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THE BALANCED BUDGET ACT OF 1997: HIGHLIGHTS OF

CHILD HEALTH BLOCK GRANT AND MEDICAID PROVISIONS
On August 5, the President signed into law the federal budget reconciliation act for  federal FY 1998, officially titled the
Balanced Budget Act of 1997.  The Act includes a wide variety of important provisions; this Policy Page describes in a summary
way important changes in Medicaid and Medicaid Managed Care policy, as well as the new child health block grant.

MAJOR MEDICAID PROVISIONS
GENERAL PROVISIONS

Medicaid Preserved for Children Losing SSI Due to New Disability Standard.  The Act requires continued Medicaid
eligibility for children who lose SSI benefits as a result of the new, more restrictive disability standard mandated by the 1996
Welfare Act.  This coverage will be retroactive to July 1,1997.  This “save” applies only to those children actually on the SSI
rolls; that is, it is not available to new Medicaid applicants who would have been eligible for SSI under the pre-PRWORA
disability standards.

Update:  Children’s SSI Eligibility Re-determinations.  In Texas, about 12,600 children under age 18 were subject to re-
determination (earlier reports of 17,000 children included several thousand individuals over age 18 who will be re-evaluated
using adult standards).  Social Security Administration (SSA) statistics released in early August detailed the re-determination
results through the end of July (i.e., with many re-determinations remaining to be completed).  As of that time, the national
average denial rate was 55.9%, compared to 77.7% in Texas (only 2 states had higher denial rates).
Susan Daniels, Associate Commissioner for Disability with the SSA, attributed this difference to higher children’s SSI application
rates in certain states, including Texas.  (A higher application rate means that a larger percentage of the total Texas child
population applies for SSI than the national average.)  It is true that there is a much stronger incentive for poor families with
special needs children to pursue the difficult SSI disability determination process in states like Texas, with extremely low TANF
(formerly AFDC) benefits, because the SSI benefit is so much more generous (average U.S. child SSI benefit: $430/month;
average Texas TANF benefit: $57/month).
However, the application rate difference is not likely to explain all of this very large range in denial rates.  There is a long
history (and controversy) surrounding the wide variation in SSI disability determination practices among SSA regional offices.  A
vivid illustration of this variation was provided when alcohol or drug addiction was eliminated as a sole basis for SSI eligibility.
When this change was implemented, more than 30,000 SSI enrollees were affected in California, compared to fewer than
3,000 in Texas.  (There is no evidence that alcohol and drug dependence are more frequent in California.).  SSA statistics show
that there is extreme variation from state to state in the percentage of children’s cases that are denied due to “failure to
cooperate,” and the percentage of children who are found to have disabilities medically or functionally equivalent to the
“medical listings” (on which eligibility is based under the new law).  These support the long and widely held belief that there
are both clinical and procedural differences across the country in how SSI disability determinations are performed.
Texas Rehabilitation Commission officials report that, contrary to SSA’s expectations, very few families have appealed the
initial denials of their child’s eligibility (TRC performs the disability determinations for SSA in Texas).  On a positive note, the
State Bar of Texas has sponsored training for hundreds of attorneys and paralegals who are willing to provide free legal
assistance to families of children who have either already received an SSI denial, or whose cases will be reviewed soon.  They
are working with TDHS to distribute flyers informing families that help is available, and they are providing a toll-free telephone
number to call (1-888-281-6511).
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DSH.  Federal Medicaid spending will be reduced by $10.4
billion over 5 years through reductions in disproportionate
share reimbursement to hospitals (DSH).  The impact on
Texas hospitals is hard to predict.  In 1998 and 1999, Texas
will actually get a larger federal DSH allotment than in 1997,
but in the years 2000-2002 the federal payment will be
reduced, resulting in a net loss of about $470 million federal
dollars over the 5 years.  The DSH provisions of BBA require
states like Texas to reduce the size of DSH payments to state
mental hospitals.  As a result, DSH funds that used to go to
state mental hospitals will be added to the pool of DSH funds
available to non-state-operated hospitals, offsetting
somewhat the shrinkage in the overall federal allotment.  This
offsetting effect, and the extent (if any) to which Texas may
restructure its existing program could determine which non-
state-operated hospitals are hurt and to what degree.
The Boren amendment is repealed.  This provision of
Medicaid law had required state Medicaid programs to pay
nursing homes, hospitals, and residential facilities for persons
with mental retardation rates “reasonable and adequate” to
meet the cost of “efficiently and economically operated”
facilities.  In practice, it meant that the methodology states
used to pay institutional providers had to be cost-based, had
to include reasonable inflation updates, could not be
arbitrarily frozen just to meet budget constraints.  When
states (including Texas) deviated from this, they were
challenged in court and more often than not settled with
terms favorable to the institutional providers.  The repeal of
Boren has long been sought by state governments.
Advocates for community-based long term care are hopeful
that this repeal will help end a long-standing institutional bias
in funding for Medicaid long-term care.  There are also,
however, those who are concerned about the impact
reduced payment rates may have on quality of care for
persons who remain in institutional settings.  In addition,
since community-based Medicaid long-term care “waiver”
programs are required to be less costly on the average than
institutional care, a reduction in institutional rates could have
the effect of lowering the ceiling on per capita costs in certain
community-based long term care waivers.
New Assistance for Low-Income Elders.  Medicaid
currently pays Medicare premiums only for Medicare eligibles
with incomes 100-120% federal poverty level (FPL).
Assistance to this group, officially termed “specified low-
income Medicare beneficiaries” (SLMBs), will now be
extended to persons with incomes up to 135% FPL.  Also,
limited funds (i.e., a block grant) will be available for persons
from 135-175% FPL to pay for the INCREASE in Medicare
premium resulting from the BBA (the increase will reach $12-
$13 per month in 2004).  Both provisions sunset in 2002, so
the new assistance to elders may not be continued after that
year.
Federally Qualified Health Centers and Rural Health
Clinics.  Under federal Medicaid law, the services of
Federally Qualified Health Centers (FQHCs) and Rural Health
Clinics (RHCs) have been designated as mandatory Medicaid

