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Executive Summary
Medicaid’s future is bleak at best: its annual growth of 9 
percent and a poor track record of providing accessible 
health services leave little hope that it is the means by 
which Texans will have access to aff ordable health care.

Incremental policy changes are not suffi  cient to address 
the projected doubling of costs every decade. Texas now 
has the opportunity to reform the state’s Medicaid pro-
gram for the better. Reform must be carefully designed 
to ensure against recreating the same problems that have 
plagued Medicaid since its inception: rising caseloads 
and mandated benefi ts.

Th is paper proposes dramatic reforms to the way medical 
care and services are provided to low-income individuals, 
under a new assistance program: TexHealth. TexHealth 
off ers a starting point for the discussion of reforming 
Medicaid into a free market based program. TexHealth 
would change the dynamic of Medicaid from a defi ned 
benefi t program to a defi ned contribution program, al-
lowing individuals to make their own decisions in re-
gards to their health insurance needs.

A defi ned contribution program will not only allow bet-
ter access to health care, but allow Texas to subsidize in-
dividuals earning up to 175 percent of the federal pov-
erty level (FPL). TexHealth would subsidize the costs of 
purchasing health insurance in the private market, basing 
the amount of the subsidy on a sliding scale tied to the 
individual’s income and assets. Th e sliding scale struc-
ture removed the disincentive to earn above the quali-
fying FPL as the subsidy decreases sharply in the upper 
income categories to end within 10 percent of the cost of 
purchasing health insurance in the marketplace. Provid-

ing direct subsidies for health insurance motivates low-
income populations to obtain the health insurance that 
fi ts their particular circumstances, and not what the state 
decides they need. In conjunction with providing subsi-
dies for health insurance, TexHealth continues to provide 
long-term services and support: including home health, 
nursing home care, and community based services as 
currently provided. By “grandfathering” in the long-term 
services and support population, the same services would 
be delivered in the same way to current enrollees. Future 
services will then be modeled aft er successful consum-
er directed care plans and will include enrollee fi nancial 
participation where feasible.

Under a defi ned contribution plan, TexHealth will pro-
vide better access to health care services and be available 
to potentially 4 million more individuals than currently 
served, for less money. Initially, the state would spend  
$22.26 billion per biennium in subsidies to low-income 
Texans, $12.4 billion on long-term services and support, 
and $9.22 billion for implementation and administration, 
totaling 5 percent less than the state spent on Medicaid in 
the 2008-2009 biennium. TexHealth strives to off er the 
maximum amount of choice and freedom in health in-
surance decisions.

Reforming Medicaid is necessary, but it is possible only 
by recapturing the taxes paid by Texans to the feder-
al government that comes back to the state for funding 
Medicaid. Th is paper explores three possible methods to 
restore the state’s control of its budget: 1) through an in-
terstate compact; 2) through using the requirement for a 
health insurance exchange to put Medicaid clients into 
a subsidized, private insurance market; or 3) through an 
1115 waiver.
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Introduction
Medicaid’s fi nancially unsustainable future is no secret 
among Texans, with costs growing at 9 percent annually 
and the Patient Protection and Aff ordable Care Act of 2010 
(PPACA) expected to accelerate this growth. Th us far, Con-
gress has not demonstrated the will to provide a solution to 
rein in the costs of Medicaid, while providing the necessary 
safety net for low-income individuals.

Incremental changes to Medicaid at the state level will have 
little impact as long as federal Medicaid dollars continue to 
come with an increasing number of strings. Texas should 
take the lead in reforming Medicaid in a creative and bold 
way. 

Th is paper presents one viable state level reform to replace 
Medicaid. Under the proposed restructuring, Texas will ap-
ply free market principles in such a way that enrollees will 
be responsible for managing their own health care. Th e 
proposed solution emphasizes personal responsibility for 
enrollees in Medicaid in several ways. Personal responsi-
bility—lacking in the current Medicaid structure—incen-
tivizes enrollees to manage their own health care in a fi scal-
ly responsible manner, reducing overall expenditures. Th e 
proposed solution is discussed fully below.

Present Medicaid Structure
In 1965, the federal government enacted the Social Secu-
rity Act which created the federally subsidized Medicaid 
program to provide health services to low-income Ameri-
cans. Texas established its Medicaid program in 1967, ini-
tially providing health benefi ts to individuals receiving 
cash assistance under what is now Temporary Assistance 
to Needy Families and other recipients of cash assistance.1  
Nursing home care was also included in the initial coverage. 
In the past 40 years, Medicaid coverage has expanded in 
both size and scope to include individuals earning more in-
come, the disabled, pregnant women, and medically needy 
populations. 

Because Medicaid is a federal entitlement program, Tex-
as cannot limit the number of persons enrolled nor deny 
coverage to any who meet the specifi ed criteria. In 2001, 
2.6 million persons in unduplicated annual counts were 
covered under Texas Medicaid.2 In 2009, that number had 
grown to more than 3.3 million.3 Nationwide, Medicaid has 
grown from 45.76 million4 enrollees in 2001 to 64 million5 

in 2009. Its costs have grown signifi cantly as well, attribut-
able not only to the larger caseload but also a general in-
crease of the cost of health care. 

Medicaid pays in full for all of an individual’s health-related 
expenses—meaning the enrollee does not have a fi nancial 
responsibility for the medical expenses incurred. While 
Medicaid does allow for copayments for specifi c popula-
tions in limited instances, the costs of collecting the copay-
ments for such a small number of recipients outweigh the 
benefi t. Without reform, the growing costs and caseloads 
will bankrupt the state government. 

Who Is Covered Under Texas Medicaid?
In Texas, two distinct populations are eligible for Medic-
aid: the low-income population that comprises primarily 
women and children (referred to as the non-disabled popu-
lation), and the aged, blind, and disabled population who 
require long-term care (referred to as the ABD population). 
Th ere is a degree of overlap between these populations to the 
extent that some low-income women or children are also 
blind or have a disability. As shown in Figure 1, individuals 
qualify for Medicaid benefi ts based upon age and family in-
come in relation to the federal poverty level (FPL). Th e ABD 
population includes elderly and/or disabled individuals who 
may or may not qualify for Supplemental Security Income, 
a federal cash assistance program for low-income individu-
als with disabilities. Institutional and residential services 
include care in a skilled nursing facility, a state-supported 
living center, a state hospital, or an intermediate care facil-
ity for persons with mental retardation (ICF/MR). Commu-
nity-based services provided under a federal waiver include 
home health care, attendant care, and others.

