in mind when considering a path forward on supplemental 
and safety net funding and the pressure that will likely be felt by affected providers to secure additional, 
possibly GR, funding.  
 
CMS Medicaid Fiscal Accountability Regulation (MFAR) Initiative  
 
Last month CMS proposed rules under its new Medicaid Fiscal Accountability Regulation (MFAR) 
initiative, which is designed to bring greater oversight and accountability to certain Medicaid funding 
mechanisms. While the goals of the rule include improving reporting on supplemental payment 
programs, clarifying definitions, and codifying some current practices, it will also bring greater scrutiny 
to the IGT and LPPF processes that Texas relies heavily on to provide the non-federal share of 
supplemental Medicaid payments.15 It appears that the state’s 26 Local Provider Participation Funds16 
(LPPFs) may be at greatest risk. 
 
The non-federal share needed to draw down federal matching funds must be composed of state or local 
tax dollars. Beginning in 2013, Texas began using LPPFs as a new mechanism to collect “local funds” to 
draw down federal Medicaid funding for the aforementioned supplemental programs. Over the past few 

Budget Neutrality
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sessions, multiple bracket bills have been adopted establishing these provider participation programs in 
various areas of the state. They all work in essentially the same way: a commissioner’s court votes to 
assess a tax on hospitals up to 6 percent of the net patient revenue. The money then goes into a local 
account to be used as an IGT to draw down supplemental federal dollars, or to fund their local county 
indigent care programs. While these programs were originally largely confined to mostly suburban and 
rural areas, LPPF programs have since been approved for Bexar, El Paso, Dallas, Harris, Tarrant, and 
Travis counties.17  
 
TCCRI has long cautioned against the unbridled use of LPPFs. Although all of the bills authorizing these 
programs phrase the tax under the auspices of a “participation fee,” it – regardless of terminology – is a 
provider tax, and it is only approved by the governing bodies of local governments (i.e. county 
commissioners, hospital district boards), not the voters. And, while many other 1115 Transformation 
Waiver funds have some form of quality or accountability metric requirement attached to them, these 
programs have no such requirement or assurance.  

In its fact sheet on the new MFAR rules, CMS notes: 
 

The proposed rule clarifies the prohibition on financial arrangements designed to mask 
impermissible donations. Currently, some states, localities, and private health care providers 
continue to design various complex financing structures to mask impermissible provider-related 
donations, which are used to fund the state share of Medicaid expenditures. This would help 
CMS’ ongoing efforts to ensure that the state share of Medicaid expenditures is funded in 
accordance with the law.18 

 
While the newly proposed rules will very likely undergo changes prior to final adoption, and it is too 
early to know if Texas’ current LPPF structure will be deemed problematic by the final regulations, there 
is a possibility that MFAR may impact the state’s ability to continue drawing down its current level of 
funding under provider participation programs. Regardless of whether or not these rules ultimately 
affect this funding scheme, TCCRI would like to reiterate our ongoing concerns about LPPFs as a 
perpetual Medicaid funding source.  
 
Healthy Texas Women Program  
 
Since 2014, Texas has operated a purely state-funded women’s health program. After the Obama 
Administration refused to allow Texas to prohibit the participation of abortion providers or their 
affiliates in its Medicaid Women’s Health Program, then-Governor Rick Perry directed the agency to set 
up a state program. 
 
Healthy Texas Women (HTW), the latest iteration of the state-run program launched in 2016, currently 
provides all of the former Medicaid Women’s Health Services, as well as some additional benefits, 
without the use of any abortion providers or affiliates. However, in 2017 HHSC applied for an 1115 
Healthy Texas Women Waiver in hopes that the Trump Administration would view the abortion provider 
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ban more favorably and would allow the state to once again draw down federal dollars for this 
program.19 
 
According to HHSC’s webpage dedicated to the 1115 Healthy Texas Women Waiver, no official word has 
been received from the federal government on this waiver request. However, SB 750 (86R) (Kolkhorst/ 
SP: Button) directed HHSC to examine the feasibility and cost-effectiveness of serving the HTW 
population through a managed care program, if the state’s outstanding request to implement a Healthy 
Texas Women 1115 Waiver is approved. 
 
Since almost all of the state’s current Medicaid population is served through the Medicaid managed care 
program, it only makes sense to do the same for HTW if, and when, it becomes a Medicaid program. 
And while the current administration is most likely supportive of Texas’ abortion provider ban, the state 
should build in safeguards to ensure the program can revert back to state funding if that direction 
changes in the future.  
 
Conclusion and Policy Recommendations 
 
With all of these changes on the horizon, the theme of the 87th Legislative Session, particularly as it 
relates to healthcare, will certainly be to preserve, and where necessary, “maximize” federal funding. 
While this may sound enticing, it is imperative to remember that federal money is not “free,” and Texas 
taxpayers and federal taxpayers are one and the same. All of these supplemental programs, under the 
auspices of maximizing federal funds, have undeniably opened up the spigot to draw down more federal 
dollars, and, once that spigot is open, it is almost impossible to turn off. If the federal government does 
choose to restrict the use of IGT/LPPF programs, or the federal money available to the state under the 
1115 Transformation Waiver decreases when the current waiver term ends in 2022, it is almost a 
certainty that these entities currently receiving such payments will seek GR funding to compensate for 
at least some of the loss of federal funds. 

Another concern with supplemental programs is the lack of transparency. Because these funds are “off-
budget,” they do not appear in the appropriations bill. While it is true that the state, via HHSC, has to 
track and account for all of these dollars, they are not highly visible and are not accounted for in the 
amounts appropriated to hospitals and other safety net providers in the state budget. 

The 87th Legislative Session will be the final session before many of the changes outlined in this testimony are 
scheduled to take place. Therefore, it is imperative that lawmakers use this interim process to focus on 
establishing guiding principles to provide the framework for waiver renewal negotiations and how the state will 
address the end of DSRIP funding, as well as identifying any additional issues that deserve further exploration.   
TCCRI offers the following recommendations and considerations as lawmakers prepare for these coming 
changes: 

 
• Develop or finalize an objective process for determining which DSRIP projects are not 

meeting established goals and should be ended without consideration of additional funding. 



Texas Conservative Coalition Research Institute  www.txccri.org – PO Box 2659, Austin, TX 78768 9 

• Require that any DSRIP programs, or future iterations of such programs, adhere to strict 
quality metrics and transparency reporting requirements so that federal and state leaders, 
as well as taxpayers, can clearly see how funds are being utilized.   

• Examine the use of LPPFs as a mechanism for non-federal match and the state’s approach 
should the use of provider fees be disallowed under federal rules.  

• In the presumed extension of the existing 1115 waiver in FY 2023, consider the impact of 
the perpetual maximization of federal funds and how the state will be affected in the future 
if this funding is decreased. While it is tempting to draw down additional federal funds, is 
this an investment the state would choose to make should the federal government ever end 
its share of the funding?   

• Ensure that, if the Healthy Texas Women Program is approved as an 1115 waiver, there is a 
clause that terminates participation in the waiver and causes it to revert back to the state-
funded program in place today if, at some point in the future, the federal government does 
not allow the program’s prohibition of participation by abortion providers and their 
affiliates. 
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