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HIGHLIGHTS OF PROPOSED MEDICAID FUNDING 
IN THE HOUSE AND SENATE BUDGET BILLS 

 

The Texas Senate voted out an appropriations bill (SB 1) on March 28, 2001, and the House of 
Representatives voted out their version on April 11.  While a number of important questions about 
Medicaid funding were left unresolved by both houses, each house did recommend some additional state 
funding for Medicaid, above the levels included in the original filed version of SB 1 (the "base budget" as 
drafted by the Legislative Budget Board according to the instructions of the Legislature's leadership).  
Many, but not all, unresolved Medicaid funding issues are reflected in language placed in the Article XI 
"wish list."  This Policy Page briefly describes the changes made by each chamber related to Medicaid 
funding, as well as issues relegated to Article XI.   
 
 
QUICK BACKGROUND   Medicaid is a federal-
state partnership that provides health care benefits, including 
long term care, to certain low-income groups.  States have 
certain groups they must cover at a minimum, and extensive 
options to serve other groups and higher income levels.  
Texas covers: persons who are aged or disabled and under 
about 75% of the federal poverty income (collecting 
Supplemental Security Income ), persons who are aged or 
disabled and need long-term care up to about 220% of the 
poverty income, children below the poverty income line, 
parents with dependent children who have incomes well 
below half the poverty income, and pregnant women who 
have incomes up to 185% of the poverty income.   

In federal fiscal year 2000 (which is one month "off" of 
Texas' fiscal year), health care benefits paid by Texas 
Medicaid totaled $9.4 Billion dollars, $3.6 Billion paid by 
Texas and $5.8 Billion by the federal government.  When 
administrative costs and special disproportionate share 
hospital payments are added in, total program costs were 
$11.3 Billion ($6.9 Billion federal, $4.4 Billion state: Texas 
pays 39 cents out of each Medicaid service dollar, and 28 
cents out of each CHIP service dollar).  Funds appropriated 
by the Legislature for Medicaid programs in 2000 and 2001 
were not adequate to cover actual costs in the current budget 
period, due to a lower federal match rate than projected, 
higher costs per client (due in part to prescription drug cost 
inflation), and a recent upturn in Medicaid caseloads after 
several years of decline.  An supplemental appropriation for 
2001 of $485.4 million in state general revenue (GR) was 
approved by the House, and has been sent to the Senate.  

This will be supplemented with $110 million in unspent GR 
funds transferred from other agencies under the authority of 
the health and Human Services Commission (HHSC). 

A NOTE ABOUT THE BASE BUDGET   
The Legislative Budget Board (The Lt. Governor, Speaker, 
and four members each from the Senate and House) creates 
rules that control how each state agency can request 
appropriations.  In most cases, agencies were not allowed to 
request state funds above those used in the current 2000-
2001 budget, except through the use of a separate listing of 
requests called "exceptional items."  Medicaid programs were 
allowed to request funds in the base budget above the 2000-
2001 funding level only to the extent that they are related to 
estimated caseload growth.  No increases related to inflation, 
price increases, or higher utilization per client were included 
in the base budget.  It is worth noting that the LBB adjusts 
the base budget periodically during the legislative session to 
reflect the newest Medicaid caseload estimates, so the 
amounts requested in January 2001 may not match the 
amounts projected in April 2001 to be needed in 2002 and 
2003. 

The base budget does include costs to adjust for the shortages 
addressed by the supplemental appropriation described 
above, and to make up for the fact that the 2000-2001 
budget included only 23 months of certain monthly 
Medicaid expenditures (nursing home payments and 
premiums paid to HMOs and NHIC).  To correct for this, 
the base budget for 2002-2003 includes 25 months worth of 
these expenses. 

T H E   P O L I C Y   P A G E 
An Update on State and Federal Action 



MEDICAID WORKING GROUP 

 A "Medicaid working group" composed of Representatives 
Coleman, Eiland and Janek, and Senators Zaffirini, Harris, 
and Duncan was appointed in early February and charged 
with developing a bipartisan recommendation for resolution 
of major Medicaid funding issues.  These recommendations 
are expected to have great influence on final decisions on 
Medicaid funding that will be adopted by the conference 
committee on SB 1.  The working group process has been 
closed to the public, so we cannot tell our readers what they 
will support.  The working group has not announced when it 
will release its recommendations, but a formal unveiling of 
some kind is anticipatedsoon.  This could be done through 
so-called "shell bills," designed to accommodate 
amendments, which may be amended to include the working 
group proposals.  Key issues left for the Working Group 
include whether — and how much — funding will be 
allocated for topics including:  children's Medicaid 
simplification, Medicaid rate increases for health care 
services of all kinds, increased access to community care 
services funded by Medicaid, increased access to 
prescription drugs for adult Medicaid clients, and a number 
of smaller proposed expansions of Medicaid described 
below. 