Medicaid Funding
Th e federal and state governments jointly fund Medicaid. 
Th e federal government pays states Medicaid matching 
funds according to their Federal Medical Assistance Per-
centage (FMAP)—calculated annually based on the state’s 
per capita personal income. However, a state’s per capita 
personal income does not necessarily refl ect the number of 
persons living in poverty for a particular state, i.e., persons 
who qualify for Medicaid benefi ts. For instance in 2009, 
Texas had the nation’s 25th highest per capita personal in-
come but was also home to approximately 10 percent of the 
nation’s population living in poverty—a larger share than 
any state except California.6
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Th e federal government does not assign FMAPs below 50 
percent or above 83 percent. Historically, Texas receives a 
FMAP of approximately 60 percent. Small fl uctuations in 
the FMAP have a signifi cant impact on the state’s budget 
by millions of dollars. Each one-tenth percent decline in 
the FMAP shift s approximately $25 million of the costs of 
Medicaid to the Texas general revenue.7 Important to note 
is that Texas’ FMAP rating will decrease by 2.3 percentage 
points to 58.22 percent in 2012 (resulting in a loss of $1.25 
billion for the 2012-2013 biennium).8

Further reductions in the Texas FMAP are anticipated, 
even though Texas’ Medicaid population is growing.9 Fig-
ure 2 (next page) illustrates Texas’ FMAP rates from 2002 
through 2012. Th e American Recovery and Reinvestment 
Act of 2009 provided temporary increased FMAP rates for 
all states during the recession (2009-2011), to ensure that 
health care services operated at the same level as before the 
economic downturn.

Th e federal government does not limit the total amount of 
federal matching Medicaid dollars that a state may receive. 
Total Medicaid spending increased an estimated 8.2 per-
cent between fi scal years 2009 and 2010, and will continue 
increasing in the years ahead.10 Further, the more individu-
als and services that a state chooses to include in Medicaid 
programs, the more total money a state receives in federal 

matching dollars. New York, in particular, has taken maxi-
mum advantage of the funding structure by expanding eli-
gibility requirements.11 Even though New York is home to 
only 6.9 percent of Americans living at or below the poverty 
line, the state receives approximately 12.4 percent of total 
federal Medicaid dollars ($23.8 billion annually)—more 
than any other state and nearly twice as much money as 
Texas—with the FMAP rate set at the minimum rate of 50 
percent.12 Even though Texas is home to almost 10 percent 
of Americans living below the poverty line, and contrib-
utes 8.4 percent of the total federal tax revenue collected, 
the state receives only 6.8 percent of total federal Medic-
aid funding.13 Th is results in a net outfl ow of $3.2 billion 
annually.14 

In Texas, Medicaid is the second largest budget item. In 
the 2008-2009 biennium, Medicaid required 28.2 percent 
of the all funds budget but will consume 46.6 percent for 
2014-2015.15 Without limitations or reform, Medicaid will 
continue to grow at the expense of other state activities, like 
public safety and education.16 

Costs of the people who are covered 
In Texas, the non-disabled population makes up approxi-
mately 70 percent of the total caseload; the aged, blind, and 
disabled make up the rest. Because each population re-
quires diff erent health services, the non-disabled popula-

Figure 1: Texas Medicaid Eligibility by Percent of Federal Poverty Level

Source: Texas HHSC & TDI, “Impact on Texas if Medicaid is Eliminated” (2010) 3, Fig. 2. 
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tion accounts for 42 percent of total expenditures, the ABD 
population for 58 percent. Th e ABD population requires 
more expensive treatments, such as residential or long-
term services and supports; the non-disabled population, 
whose members are generally healthy, need less expensive 
primary and acute care. Th e ABD population is a growing 
portion of Medicaid, exacerbated by baby boomers now en-
tering retirement.

Eff ects of Patient protection and Aff ordable Care Act
In addition to mandating individual health insurance cov-
erage, the new federal health care law expands the scope 
of Medicaid. If states continue to run Medicaid programs, 
they must expand the income threshold to 138 percent of 
the federal poverty level (FPL)* to childless adults. Dr. Jaga-
deesh Gokhale of the Cato Institute, in Washington, D.C., 
projects Texas general revenue Medicaid spending, aft er 
adjustments for infl ation and population change, will in-
crease 866 percent between 2009 and 2040.17 Even without 
the new law’s mandates, Texas general revenue Medicaid 
spending is projected to increase by 770 percent during the 
same time period.18 Th e additional increase added by PPA-
CA is largely attributable to the increased scope of Med-

icaid and the individual mandate. Figure 3 illustrates how 
each category of eligibility will expand under PPACA.

Th e federal government initially pays the entire costs of 
newly eligible persons enrolling in Medicaid, i.e., an eff ec-
tive Federal Medical Assistance Percentage of 100.19 Over 
time, the FMAP for the newly eligible enrollees will be re-
duced. By 2020 the FMAP will be no more than 90;20 how-
ever, the federal government will more likely reduce the 
FMAP to a state’s standard FMAP rate.21 Providing Med-
icaid benefi ts to the newly eligible persons and new previ-
ously eligible persons will cost Texas at a minimum an ad-
ditional $4.3 billion in the 2014-2015 biennium.22

Other Models of Health Care for 

Low-Income Populations

Texas is one of many states searching for ways to reduce the 
burden on the budget. It should look to the successes and 
lessons learned from other states’ experiments in structur-
ing and implementing an alternative to the Medicaid struc-
ture, referred to as TexHealth within this paper. TexHealth 
strives to reestablish a fi nancial relationship between enroll-
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Source: Dr. Jagadeesh Gokhale, Senior Fellow, Cato Institute, “Final Notice: Medicaid Crisis” 8 (2010); 
Texas HHSC & TDI, “Impact on Texas if Medicaid is Eliminated” 14-15 (2010).

* The federal health care law applies a 133 percent FPL income threshold to qualify Medicaid. When determining eligibility 5 percent of the 
individual’s income and assets is disregarded, eff ectively applying an income threshold of 138 percent FPL.
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ees and their health care at each decision point for enroll-
ees. Requiring participation in the private health insurance 
market will introduce low-income individuals to proven ap-
proaches in keeping medical costs down without sacrifi cing 
the health of the individual. Among these approaches are 
state fl exibility in spending, sliding scale participation, and 
consumer choice. Rhode Island’s Global Medicaid Waiver, 
Indiana’s Healthy Indiana Plan, Florida’s Cash & Counsel-
ing program, and University Health System’s CareLink pro-
gram in San Antonio have all shown success in that area.

Under a waiver application approved in 2008, Rhode Island 
received $12 billion federal Medicaid dollars spread out 
over fi ve years to pay the federal portion of the state’s Med-
icaid costs. Rhode Island still spends up front the equiva-
lent amount of state dollars that it would under the Federal 
Medical Assistance Percentage rates but with more fl exibil-
ity to spend the money on custom programs. Th ese are not 
customarily permitted under Medicaid rules.

Th us far, Rhode Island has not cut services, run out of mon-
ey, or dropped people from enrollment—contrary to what 
critics predicted. Th e Rhode Island plan pays for communi-
ty care and home health care in preference to nursing home 
care. Already the state has spent less money than anticipated 
under the plan. Of the $2.6 billion planned in the fi rst year 

of the waiver, only $1.7 billion was actually allocated and 
spent.23 Flexibility and lack of federal strings attached to the 
money are the factors generally credited for the savings. 

Beginning in 2008, the Healthy Indiana Plan (HIP), a waiver 
program, extended subsidized health insurance coverage to 
low-income adults, ages 19 to 64, who earned less than 200 
percent of the FPL and failed to qualify for state Medicaid 
benefi ts.24 Indiana, acting as a market organizer for HIP, per-
mitted private insurers to create customized plans for HIP 
enrollees within specifi ed parameters. HIP is modeled aft er 
a high-deductible health plan paired with a health savings 
account. Enrollees make monthly contributions to a health 
savings account-like account, called a POWER account. Th e 
amount of the contribution is determined by a sliding scale 
based on income, not to exceed 5 percent of that income.