services (i.e., states must cover these services for all Medicaid
enrollees).  In addition, federal law required states to pay
these entities the full cost of serving Medicaid clients.  Under
the BBA, FQHC and RHC services will remain mandatory
services, but the cost-based reimbursement guarantee will be
phased out beginning in the year 2000, and will be completely
repealed in FY 2004.  FQHCs are key safety net providers in
Texas’ medically under-served areas.  They will face a fiscal
survival challenge when cost-based reimbursement is
terminated.  (Also, the bill authorizes the promulgation of
new restrictions on which entities can qualify for treatment as
an FQHC “look-alike.”)
“Send Granny's Lawyer To Jail” is the irreverent title
given to the provision which creates civil and criminal
penalties for anyone who accepts payment in return for
assisting an individual to dispose of assets in order to become
eligible for Medicaid (generally, attorneys do this).  This is
typically an issue when persons above the Medicaid nursing
home income and/or asset upper limits seek to pass their
assets to their heirs rather than liquidating those assets to pay
for their nursing home care.  A court challenge to this
provision of the BBA is anticipated.
Medicaid Rates for Medicare Services.  States currently
pay all out-of pocket Medicare expenses for both dual-
eligibles (Medicare and Medicaid) and for Medicare clients
who are not Medicaid eligible, but whose incomes are below
100% FPL (termed “qualified Medicare beneficiaries” --
QMBs).  Medicare enrollees are subject to coinsurance (e.g.,
20% on doctor visits), which Medicaid pays for people in
these groups.  Under this new provision, states may base
their coinsurance liability on the Medicaid rate rather than the
Medicare rate if the Medicaid rate is lower.
EPSDT Cost Study.  The U.S. Secretary of Health and
Human Services must produce (by 8/98) a study of the
actuarial cost of the EPSDT mandate.  This study is a
response to state governments’ long-standing objection to
having to cover mental health services and other costs (e.g.,
home nursing) for children with special health care needs.
Some advocates fear that the study is laying the groundwork
for reductions in the Medicaid benefit package for children.
MEDICAID MANAGED CARE PROVISIONS