ARTICLE XI. WISH LIST   Funding placed by 
the House or Senate in Article II of the budget is backed by a 
higher level of consensus and commitment than the long list 
of items in Article XI.  Items and amounts listed in Article XI 
of the two budget bills may be considered for funding in a 
final budget bill, but all amounts allocated to Article XI 
should be considered placeholders — subject to change, and 
with no guarantee of inclusion in the final bill.  All 
"contingency riders," which allocate funding if a particular 
bill is passed, were placed in Article XI (rather than Article 
II).  (Note: some Medicaid-related dollar amounts included in 
Article XI are stated only in terms of "All Funds" amounts, 
rather than state general revenue (GR) dollars.  However, where 
information is available on both GR and All Funds terms, we 
have provided the GR amounts.) 

TEXAS DEPARTMENT OF HEALTH 
(TDH) 
The base budget, SB 1 as filed included in Article II for 
Medicaid at the Texas Department of Health $1.47 Billion 
All Funds($714.6 million GR) above the level of spending for 
2000-2001.  The House made no additions to this in Article 
II.  The Senate's budget includes $2.8 Billion All Funds 
($1.24 million GR) above the 2000-2001 spending level. 

FUNDING IN ARTICLE II   TDH had 
requested $567 million in state General Revenue (GR) for 
Medicaid costs increases related to inflation, price increases, 
or higher utilization per client.  The Senate added about 
$523 million in GR to Article II for this purpose (including 
adjustments to the LBB's base assumptions).  The House put 

a "place holder" amount for this purpose in Article XI ($1.4 
Billion, all funds).   

OTHER MEDICAID RATE INCREASES 
IN ARTICLE XI   The Senate put a place holder of 
$416 million, All Funds in Article XI for Medicaid 
outpatient reimbursement rates.  Most Medicaid outpatient 
and professional provider fees were frozen from 1992 until 
2000, when they received a 2.7% increase.  The House put 
the same amount in Article XI, but called it "Medicaid 
reimbursement rates - hospitals and professional services."  
Both Houses put place holders of $67.9 million, all funds 
($27 million GR) in Article XI for Medicaid Children's 
Dental Fees, a major issue in the state's ongoing dispute over 
the federal class-action lawsuit related to children's Medicaid.  
Both houses put $20.5 million, All Funds, in Article XI for 
increasing the fee paid to pharmacies for dispensing Medicaid 
prescriptions.  The House put $106 million, All Funds, in 
Article XI to provide rate increases to Medicaid HMOs. 

TEXAS DEPARTMENT OF HUMAN 
SERVICES (DHS) 
FUNDING IN ARTICLE II   The Senate 
allocated funding in Article II for a number of programs at 
DHS, including $17.2 million GR for community care and 
$15.8 million GR for nursing facility (NF) and hospice 
services, for inflation and costs increases not in the base 
budget.  Funding to decrease waiting lists for community care 
included $60.4 million GR for the community-based 
alternative (CBA) waiver program, $13.2 million GR for the 
CLASS waiver, $892,555 GR for the Deaf-Blind waiver, $4.7 
million GR for the Medically Dependent Children's Program 
(MDCP) , and $4.9 million GR for the In-home and Family 
Support program.  To restore non-Medicaid community care 
services to current service levels and to allow for some new 
clients as well, $17.3 million GR was allocated.  (The House 
placed differing amounts in Article XI only for each of these 
wait-list related items.)   

ARTICLE XI  Senate and House budget writers 
included placeholders for increased personal attendant 
salaries.  The Senate placed funding for a variety of long-term 
care cost or rate increases, long-term care salary increases and 
increased staffing levels, StarPlus cost increases, Frail Elderly 
prescription benefits, and the completion of the TIERS 
computer system to replace DHS' outdated mainframe 
system.  Both the Senate and House earmarked wish-list 
funding for Promoting Independence (part of Texas' plan for 
compliance with the Olmstead decision) and one-time costs 
of moving children out of nursing homes. 

TEXAS DEPARTMENT OF MENTAL 
HEALTH AND MENTAL 
RETARDATION (MHMR) 



FUNDING IN ARTICLE II   The House and 
Senate both placed $8.8 million GR in the budget to 
maintain current services in community MH and MR 
services.  The House allocated $3.9 million GR for targeted 
pay increases for front-line workers in MH and MR facilities.  
The Senate placed about $18.6 million GR for services in 
MHMR State Schools and Hospitals.  Another $50.3 million 
GR is recommended by the Senate for programs related to 
the Promoting Independence initiative.   