Indiana prefunds the POWER account with a subsidy. 
Th rough the account the HIP enrollee pays for health ser-
vices. Preventative care is not charged against the enrollee. 
Enrollees are charged a copayment of no more than $25 for 
emergency room services where emergency care is found 
to have been unnecessary. Already, HIP enrollees use emer-
gency room services at a lower rate than the traditional 
Medicaid population in Indiana.25

Source: The Patient Protection and Aff ordable Care Act (Public Law 111-148), Title II, Subtitle A, sec. 2001 (a) (2010); 
Texas HHSC & TDI, “Impact on Texas if Medicaid is Eliminated” (2010) 3, Fig. 2.
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In the fi rst two years of the program, the Healthy Indiana 
Plan enrolled 61,000 individuals—the majority of whom 
were below the federal poverty level.26 Further, HIP expe-
rienced only a 26 percent rate of attrition among enrollees, 
and Indiana disenrolled only 3 percent of individuals for 
failure to make monthly contributions.27 Th e state spent 
approximately $100 million less in 2009 than in 2007 on 
supplemental payments to hospitals which provide care to 
indigent individuals.28

Th ese savings must be balanced with the claims paid un-
der HIP, amounting to $97.7 million, including money con-
tributed by HIP enrollees to their POWER accounts. Th us 
total savings on indigent care amount to at least $2.3 mil-
lion.29 Actual savings may have been even higher, because 
the $97.7 million paid out through HIP included non-state 
funds contributed by the enrollees. HIP members have 
demonstrated that low-income individuals can and do con-
tribute to the costs of their health care and make responsi-
ble choices when given access to low-cost health insurance. 

Florida’s Cash and Counseling program applies free mar-
ket principles by providing choice to low-income individu-
als with disabilities. Th e state gives participants a monthly 
budget, equivalent to the value of services previously re-
ceived under Medicaid and used to “cash out” for long-term 
services and supports (LTSS). Th e monthly budgets are 
managed by a state agency, but the agency does not control 
which services are provided. Enrollees are encouraged to 
select services from a range of options that best meet their 
individual needs. 

Enrollees preferred the Cash and Counseling program, 
because of the range of options and services available to 
them. Further, fraud and abuse among providers have vir-
tually disappeared.30 When given the freedom to choose, 
individuals are empowered to meet their needs at reduced 
overall costs. In June 2010, Florida’s Cash and Counseling 
waiver program fi led for an extension of the waiver pro-
gram. However, the U.S. Department of Health and Human 
Services has yet to approve an extension of this successful 
program.

Even innovations within the state of Texas can be expanded 
into statewide programs. Established in 1997, the CareLink 
program within the University Health System in Bexar 
County provides low-cost care to uninsured indigents with 

income up to 300 percent FPL.31 Th e individual is automati-
cally enrolled in the CareLink program when treated in the 
hospital.32 In exchange for off ering negotiated rates and dis-
counts on prescriptions, CareLink requires a monthly debt 
repayment based on a sliding scale. Collection is enforced.33  
Persons earning between 200 and 300 percent FPL pay at a 
fl at rate instead of the subsidized sliding scale rate.34 In con-
trast with the out-of-control spending of Texas Medicaid, 
CareLink provides health care services to indigents at af-
fordable prices and keeps the hospital’s budget in the black. 

Texas should take elements of each of these programs and 
introduce new features to create a sustainable alternative to 
Medicaid.

TexHealth: Financing a Texas 

Alternative for Medicaid 

A joint report by Th e Texas Health and Human Services 
Commission and Texas Department of Insurance states that 
without Medicaid reform at the federal level “states are left  
facing a no-win dilemma.”35 Failure to make bold reforms 
to Texas Medicaid now will result in, at best, a 3 cent sales 
tax increase or major budget cuts in other areas, such as 
education and public safety.36 At worst, Medicaid will bank-
rupt the state government. Further, the state cannot aff ord 
to provide the necessary services without the return of tax 
dollars paid to the federal government, now coming back 
to the state through the Medicaid program.37 Th e fi rst of the 
three possible ways to recoup the federal money examined 
in this paper, and likely the best long-term solution, is the 
interstate compact. Texas must reform Medicaid by chang-
ing the method through which services are provided and, 
where possible, require fi nancial participation by enrollees 
while making it easier to earn their way off  state assistance. 
Texas can utilize an interstate compact to receive federal in-
come tax dollars to fund a Medicaid replacement program, 
referred to as TexHealth. Looking to other states’ approach-
es to Medicaid reform and the private market, Texas can 
structure a sustainable alternative to Medicaid.

Interstate Compact for Medicaid
Th e ideal method of fi nancing available to Texas involves 
entering into an interstate compact stipulating receipt of 
the aggregated amount of funding that Texas received in 
2010 from the federal government. Because the outlined 
plan would spend money more effi  ciently and provide bet-
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ter service to low-income people, Texas could go a step 
further and take only 95 percent of the aggregated amount 
of funding. Th e proposed plan will be budget-neutral but 
more likely budget-positive for both Texas and the federal 
government.

An interstate compact is a contract between two or more 
states that allows joint cooperation in addressing broad 
public policy issues. With over 200 already in eff ect, com-
pacts have been used to address a multitude of challenges: 
border disputes, transit authorities, energy management, 
worker’s compensation, and law enforcement. Health care 
reform, particularly Medicaid, is a prime example where 
an interstate compact could be utilized to overcome federal 
entitlement mandates that do not eff ectively serve Texans’ 
needs.

Article I, Section 10, Clause III of the U.S. Constitution 
states in part that “no state shall, without consent of Con-
gress, enter into any agreement or compact with another 
state.” Not all compacts require consent from Congress, but 
congressional consent is necessary where a compact aff ects 
a power delegated to the federal government or alters the 
political balance within the federal system. An interstate 
compact to accomplish health care reform by the states 
would require congressional approval, because the com-
pact would seek to supersede the federal mandates related 
to health care. An interstate compact, once passed as legis-
lation in two or more states, would be submitted to Con-
gress directly, unlike Medicaid waiver applications, which 
are submitted to the Secretary of Health and Human Ser-
vices for approval. 

An interstate compact would provide Texas the most fl ex-
ibility to replace Medicaid. Th e compact would include pro-
visions to allow each state that is a party to the compact 
to appropriate pass-through funds on health care benefi t 
programs provided through a variety of delivery models 
without federal mandates. Pass-through funding refers to 
the aggregated federal funds Texas received in 2010 for a 
particular health benefi t program, adjusting for infl ation 
and population changes on an annual basis. 

Th e Internal Revenue Service collects federal income tax 
payments into designated accounts at regional Federal Re-
serve banks, from which the federal government withdraws 
funds for appropriation. Under an interstate compact, these 

regional banks could instead, according to a set formula, 
distribute health care tax dollars directly to those states par-
ticipating in the compact. Federal tax dollars collected from 
Texans would directly fund Texas health care programs; 
Oklahoma funds would pay for Oklahoma programs, if that 
state were a party to the compact.

Programs operating under an interstate compact could in-
clude health care services to low-income populations; how-
ever, neither the compact nor Washington, D.C., should 
proscribe the regulations or the methodology of care de-
livery. Th us a state belonging to the compact could design a 
subsidized free market model for health insurance or a sin-
gle-payer system. Flexibility of this sort makes an interstate 
compact the preferred method of fi nancing for TexHealth. 