Mandatory Managed Care Without Waiver for Some
Groups.  A 1915(b) waiver will no longer be required to
mandate managed care enrollment for many Medicaid clients.
The groups for which a waiver will still be required are:

• Children on SSI,
• Children in foster care or other out-of-home placement,
• Dually-eligible (Medicaid & Medicare) persons, and
• American Indians.
"75/25 rule" Repealed.  The BBA repeals the provision in
prior law that required managed care organizations (MCOs)
serving Medicaid clients to have at least 25% non-Medicaid
(or Medicare) enrollees.  The prior policy was adopted over
20 years ago in response to abuses by California HMOs
serving Medicaid.  based on the concern that Medicaid-only
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or Medicare-only MCOs might provide a lower standard of
care than those serving multiple payers.  Advocates are
concerned that the managed care equivalent of “Medicaid
mills” may result from this policy change.  Clearly vigilance in
the oversight of Medicaid MCOs will be even more critical
under this new provision.
Cost Sharing.  Medicaid law strictly limits the use of co-
payments, deductibles, or premiums to so-called “nominal”
levels, which are currently capped at $19 per month for
premiums, $2 per month for deductibles, and $3 for office
visits.  No cost sharing at all may be applied to services to
persons under age 18, pregnancy related services, emergency
services, family planning services, hospice services, or any
service to which the Medicaid enrollee has already applied his
own income (e.g., nursing home care).  Prior to BBA, cost-
sharing was prohibited entirely for HMO services; under the
new law states will be able to impose cost-sharing on
managed care enrollees subject to the same above-listed
restrictions.  Importantly, the law explicitly prohibits MCOs
and their subcontractors (like providers under fee-for-service
Medicaid) from denying care due to inability to pay a cost-
sharing amount.
Balance Billing.  Unlike Medicare, Medicaid providers are
not allowed to bill Medicaid enrollees for any amount above
and beyond what the state reimburses.  The BBA clarifies that
this prohibition extends to all Medicaid MCO subcontractors.
Solvency.  Medicaid managed care organizations (MCOs)
must meet state solvency standards, unless the MCO is a
public entity, is operated or controlled by one or more
FQHCs (the actual federally-funded centers, not the “look-
alikes”), or its solvency is guaranteed by the state.  The
FQHC-operated MCOs must still meet whatever solvency
requirements the state has created for such entities.  MCOs
that are not capitating for both hospital and physician services
(as is the case in many Primary Care Case Management
systems) are not subject to this provision.
Consumer Protections Mandated for Medicaid
Managed Care.  A wide range of protections, intended to
balance the elimination of the waiver requirement, are
included in the BBA.  Many of these provisions mirror those
included in new Texas statutes adopted by the 75th
Legislature.  A partial list is provided below:

• Medicaid managed care must comply with federal
minimum maternity stay and mental health parity laws.

• “Gag rules” (HMO policies that prohibit providers from
discussing all health care options with enrollees) are
prohibited.

• Choice: states must give enrollees choice of 2 or more
plans, except in rural areas.  In rural areas, states may
limit enrollees to a single MCO or primary care case
management system, as long as there is still a choice
between 2 or more physicians or case managers.

• States are authorized to limit the number of MCOs with
which Medicaid contracts in a given area, as long as there
are at least two choices for enrollees.  (In contrast,
Medicare must all qualified MCOs to participate in the
Medicare managed care market.)