TEXAS HEALTH AND HUMAN 
SERVICES COMMISSION (HHSC) 
Because CHIP is not an entitlement program, agency officials 
were not allowed to request "base budget" funds for either 
enrollment growth above FY 2001 enrollment, or for 
inflation and cost increases.  As an "exceptional item," the 
CHIP funding requested by HHSC is about $79 million GR 
(latest April update) above the base budget amount to allow 
for natural enrollment growth, inflation, and certain rate 
increases.  The House placed $39.3 million GR in Article II 
for CHIP growth, and the Senate allocated $20 million GR 
for this purpose.  Commission staff report that there may be 
about $17 million additional CHIP funds in the HHSC 
budget, but they were not able to verify this by press time.  
"Base" funding for CHIP can be found in Article XII, where 
allocations of tobacco settlement receipts are listed. 

IN THE ARTICLE XI GRAB BAG 
MEDICAID SIMPLIFICATION & 
OTHER INITIATIVES   The Senate put $968.1 
million, all funds in Article XI for Children's Medicaid 
Simplification (see Policy Page #125).  The House did not 
include a listing in Article XI for simplification, but included 
7 "contingency riders" related to Medicaid Simplification 
bills which would allocate funding if those bills are passed; 
the Senate also included 5 related riders in Article XI.  The 
House held a place in Article XI ($333.5 million, all funds) 
for elimination of the current three-prescription-per-month 
limit for adult Medicaid clients.  Both houses put $5.9 
million, all funds to provide basic dental care to Medicaid 
nursing home residents, who currently are not provided basic 
dental care.   

MEDICAID CONTINGENCY RIDERS   A 
number of other Medicaid-related contingency riders, which 
allocate funding if a particular bill is passed, are in Article XI 
of the House and Senate bills.  Topics of contingency riders 
include: Medicaid coverage for low-income women with 
breast or cervical cancer, enhanced Medicaid reimbursement 
rates for U.S.-Mexico border regions, expanded Medicaid 
coverage of women's health services, extended Medicaid for 
youths aging out of Foster Care, basic dental care for 
Medicaid nursing home residents, Home and Community-
based Mental Retardation waivers, prescription drug benefits 
for Medicaid "Frail Elderly" program participants and for 
Medicare enrollees just above the Medicaid income cap 

(Qualified Medicare Beneficiaries and Specified Low income 
Medicare Beneficiaries), abolishing the assets caps for these 
QMBs and SLMBs, Medicaid telemedicine pilots, Medicaid 
for legal immigrants who came to the U.S. after the 1996 
federal welfare law (PRWORA) took effect, and a pilot 
program for expanded Medicaid family coverage.    

WHAT ON EARTH IS GOING TO 
HAPPEN? 
The short answer is that the budgets passed by the House and 
Senate leave more questions than they answer regarding how 
much additional funding will be allocated for Medicaid, and 
to what programs or purposes the funds will be directed in 
the 2002-2003 budget.  In the absence of the hefty amounts 
of new state revenue that lawmakers had to work with in 
1999, Medicaid must compete with other major and 
compelling state budget needs and initiatives — teacher 
health insurance, prison employee pay increases, state 
employee pay raises, and higher education, to name a few.  
Within Medicaid-funded areas there is likewise 
"competition" between worthy goals: 

• Eligibility simplification for currently eligible 
persons. 

• Increased access to community care (Promoting 
Independence). 

• A wide range of benefit and eligibility improvements: 
access to prescription drugs and dental care for poor 
and near-poor aged and disabled, cancer treatment 
for low-income uninsured, and Medicaid for youths 
19-21 leaving foster care, and legal immigrants.  

• Provider fee increases across many service types: 
nursing homes, doctors, dentists, HMOs, and others.   

At the moment, it is not possible to predict how much will be 
spent, or how it may be allocated among the priorities listed 
above.  A piece of legislation that is indicative of the search 
for new revenues to support Medicaid is HB 2906, which 
would levy a new assessment on all Texas nursing homes.  
Funds raised would be used to draw down the 2:1 federal 
Medicaid match, and the proceeds would be dedicated to rate 
increases for nursing homes.  The fact that health care 
provider groups are able to finance a significant lobbying 
effort on behalf of rate increases certainly suggests that rate 
increases will not be completely ignored.  At the same time, 
key legislators have expressed high levels of commitment to 
achieving progress on the other fronts as well, and this can 
carry substantial weight even where no moneyed interests are 
promoting the issue.  The secrecy of the "working group" 
process, the difficult choices being forced, and the half-
measures that may result from limited revenues suggest that 
top priorities for Texas health and human service advocates in 
the near term must include strengthening Texas' revenue-
generating capacity to match the needs of our growing 
population, and fostering new approaches to writing a state 
budget that are more open and provide better information for 
all parties.   
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