Structuring TexHealth as a 

Sustainable Program 

In addition to the overall goal of providing health care ser-
vices to low-income populations, including the aged, blind, 
and disabled population, the state should simplify the pro-
cess and administration, lower the state’s fi scal burden, pro-
vide consumer choice, require personal responsibility, al-
low for enrollees to smoothly transition to self-suffi  ciency, 
and create a fl exible program to serve a culturally and eco-
nomically diverse state. Th e result would be better care for 
low-income individuals at lower cost to the state.

As proven time and time again, the free market responds 
better to market forces, off ers more consumer choice, and 
better manages complex programs than does a govern-
ment organization. To best utilize free market principles, 
TexHealth should act as a market organizer in establish-
ing a new safety net for the low-income population. Texas 
should release guidelines pursuant to the plan as proposed 
below, allowing insurance companies that meet the current 
standards for selling insurance in the state to compete for 
TexHealth enrollees in the marketplace. TexHealth should 
be exempted from federal requirements including the min-
imum coverage requirements under the new federal law. 
Th e private insurers should be given the opportunity to of-
fer customized plans that off er additional benefi ts in addi-
tion to the minimum requirements. Th ese insurers should 
likewise have the freedom to set the deductible amount, co-
payments, and coinsurance to the extent they do so for the 
non-Medicaid population.
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For successful implementation and automatic updates to 
subsidy amounts, TexHealth must have a centralized web 
portal, where applications for subsidy eligibility may be 
downloaded and submitted to TexHealth. Th e web portal 
should act as a single point of entry for all enrollees of Tex-
Health. Texas may be able to utilize the “Your Texas Ben-
efi ts” webpage, to screen individuals for eligibility.

As a market organizer, TexHealth would determine eligi-
bility through a simplifi ed application and an income and 
assets test, and then allow individuals to select an insur-
ance provider. Eligibility under this program should be re-
viewed on an automated quarterly basis to ensure the tem-
porary nature of the safety net for low-income individuals 
is reinforced.

Structuring TexHealth as a market organizer minimizes the 
state role in administering health care services to enrollees. 
Th e private market has inherent incentives to maintain ef-
fi cient practices in managing health care costs and service 

availability. Further, it would be more diffi  cult to distin-
guish TexHealth benefi ciaries from other insured individu-
als because the insurance would provide access to the same 
health care services. TexHealth should still determine eli-
gibility, subsidy amounts, and off er counseling, but private 
insurance providers should have the fl exibility within these 
parameters to off er a full range of plans providing varying 
degrees of services and benefi ts from which to choose.

Simplifi ed Eligibility and Sliding Scale of Subsidy Based 
on Income
Under the current Texas Medicaid structure, individu-
als qualify for benefi ts in accordance with age, sex, dis-
ability, pregnancy, and an income and assets test. Each of 
these classifi cations increases the costs of administering the 
program. Simplifying the income eligibility requirements 
will lower costs of administering the subsidies. TexHealth 
would provide subsidies to individuals or families living be-
low 175 percent FPL, based on an income and assets test. 

TexHealth: Know Your Benefi ts

Provide Low-Income Individuals Subsidies to Purchase Health Insurance

Eligibility: Up to 175 percent of the Federal Poverty Level

Benefi ts: Sliding Scale of subsidy amount based on income and assets

0-49% FPL: 100%  100-124% FPL: 50%

50-74% FPL: 90%  125-149% FPL: 30%

75-99% FPL: 75%  150-174% FPL: 10%

• Subsidy enhancement for selecting health insurance plan paired with a health savings account 

•  Subsidy amount set by the average health insurance premiums in the market

•  Counselors to advise on health insurance plan selection

Wrap-Around Benefi ts for Long-Term Services and Support 

Eligibility: •  Grandfather current enrollees

   •  Below 139 percent FPL for future enrollment

Benefi ts:  •  Current Medicaid enrollees: same benefi ts as current

   •  Individualized accounts funded annually

   •  Counselors to assist in health care planning 

Indigent Care 

Eligibility: •  Uninsured individuals who cannot aff ord hospital bill 

Benefi ts:  •  Guaranteed enrollment into a combined debt repayment program and primary health care plan

  •  $500-$1,000 penalty for same-day enrollment 
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TexHealth would promote personal responsibility by fi nan-
cially connecting the enrollees to the health care services 
obtained. However, Texas must strike a balance, being care-
ful not to overcharge its most vulnerable populations while 
providing an easy transition off  the program. Th e state 
should off er a subsidy, in an amount dependent upon in-
come and family size. Th e sliding scale nature of TexHealth 
would correct an inherent fl aw in Medicaid: individuals 
below the income cap receive 100 percent health benefi ts, 
but those who earn $1 more than the cap lose all benefi ts. 
Th e sliding scale would instead ease higher-earning enroll-
ees into assuming full responsibility for purchasing health 
insurance.

Th e subsidy amount would then be transmitted directly 
to the insurance company. It should be provided in such a 
way as to incentivize the enrollee to purchase a health in-
surance plan paired with a health savings account without 
requiring purchase of any particular plan. Health insurance 
plans paired with HSAs have been shown to reduce overall 
costs of health care and reestablish a fi nancial relationship 
between the patient and the medical services received.38 
Th e individual, working with a counselor, would select the 
health insurance plan that best served his needs. Any dif-
ference between the premium costs of the plan selected and 
the subsidy amount would be paid by the individual. One 
possible scenario could be as follows.

For a family of four at 110 percent FPL, TexHealth would 
subsidize 50 percent of the costs ($198) of the average health 

insurance premium (approximately $397 per month). Tex-
Health could allow an additional 5 percent subsidy if the 
individual selected a health insurance plan paired with a 
health savings account. In other words, the family of four at 
110 percent FPL would now have a $218 per month subsi-
dy. Table 1 provides an estimate of the minimum and maxi-
mum monthly subsidies for a family of four. Appendix A 
provides similar tables for diff erent family sizes. 

In the private individual insurance market, a family of 
four can purchase insurance for monthly premium pay-
ments ranging from $260 to $900, with an average of 
$397.39 Deductible amounts vary among the off ered plans 
between $2,500 and up to $10,000.40 Enrollees would be 
responsible for making premium payments in any amount 
not covered by the subsidy. Further, enrollees would pay 
for any copayments, to the extent required by their select-
ed health insurance plans. Th erefore, using the subsidy, a 
family of four at 110 percent FPL could purchase health 
insurance plan using the $198 subsidy and $198 of per-
sonal money. 

Special Considerations under TexHealth
Th ere are three areas where the particularities of the Tex-
as insurance market impact the overall design of the Tex-
Health program. TexHealth must be structured mindful of 
the following’s unique impact on the low-income popula-
tion: (1) payment of deductibles and other out-of-pocket 
expenses related to health insurance policies, (2) maternity 
care, and (3) children in the Texas foster care system.