• Enrollees may change plans at any time for “good cause”
as defined in prior law.

• New enrollees may change plans in first 90 days.
Thereafter, the state can limit changes without good
cause to one per year.  State must give enrollees 60-day
notice of the annual open enrollment period.

• Standard disclosure: Medicaid managed care
organizations (MCOs) must provide information on their
provider network, grievance/appeals process, how to
access any entitled benefits not provided by plan, and
which benefits require a referral.

• Enrollment brokers must be entirely independent of all
health care providers and health plans.

• Default enrollment process must consider historical
enrollee-provider relationships, traditional providers;
MCOs must be in compliance with federal standards to
get default assignments.

• Discrimination by Medicaid MCOs based on health status
or anticipated need for care is prohibited.

• All MCO marketing materials must be approved by the
state.  Plans may not link Medicaid enrollment to sale of
other insurance.  Marketing materials must be distributed
throughout an entire service area (i.e., no red-lining).
Door-to-door and telephone marketing are prohibited.

• States must have standards for: timely access to care,
adequate primary and specialty care access, monitoring
care quality, grievance procedures, marketing, and
information disclosure.

• Annual independent review is required for all plans.
• A "prudent layperson" standard for what constitutes an

emergency is defined.
• Plans must demonstrate adequate provider network

capacity to serve their enrollees in a timely fashion.
• All plans must have an internal grievance procedure.

Advocates for Medicaid enrollees have had mixed reactions
to the new managed care provisions.  On one hand, there are
serious concerns about the narrowing of enrollee choice.  On
the other hand, the new law incorporates many of the best
practices in Medicaid Managed Care enrollee protections.
While the new law eliminated federal oversight under the
managed care [1915(b)] “waiver” process, the Health Care
Financing Administration (HCFA, the federal agency that
administers Medicaid and Medicare) has never had adequate
staff to monitor state Medicaid Managed Care operations
adequately.  In conclusion, the importance of rigorous
oversight of Texas Medicaid Managed Care — both through
official mechanisms and the ad hoc vigilance of Texans who
care — cannot be over-emphasized.
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CHILD HEALTH BLOCK GRANT

The child health block grant adopted in the Balanced Budget
Act of 1997, formally titled the State Children’s Health
Insurance Program under Title XXI of the Social Security Act,
combines aspects of the Senate and House proposals we
described in PP #52 and #53.  Though there are important
questions that cannot yet be answered regarding the
implementation of this section of the BBA, the broad outlines
that are clear at this time are provided here.
The Basics.  The BBA allocates $4 billion per year for next
10 years to expand health care for uninsured children under
200% of poverty.  Another $1.2 billion over 5 years is set
aside to be spent on Medicaid enrollment growth due to (1)
new outreach efforts (2) optional 12-month continuous
eligibility and presumptive eligibility for kids, and (3)
continued Medicaid for kids losing SSI under the restrictive
disability definitions mandated by the 1996 Federal Welfare
Act.  The program is funded in part by an increase in tobacco
taxes.  States will be required to submit a state plan
describing proposed uses of the block grant (in compliance
with all the standards described below) prior to receipt of the
funds, which first become available October 1,1997.
Uses of the Funds.  In general, states must use these funds
either for Medicaid expansion, provision of other health
insurance, or some combination of the two.  The law
provides that no more than 10% of the state’s allotment may
be spent on administration, outreach, direct health care
services, or anything else other than actual health insurance
or Medicaid coverage.  However, the U.S. Secretary of
Health and Human Services can grant waivers of the 10% cap
to allow additional spending on direct health care services
(i.e., payments to health care providers rather than insurance
or Medicaid coverage).  To qualify for such a waiver, the
state must demonstrate that (1) the services children receive
through the direct-service alternative meet the Act’s
standards for health insurance coverage (more below), (2)
the average cost per child is no greater than could be
provided through Medicaid or a health insurance program,
and (3) the coverage is provided through the use of “a
community-based health delivery system” to include (but
presumably not limited to) DSH hospitals and Federally
Qualified Health Centers.
State Matching Requirements.  States will have to put up
matching funds in order to access the block grant.  The
matching rate will be 70% of what the state currently has to
put up for Medicaid; that is, the Federal Share is more
generous than for Medicaid.  Texas’ 1998 official allocation is
$561.5 million, and the state would have to put up $199.3
million in matching funds to draw the grant funds (roughly, a
26% state matching share, compared to 38% for Medicaid).
States may carry over unexpended balances from the block
grant for two succeeding years, but after the third year,
unused funds may be re-allocated to states that have
implemented a program under the new law.

HCFA has released guidance clarifying that states which opt
to use the block grant for Medicaid expansion will still be able
to draw additional federal matching funds in the event that
the costs of their expansion exceeds the block grant
allotment, but the federal match will be at the standard
Medicaid match rate, rather than the more generous block
grant rate.  In contrast, if a state uses the funds to purchase
health insurance, no additional funds will be available after the
state’s allotment is exhausted.
Maintenance of Effort.  States are required to maintain
recent levels of Medicaid coverage for children.  Specifically, if
a state expands Medicaid under the new block grant, only
those children who would not have been eligible for coverage
under the standards in place in the state on April 15, 1997 will
be subject to the new enhanced matching rate.  If a state
chooses to pursue a children’s health insurance program,
they must maintain Medicaid standards as generous as those
in place on June 1, 1997.  Only three states (FL, NY, PA) are
subject to a provision that requires states to maintain 1996
levels of state-dollar child health spending.  The
Administration has expressed the opinion that this should be
broadened to apply to all states, and some analyses of the bill
suggest that the failure to do so was a drafting error.  More
discussion of this issue at the federal level is therefore
expected.
Who Can Be Covered.  These funds may only be used to
cover persons under 19 years of age, and in Texas may only
be used to cover children with family incomes at or below
200% of the federal poverty level (FPL: in 1997, this would
be an upper limit of $26,660 for a family of 3).  States that
have already increased children’s Medicaid eligibility above
150% FPL will be allowed to use the new funds to cover
children up to 50 percentage points above their June 1997
Medicaid income cap, and so may exceed the 200% cap to
which Texas is subject.  In order to prevent states from
substituting the new block grant for current Medicaid
coverage, states are required to maintain (or increase) the
Medicaid income eligibility standards they had in effect on
June 1, 1997 to qualify for block grant funds.
In states that elect to fund children’s insurance rather than
Medicaid, the requirements in the rest of this section apply.
The state must ensure that all children eligible for Medicaid
are enrolled in that program, and not in the children’s health
insurance plan.  States must also ensure that higher-income
children are not covered to the exclusion of coverage of
lower income children.  States may not allow any
discrimination in eligibility based on health status, pre-
existing conditions, or disability, but health insurance plans
offering the children’s coverage may limit coverage of pre-
existing conditions to the extent allowed by applicable laws.
States may choose to set a more generous income eligibility
cap for children with disabilities, but may not set a more
restrictive income cap for those children.
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Children of public employees eligible for state employee
health benefits are not eligible for the insurance program, nor
are children in the criminal justice system or in institutions for
mental illness.  State are required to adopt (as yet
unspecified) procedures to prevent the substitution of block
grant coverage due to employers dropping existing children’s
coverage.
Minimum Benefit Standard.  If a state opts to use the new
funds for children’s health insurance, rather than Medicaid,
the state could create its own insurance program, purchase
coverage in the private marketplace, or even do both.  In
either case, the Act includes broad parameters for the scope
and value of the benefit package.  Any coverage financed
through the block grant must meet or exceed these
standards.  First, the state can choose to offer children’s
coverage that is equivalent to one of three existing
“benchmark” insurance products: (1) the Blue Cross/Blue
Shield federal employee plan, (2) a health plan that is
provided to state employees, or (3) the benefit package
offered by the largest HMO in the state (excluding Medicaid
enrollment).  A fourth option for states is to offer a benefit
package which may differ from, but must have an “aggregate
actuarial value” equal to, one of the 3 benchmark plans.
Under this final option, the plan must include hospital,
physician, lab and x-ray, and well-baby and well-child care.
Coverage for prescription drugs, mental health, vision, or
hearing benefits must be included if the benchmark plan
includes those benefits; however, these benefits may be
covered at a less generous rate than the benchmark plan
(specifically, at 75% of their actuarial value in the benchmark
plan).  Finally, there is a provision for the U.S. Secretary of
Health and Human Services to approve alternative packages
she deems appropriate for the targeted group of children.
Cost Sharing Options.  The Act sets limits on the use of
premiums and cost-sharing, including co-payments,
deductibles, and coinsurance.  Cost-sharing policies must not
favor higher-income families over lower-income families.  No
cost-sharing may be required for well-baby or well-child
care, including immunizations.  Family contributions toward
premiums or cost-sharing may not be counted as part of the
state’s matching funds share.
Any cost-sharing imposed on children from families with
incomes at or below 150% FPL is subject to specific caps.
Premiums are subject to the current federal limits for
Medicaid medically needy clients, which cap premiums
according to family size (the maximum a family of three could
be charged would be $16 per month, and a lesser amount
would be charged for the lowest-income families).  Other
cost-sharing is subject to current Medicaid limits, namely;