Percent FPL Income 
Premium Subsidy 

Percentage 

Monthly Subsidy 

Amount

HSA Monthly 

Subsidy Amount

Annual 

Deductible 

Subsidy

0-49 $0 – $11,174 100% $397 $416 $3,000

50-74 $11,175 – $16,762 90% $357 $377 $2,700

75-99 $16,763 – $22,349 75% $297 $317 $2,400

100-124 $22,350 – $27,937 50% $198 $218 $1,950

125-149 $27,938 – $33,524 30% $119 $138 $1,500

150-174 $33,525 – $39,112 10% $40 $60 $1,000

Table 1: Subsidies Available to a Family of Four below 175% of Federal Poverty Level

Source: eHealthInsurance, Inc., “2010 Fall Cost for Individual and Family Policyholders” (2010) 5; 
author’s calculations based on the 2011 federal poverty index.
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Nearly all health insurance policies available in the market 
require a deductible be paid fi rst by the policy holder be-
fore the insurance provider begins paying out claims. Th ese 
deductibles range from as low as $0 up to $10,000, where 
the monthly premium pricing varies in proportion to the 
amount of the deductible, copayments, coinsurance, and 
benefi ts off ered under the policy. For the low-income pop-
ulation, i.e., for TexHealth individuals, paying deductibles 
out-of-pocket presents a signifi cant hurdle to seeking health 
services aft er a health insurance policy is procured. One ap-
proach is requiring TexHealth to further subsidize the de-
ductible payment based on the sliding scale. Based on a me-
dian deductible amount of plans off ered, TexHealth would 
make available a percentage of the deductible amount in an 
individualized prefunded health care account.*

Th e second issue that requires special consideration is ma-
ternity benefi ts for women in Texas. In 2007, Texas Medicaid 
paid for more than half of all live births in Texas, and the cost 
of providing prenatal services, delivery, and health care for 
the fi rst year of the newborn’s life was 10 percent of the to-
tal Medicaid budget.41 Secondly, most insurance providers in 
Texas do not include maternity benefi ts in standard policies 
off ered.42 Given the high utilization of Medicaid for mater-
nity services by Texans, it is prudent to include a subsidized 
maternity rider within the TexHealth program. Because the 
individual market in Texas does not off er maternity riders in 
the individual market, there is insuffi  cient data available to 
assess what a maternity rider would cost under TexHealth. 
However, knowing that Texas Medicaid spent $3.2 billion on 
pregnant women and newborns in state fi scal year 2009, if 
actuarial data shows that a maternity rider would total more 
than $3.2 billion then other options should be assessed. 

Lastly, TexHealth would purchase for Texas foster care chil-
dren health insurance plans that provide both for basic pri-
mary and acute care. Th e majority of children in foster care 
are categorically eligible for Medicaid services until age 18. 

Children in foster care should not be forced to fi nancially 
contribute to the monthly premiums for health insurance. 
Currently, Texas spends approximately $415 million annu-
ally for direct health care costs for children in foster care.43 
It may be less expensive to purchase health insurance for 
these individuals, who are relatively healthy and generally 
do not require expensive health care services. It is diffi  cult, 
all the same, to know just how much the state would spend 
on these plans, because children are typically included on 
parental health insurance plans.

Th rough this structure, TexHealth would connect the en-
rollee to the costs of care. Th is should in turn lead to an 
overall reduction in expenditures for health care. TexHealth 
enrollees should spend approximately the same amount of 
money as the Texas general population, excluding the costs 
of long term supports and services. Most likely, the ABD 
population would not be able to purchase health insurance 
for the costs of their long-term services and support, but they 
should be able to buy it for primary and acute care needs.

Reinsurance by the State
One way TexHealth could induce insurance companies to 
sell health insurance plans to previous Medicaid clients is 
through reinsurance. Reinsurance allows an insurance pro-
vider to transfer some of the risk inherent in providing an 
insurance policy. Once the costs of paying out on a specif-
ic policy exceed a specifi ed amount of money, the insurer 
transfers a portion of the payment obligations to the rein-
surer to pay out. How much of the risk is transferred to the 
reinsurer depends on the type of reinsurance purchased. 

Limiting the overall risk an insurance provider must accept 
for policies issued lowers the overall costs of selling any 
particular policy. Further, lowering the costs of providing 
a health insurance policy induces more healthy individuals 
to purchase insurance. Insurance providers pay reinsurance 
premiums to the reinsurer for the risk absorption service. 

* For instance, if the median deductible amount for a health insurance policy for an individual in his 30s is $2,000, who qualifi es for TexHealth 
subsidy of $157 per month (earning $8,167 annually, 74% FPL), then he would also receive an individual account prefunded with $1,800 (90% 
of $2,000). The individual account would have limited use, i.e., it could only be accessed to pay for health care related services and be counted 
toward the deductible. If an individual selects a policy with a high deductible, then any subsidy dollars not spent on the premiums should 
be available to pay the higher deductible. In our example, the individual would purchase a plan for $175 per month premium with a $3,000 
deductible. TexHealth would provide for 90 percent of these costs, $157 per month for the subsidy and $1,800 in the deductible account, 
and the individual would be potentially be responsible for an annual total of $416 ($18 per month in premiums plus $200 in the deductible). 
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However, TexHealth should forgo charging premiums for 
reinsurance because the goal is to lower monthly premiums 
for purchasers. Any premiums charged for reinsurance 
would ultimately be refl ected in the monthly premium cost 
to the individual.* If set up properly, TexHealth’s role as re-
insurer would keep insurance costs aff ordable.

Long-Term Services and Support under TexHealth
Th e aged, blind, and disabled population includes approxi-
mately 290,000 individuals, on whose behalf Texas paid 
approximately $23.2 billion from the all funds budget in 
the 2008-2009 biennium, primarily for long-term servic-
es and support.44 In state fi scal year 2007, nursing homes 
alone received 13 percent of all Texas Medicaid spending.45 
Long-term Services and Support (LTSS) includes a range 
of skilled and unskilled services: home health care, nurs-
ing homes, and non-medical care for the disabled com-
prising activities such as help in getting dressed, managing 
medications, preparing meals, and cleaning the home. Tex-
Health should be customized to meet the unique needs of 
this population for primary and acute care, along with sup-
port services. As discussed above, the primary care needs in 
question should be managed through subsidies to purchase 
insurance. However, long term needs require further con-
sideration and changes to statutory law.

TexHealth should “grandfather” current Medicaid enroll-
ees who utilize LTSS. Individuals currently receiving long-
term care, either in a nursing home or in the community, 
would neither be forced to leave that care nor required to 
pay for it out-of-pocket. Maintaining long-term care at the 
current level costs approximately $12.4 billion per bien-
nium.46 However, for persons seeking new long-term care 
benefi ts—without previously receiving Medicaid benefi ts—
TexHealth would apply a 138 percent income and assets test 
for eligibility. Th is contrasts with the current 220 percent 
FPL test. An aged, blind, or disabled person needing ser-
vices not covered by the private market could receive wrap-

around services under the long-term support program. 
Unlike Medicaid as currently structured, TexHealth should 
allow the enrollee or relatives to fi nancially contribute to 
the costs of LTSS.