• deductibles are capped at $2 per month per family,
• co-payments are capped at $3, and
• cost-sharing for institutional care is capped at 50% of the

Medicaid payment rate for the first day of care.

For families with incomes above 150% FPL (i.e., Texas
families from 151%-200% FPL), cost-sharing must not
exceed 5% of family income.
Options for Medicaid Expansion.  There are several new
options regarding children’s Medicaid which states may now
implement without a waiver.  First, states may use the new
funds to expand Medicaid eligibility (at the enhanced matching
rate) to children who were not Medicaid eligible as of 4/15/97
up to as high as 200% FPL.  States also have the option (even
if they do not choose to otherwise expand Medicaid
eligibility) to speed up the phase-in of coverage of children
with family incomes under 100% FPL which has been
underway since the passage of OBRA 1990.  This allows
states to immediately cover all such children through age 18
(i.e., until they turn 19).
Another new option for states allows Medicaid programs to
guarantee 12 months of continuous Medicaid eligibility
to all children under age 19, even if the family’s circumstances
change during that period.  Currently, children’s Medicaid
coverage is often interrupted.  To illustrate, in FY 1996 the
total number of children covered by Medicaid for some
portion of the year was about 250,000 higher than the
monthly average number of children on the rolls.  Because
income guidelines are rigid, children can lose Medicaid
coverage due to relatively small or temporary increases in
family income.  Prior to this new option, continuous eligibility
could only be offered under an 1115 demonstration waiver.
The BBA also gives states the option to implement
presumptive eligibility for children.  Under this option,
which under prior law was available only for pregnant
women, states can authorize classes of health care providers
and other entities such as WIC, child care, or Head Start
agencies to perform simplified eligibility screens and give
qualified children temporary Medicaid eligibility.  The
shortened eligibility screen must be followed with a full-
fledged application within a specified time period.  Costs of
presumptive Medicaid eligibility (i.e., coverage up until the
full-fledged application is approved) will be deducted from
each states block grant allotment.  Presumptive eligibility (PE)
is intended to harness the capacity of a broad array of
community-based agencies to improve outreach to the
families of children who may be Medicaid eligible, with a goal
of improving kids’ access to routine well-child checks-ups
that can prevent or reduce the seriousness of health
problems through early detection.  About 30 states, including
Texas, have adopted PE for pregnant women, some with
marked success.  (Texas has not promoted PE aggressively,
and progress in improving early access to Medicaid prenatal
care has been set back due to unresolved enrollment process
problems in areas where mandatory managed care for most
pregnant women has been implemented.)
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What Will Texas Do With the New Child Health Block Grant?  What About HB 3 and the 1115 Waiver?
As this issue goes out, there are more questions than answers regarding how — or even whether — Texas will approach the
new block grant.  Moreover, the potential links between the new program, Texas proposed Medicaid expansion (for which
Texas had requested an 1115 waiver), and the new Texas Healthy Kids Corporation (under House Bill 3) create even more
room for confusion.
The Texas Health and Human Services Commission announced late in August that the state’s 1115 waiver request had finally
been rejected by federal Medicaid officials.  The rejection resulted from an impasse over the state’s intention to restrict newly-
covered children to a single network of health care providers to be designed by the entities putting up the state’s share of