TexHealth would conduct a case-by-case assessment of 
the enrollee’s needs to determine the amount of subsidy 
required for long-term services and support. A separate 
health savings account-type account could be used to pay 
for all such services, including attendant care, nursing 
home care, and durable medical supplies. TexHealth should 
provide counselors to assist enrollees in making sure their 
funds last the entire year. Counselors should also assist in 
planning for large purchases of durable medical supplies, 
such as wheelchairs. If a wheelchair’s useful life is fi ve years, 
then the enrollee should plan to buy a new one every fi ve 
years, saving up for it meanwhile in an LTSS account. If an 
enrollee designated a set amount of money to be put aside 
for such larger but more infrequent purchasers, TexHealth 
could match the enrollee’s savings for the purchase.

For lasting success, TexHealth would have to close legal 
loopholes that allow the middle class to utilize the safety 
net meant for low-income individuals. Statutory changes 
would aff ect the availability of TexHealth subsidies. One 
necessary change would be requiring reverse mortgages to 
pay for the costs of long-term care prior to or in conjunction 
with receiving TexHealth benefi ts. TexHealth should fi nd 
ways to incentivize saving for long-term care costs or the 
purchase of long-term care insurance. Under current Med-
icaid law, a legal loophole known as a “Miller trust,” allows 
income-shift ing into a trust account typically belonging to 
the individual’s children. Such income is not counted in de-
termining eligibility under federal Medicaid law. Because 
TexHealth would operate outside Medicaid, Miller trusts 
could be included in the income and assets evaluation.

* TexHealth would off er reinsurance that would retain coinsurance on a sliding scale after an attachment point was met. That is to say, the 
insurance provider would accept the risk of a set dollar amount—the attachment point, $50,000 for example. But he would sell a policy with 
a $200,000 payout limit with a reinsurance policy.  If a loss occurred on the policy at $150,000, the insurance provider would experience a loss 
of $50,000, and would recover $100,000 from the reinsurer. However, without some level of coinsurance after the attachment point the initial 
insurer would not have an incentive to keep costs low. Thus the reinsurer—TexHealth—would have to require coinsurance after the attach-
ment point.  So the reinsurance purchaser could be responsible for 15 percent of the costs above the attachment point, $50,000 to $100,000; 
10 percent for $100,000 to $200,000; 12 percent for $200,000 to $300,000; no reinsurance for costs above $300,000. Therefore under our 
outlined example, an insurer would pay $63,500 ($50,000 + $7,500 (15 percent) + $5,000 (10 percent)), and recover $86,500 from TexHealth 
as the reinsurer. The coinsurance percentage rates could be adjusted to fi nd the right balance between the insurance provider and the state.
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Economic Analysis 
Because a TexHealth plan must be fi scally sound, the au-
thors created a mathematical model to show how Tex-
Health would allocate funds among low-income residents. 
Th e percentages of Texans residing below 175 percent FPL 
were utilized from the 2000 Census. Secondly, the model 
took into account the percentage distribution of the num-
ber of persons per family per household for the state. Th e 
2010 Census information for these particular data sets was 
not available at the time of this publication. Figures 4 and 
5 illustrate the percentage of Texans living below 175 per-
cent FPL and the distribution of family sizes in 2000, re-
spectively. From 2000 to 2009, Texas population grew from 
20,283,230 to 24,782,302.47 Th e percentages based on 2000 
data were applied to the increased Texas population when 
calculating the costs of TexHealth. 

Subsidy amounts were calculated based on the average of 
the available health insurance policy premiums for an in-
dividual and families plus the median deductible amounts 
($2,000 for individuals and $3,000 for families). Most cur-
rent Medicaid families consist of three persons.48 Today, an 
individual may purchase a health insurance plan for ap-
proximately $175 per month in the individual market.49 
Determining the average monthly costs of a health insur-
ance plan is diffi  cult on multiple levels because rates vary 
dependent on age, sex, location, and medical history of 

any one person applying for health insurance. Th e subsidy 
amounts can be adjusted up or down to account for the av-
erage health insurance premiums in the individual market. 
Th ese subsidy amounts were then applied to the mathemat-
ical model to show the fi scal impact of TexHealth.

Th e model determined the total subsidy needed for each of 
seven diff erent cohorts which together make up the entire 
population covered under TexHealth. Th e cohorts break 
down as follows: 0-49 percent of federal poverty level (FPL), 
50-74 percent of FPL, 75-99 percent of FPL, 100-124 percent 
of FPL, 125-149 percent of FPL, and 150-174 percent of FPL. 
Th e model takes the percentage of Texas’ population which 
each cohort represents and thus, determines the population 
of each cohort. Now the model must break the individual 
cohort into the varying family sizes, each of which dictates 
a diff erent premium and thus a diff erent subsidy amount. 
For instance, taking the population of the 0-49 percent FPL 
cohort and multiplying it by the percentage of people who 
belong to a one-person household  gives a relatively accurate 
picture of the number of people in this cohort who belong 
to a single person family. To fi nd the number of actual fami-
lies this number is then divided by the number of people in 
the family size group being considered. Th is fi gure is then 
multiplied by the annual premium required for a family of 
one and then by the percentage of the premium which Tex-
Health will be covering. Th e same equation is then applied 

22

14.46

7 1

2.14%

6%

.49%

5.85%

12.75%

19.27%

18.05%

1

2

3

4

5

6

7 or more

6.49% 3.64%

4.38%

4.95%

5.15%

4.78%
70.61%

0 49% FPL

50 74% FPL

75 99% FPL

100 124% FPL

125 149% FPL

150 174% FPL

Above 175% F

Source: Census Bureau, U.S. Census Bureau, 2000 Census Texas Data Sets: Texas Civilian Population by 
Percent of Poverty Income Categories by County; 2000 Census Data for Household Size (2000).

Figure 4: Texas Population Living Below 175% FPL Figure 5: Percentage of Texas Families by Size



February 2011      Medicaid Reform: Constructive Alternatives to a Failed Program

www.texaspolicy.com  15

to each family size up through a family of seven. Th e only 
numbers that change are those of families in each family size 
group and the annual premiums. Th e result of each equation 
is then totaled so as to produce the subsidy amount for the 
0-49 percent of FPL cohort. Th e same math is applied to fi nd 
the subsidy needed for each FPL cohort. Th ese subsidies are 
in turn totaled to equal the total subsidy needed to cover the 
entire population of those under 175 percent FPL. 

Th e model used 95 percent of the all-funds budget for Med-
icaid in the 2008-2009 biennium, $43.89 billion ($21.94 bil-
lion state fi scal year), as a baseline for determining how 
much total money could be allocated toward TexHealth, in-
cluding health insurance subsidies and wrap-around ben-
efi ts for LTSS, health services for children in foster care, and 
potential savings to the state. Of that $43.89 billion bienni-
um sum, $26.58 billion originates from federal income tax 
collection from Texans; and the remaining $17.31 billion 
originates in Texas general revenue funds.

TexHealth, on these terms, would provide approximately 
$22.26 billion per biennium in subsidies to Texans living 
below 175 percent FPL per biennium. According to HHSC, 
the state could provide full long term services and sup-
port to the current aged, blind, and disabled population for 
$12.4 billion per biennium. Th e state then has $9.22 billion 
to fund indigent health care, reinsurance liability, adminis-
trative costs, maternity benefi ts, and savings for the state.

Indigent Care 
Inevitably, TexHealth, as envisioned here, could not reach 
all low-income individuals needing health care. Based on 
historical data, these individuals are most likely to seek care 
in local emergency departments, where care is the most ex-
pensive. Th ere a few ways Texas can reduce the overall cost 
of providing care to these individuals: enrolling them into 
insurance plans at time of care, reforming supplemental 
payments to hospitals to match services provided to funds 
paid, and directing them to clinics, where less expensive 
care can be administered.

When an individual who would qualify for a subsidy and 
needs emergency care arrives in the emergency room, he 
needs subsidized care rather than insurance. Once the in-
dividual is in the emergency room, the need for expensive 
health care has already arisen. At that point, the program  
would operate much like the CareLink program to receive 
negotiated rates and be connected to follow-up primary 
care. However, a penalty of $500-$1,000 for same-day en-
rollment would be assessed. If the individual decided not to 
enroll in the program, they would be responsible for the en-
tire emergency department bill to the extent recovery was 
feasible. Th is measure would likely increase the collection 
of payments from indigent patients and reduce future use 
of emergency department services by making primary care 
accessible through enrollment in TexHealth. 

Source: Texas HHSC and TDI, Impact on Texas if Medicaid is Eliminated (2010) 13 Table 13 and 
mathematical model commissioned by Texas Public Policy Foundation. 
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Under Medicaid, hospitals receive supplemental payments 
to compensate for emergency room care for patients unable 
to pay. Th ese supplemental payments include the dispro-
portionate share hospital (DSH) payments and the upper 
payment limit (UPL) reimbursements. DSH payments are 
jointly fi nanced by the state and federal governments; UPL 
reimbursements are entirely federally funded. Each bien-
nium these hospitals receive $3.4 billion in DSH payments 
which are not tied to specifi c services provided to Medic-
aid-eligible individuals. Th is means hospitals may use DSH 
funds to build new facilities, hire more doctors, and other 
expenditures only indirectly related to providing services to 
indigent population. 

DSH payments must be reformed so as only to compensate 
hospitals for uncompensated care actually rendered. Th ere-
fore, DSH payments could not indirectly fund the care of 
the indigent population, as through building facilities or re-
cruiting doctors. Hospitals also receive $4 billion per bien-
nium in UPL reimbursements, representing the diff erence 
between what Medicaid currently pays for services and 
what Medicare would reasonably pay for a service or the 
hospital charges. Under TexHealth, hospitals would no lon-
ger qualify for UPL reimbursement, however, they would 
receive higher payment rates from TexHealth enrollees’ in-
surance providers than current Medicaid. 

Presently, emergency departments provide an extraordi-
nary amount of expensive primary care even though they 
are not required to do so. Th e Federal Emergency Medi-
cal Treatment and Active Labor Act (EMTALA) requires 
hospitals only to provide emergency care regardless of a 
patient’s ability to pay. Emergency care is defi ned as that 
which an average person would expect in order to prevent 
death or serious impairment to bodily functions or limbs.50 

Two simple improvements would have a dramatic eff ect 
on the operation of emergency department care for the ad-
ministration of primary care. First, the hospitals could be 
encouraged to establish clinics within the hospital or work 
with nearby clinics to divert non-emergency patients to re-
ceive lower cost care. Second, Texas would not reimburse 
hospitals for non-emergency care in amounts below $2,000, 
and would require prior authorization from TexHealth for 
any non-emergency care in excess of $2,000. Such measures 
would incentivize hospitals to use emergency rooms for 
their intended purpose—delivering emergency care. Each 

of these recommendations should compensate for Tex-
Health’s inability to reach all low-income individuals and 
reduce the overall fi scal impact of providing health services.

Alternatives to Interstate Compact

Two other options are available to the state should forma-
tion of an interstate compact proves unsuccessful. One op-
tion provides a way to avoid participation in Medicaid; the 
other aff ords the means of working within Medicaid but 
without the federal mandates.

First, the Patient Protection and Aff ordable Care Act (PPA-
CA) has actually given Texas one tool for accomplishing 
these goals: the health insurance Exchange, a federally sub-
sidized health insurance market. Second, Texas can push 
for approval of a global waiver program much like Rhode 
Island’s. One should remember that fi nancing TexHealth 
under this method would limit Texas’ ability to fully imple-
ment comprehensive reform.

Second, Texas can push for approval of a global waiver that 
would return the federal funds to the state along with the 
fl exibility to redesign the program. Th is approach takes 
some lessons learned from the welfare reform movement 
and pushes up reform from the state level to the federal level.

Place Medicaid Population into the Exchange
Congress provided an option for the state in the relation-
ship between Medicaid and the Exchange under PPACA. 
When an individual enters the Exchange for health insur-
ance, the Exchange automatically assesses whether the in-
dividual qualifi es for Medicaid and, if he does, enrolls him. 
Nowhere, nonetheless, in more than 2,500 pages, does the 
health care act provide for a situation in which a state does 
not operate a Medicaid program. Th erefore, while the gov-
ernment specifi cally fi nanced the subsidy for persons be-
tween 139 percent FPL and up to 400 percent FPL, the bill 
does not deny a subsidy for persons below that level who 
are not on Medicaid. If Texas no longer operates a Medic-
aid program, the federal government has obligated itself to 
fully fund insurance for those below 139 percent FPL.

If Texas operates the Exchange, it must conform to minimum 
benefi ts under insurance plans required by PPACA and any 
new required benefi ts added by the Secretary of Health 
and Human Services. Texas would be less infl uential when 
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it came to the amount of the federal subsidy an individual 
would receive as well as that individual’s obligation to pay 
any money toward premiums. In particular, those enrolled 
through the Exchange would be limited to spending no more 
than 5 percent of their income on health care services. Nev-
ertheless, this would free Texas general revenue funds now 
providing health services to the Medicaid population, saving 
approximately $6.86 billion per biennium.51  

It is likely that Texas would still need to make some sup-
plemental payments to hospitals for uncompensated care 
to the indigent population. Currently, hospitals receive ap-
proximately $3.4 billion per biennium to compensate for 
such care. However, as noted, these payments can be used 
for indirect provision of health services to the indigent. Un-
der the Exchange model of funding, Texas should reform 
these supplemental payments to pay only for health care 
services actually provided, disallowing indirect uses of sup-
plemental payments. 

Because the Exchange would likely provide only for prima-
ry and acute care benefi ts, Texas would then use the general 
revenue dollars, previously allocated for the Medicaid pro-
gram, to provide wrap-around benefi ts for long term care to 
the aged, blind, and disabled, as outlined above. Th e exact 
health insurance policies to be off ered in the Exchange can-
not be fully known, as the Secretary of Health and Human 

Services has not released all of the rules and guidelines. Cur-
rently, approximately 290,000 individuals receive long term 
services and support, including care in nursing facilities and 
intermediate care facilities for the mentally retarded, hospice 
care, and primary home care provided through traditional 
Medicaid and waiver programs. In state fi scal year 2009, the 
total cost of providing LTSS was $10.3 billion—$4.06 bil-
lion of it from state general revenues—excluding acute care 
and prescription drugs.52 However, HHSC determined that 
to maintaining long-term services and support at the cur-
rent rate—which includes providing services up to 220 per-
cent FPL—would cost Texas $6.2 billion, or $12.4 billion per 
biennium.

Figure 7 considers only client services expenditures, not 
supplemental payments because of their complexity and the 
uncertainty of continuation should Texas place the Medic-
aid population in the Exchange. Replacing Medicaid with 
Exchange insurance enhanced by wrap-around benefi ts for 
LTSS is likely to be the more easily achieved option in the 
short term. However, the limitations and lack of fl exibility 
in plan designs that are governed in large part by the whims 
of Congress may cause concern for the long term fi nancing 
of health care through this model.
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Obtaining Section 1115 Waiver for a 
Medicaid Replacement Program 

Under the Social Security Act, Section 1115 waivers allow 
a state to operate programs to test out policy innovations 
for fi ve years, unless an extension is granted. Waivers must 
demonstrate no additional cost to the federal government 
and must be approved by Centers for Medicare and Med-
icaid, Offi  ce of Management and Budget, and the Secre-
tary of Health and Human Services. Rhode Island’s global 
waiver program procured under section 1115 of the Social 
Security Act, and approved in 2008, allowed for fl exibility 
services off ered to the Medicaid population without federal 
mandates. Even in the beginning years of the global waiver, 
Rhode Island has spent less on Medicaid programs and pro-
vided better care to its residents. 

Th rough a Section 1115 waiver, Texas can outline to the 
federal government a sustainable program based on the 
TexHealth model. Texas was among the states that used the 
waiver process to inspire the welfare reform movement that 
attained federal enactment in 1996.53 

Th ough the end result of Medicaid reform would be quite 
diff erent from welfare reform, the methodology of pressur-
ing Congress to take action through a Section 1115 waiver 
may make it the most viable option for achieving change.

By demonstrating that a free market system of health care 
can provide greater choice, better care, and lower costs, Tex-
as will again have proven that the states are the incubators 
of change. Th e Medicaid funding crisis that states currently 
face provides the impetus for reform that is long overdue.

PPACA Amendments to Allow States to 
Exempt Themselves from Federal Medicaid Requirements

At the national level, Congress could make a few small changes to PPACA that would permit the states to administer Medicaid 

programs without federal mandates or lengthy waiting periods for approval of waiver applications. Currently section 1332(b) 

provides that beginning in 2017 the Secretary of Health and Human Services may grant waivers to the requirements with 

respect to the health insurance exchange, premium assistance, out-of-pocket expenditure limits, and sections of the Internal 

Revenue Code.*  

Section 1332 (a) should be amended to include Title XIX and XXI of the Social Security Act as programs that a state may ex-

empt themselves from federal Medicaid requirements. Then section 1332(b) should be amended from “the Secretary may” to

The Secretary shall grant a waiver under subsection (a)(1) if the State certifi es that a state plan:

(A) will provide coverage that is more comprehensive than the coverage available in the State on March 22, 2010; 

(B) will provide improved coverage and cost-sharing protections against excessive out-of-pocket spending to its resi-

dents relative to March 22, 2010;

(C) will provide improved coverage to its residents relative to March 22, 2010; and 

(D) will not increase the Federal defi cit.†

Amending section 1332 of PPACA in this manner would enable states to exempt themselves from the extensive federal 

eligibility and benefi t requirements under Medicaid and CHIP, while still receiving federal funding to administer these 

programs. The amendments should further provide that waivers may be granted beginning in 2013, instead of 2017. These 

relatively small changes to PPACA would have a large impact on a state’s fl exibility to provide tailored models of health care 

delivery to its residents.

* The Patient Protection and Aff ordable Care Act (Public Law 111-148), Title II, Subtitle A, sec. 1332 (a)(2), (b)(1) (2010) (emphasis added).
† Prepared by Brandon Clark, FrogueClark, LLC (Jan. 12, 2011) (emphasis added).
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Conclusion
Runaway Medicaid costs are not just health insurance and 
health care issues; they represent a fi scal crisis that threat-
ens the entire Texas state budget, limiting the funds available 
to other programs, such as education and public safety. Th e 
inherent structure of Medicaid encourages states to spend 
more and more money on providing care and small incre-
mental attempts to limit costs do not resolve the fundamen-
tal problem of Medicaid spending. Medicaid as an entitle-
ment program encourages overspending and poor health 
decisions by enrollees because there is no fi nancial link be-
tween the care received and the person receiving the care. 

A TexHealth program would encourage personal respon-
sibility in enrollees through fi nancial links to the enrollee 
without overburdening the most vulnerable populations 
through subsidized health insurance.

Allowing the free market to control health care spending 
aft er fi nancial links are established reduces the overall de-
mand for health care without threatening the health of indi-
viduals because individuals will take responsibility in man-
aging their own health. Replacing Medicaid is not a choice 
but a necessity.
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APPENDIX A: 
The tables below provide an estimate of an individual’s subsidy for health insurance based on family size and income and 

assets. The monthly subsidy amounts listed below are calculated based on the average costs of health insurance plans in 

February of 2011. The tables were calculated by the authors based on the 2011 federal poverty index. 

INDIVIDUAL

Percent FPL Income 
Premium Subsidy 

Percentage 

Monthly Subsidy 

Amount

HSA Monthly 

Subsidy Amount

Annual Deductible 

Subsidy

0-49 $0 – $5,444 100% $175 $183 $2,000

50-74 $5,445 – $8,167 90% $158 $166 $1,800

75-99 $8,168 – $10,889 75% $131 $140 $1,600

100-124 $10,890 – $13,612 50% $88 $96 $1,300

125-149 $13,613 – $16,334 30% $53 $61 $1,000

150-174 $16,335 – $19,057 10% $18 $28 $600

FAMILY OF TWO

Percent FPL Income 
Premium Subsidy 

Percentage 

Monthly Subsidy 

Amount

HSA Monthly 

Subsidy Amount

Annual Deductible 

Subsidy

0-49 $0 – $7,354 100% $397 $416 $3,000

50-74 $7,355 – $11,032 90% $357 $377 $2,700

75-99 $11,033 – $14,709 75% $297 $317 $2,250

100-124 $14,710 – $18,387 50% $198 $218 $1,500

125-149 $18,388 – $22,064 30% $119 $138 $900

150-174 $22,065 – $25,742 10% $40 $60 $300

FAMILY OF THREE

Percent FPL Income 
Premium Subsidy 

Percentage 

Monthly Subsidy 

Amount

HSA Monthly 

Subsidy Amount

Annual Deductible 

Subsidy

0-49 $0 – $9,265 100% $397 $416 $3,000

50-74 $9,266 – $13,898 90% $357 $377 $2,700

75-99 $13,899 – $18,530 75% $297 $317 $2,250

100-124 $18,531 – $23,163 50% $198 $218 $1,500

125-149 $23,163 – $27,795 30% $119 $138 $900

150-174 $27,796 – $32,428 10% $40 $60 $300

FAMILY OF FOUR

Percent FPL Income 
Premium Subsidy 

Percentage 

Monthly Subsidy 

Amount

HSA Monthly 

Subsidy Amount

Annual Deductible 

Subsidy

0-49 $0 – $11,174 100% $397 $416 $3,000

50-74 $11,175 – $16,762 90% $357 $377 $2,700

75-99 $16,763 – $22,349 75% $297 $317 $2,250

100-124 $22,350 – $27,937 50% $198 $218 $1,500

125-149 $27,938 – $33,524 30% $119 $138 $900

150-174 $33,525 – $39,112 10% $40 $60 $300
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