funding for the expansion, namely, 8 large urban hospital districts, the City of Austin, and the U.T. Medical Branch at
Galveston.  Federal law requires that Medicaid enrollees whose participation in Medicaid Managed Care is mandatory must be
offered a choice between at least 2 alternative health plans (exceptions are allowed only in rural areas where alternative
providers may not exist).  As such, the chances for approval of Texas’ proposed approach had been uncertain from the start.
House Bill 3, passed by the 75th Texas Legislature, created the Texas Healthy Kids Corporation, which will coordinate the
creation and marketing by private insurers of health insurance products that will be available to families who lack access to
affordable coverage through the workplace.  While state funds will help get the Corporation up and running, there is no state
funding stream to provide subsidies that will be needed to make the coverage affordable by low-income and working poor
families; any subsidy funds will have to come from other sources like charitable donations.
The new child health block grant clearly could be used to fund: (1) a Medicaid expansion to replace the stalemated 1115
waiver, (2) a funding stream to make Texas Healthy Kids coverage accessible to low-income families, or (3) some combination
of the two.  In addition, the waiver option under the new block grant for direct service programs built around community-
based providers could be a vehicle for the funds in this state.  State agency and legislative staff members began working to
analyze the state’s options shortly after passage off the BBA.  They are expected to brief legislators on their preliminary
findings sometime in early October, and public hearings may be held after that report.  What direction state elected officials
will take in response is an open question.  Some of the factors that will play into the politics of implementing this block grant
include:

• The challenge of identifying a source for required state matching dollars (about $200 million per year).  Local hospital districts
and UTMB were to put up the matching dollars for the Medicaid 1115 waiver.  These entities would have little incentive
to put up these funds to subsidize private insurance under Texas Healthy Kids, but might be motivated to support
Medicaid expansion or a community-based service system.

• The preference of many state leaders for a non-entitlement approach to expanding children’s health coverage.  The support for
this approach is clear from the success of HB 3, but the source of the state’s matching fund share to support the non-
entitlement approach is less clear.

• The resistance of the Texas Legislature to new Health and Human Service spending.  The availability of surplus TANF Block
Grant funds in the last legislative session prevented major cutbacks in health and human services for the 1998-99 budget
period, while allowing the state to adopt the increased homestead property tax exemption.  In this context, elected
officials are not — absent strong direction from the voters — likely to “volunteer” to appropriate the state matching
funds needed to access the block grant.

Texans should be aware that the current political environment is such that it is possible that Texas could pass up
the new child health block grant because of the state leadership’s reluctance to dedicate the necessary $199
million annual matching funds.  To prevent this, all of our state elected officials must get a clear message from the
voters that children’s health coverage is a top spending priority, and that to fail to fully draw down the block
grant would be an unacceptable loss for the state, sending our tax dollars to other states to take care of their
children.  Even if new funding is identified which could be used to draw down the child health block grant (e.g., if
Texas receives a settlement in the tobacco lawsuit, an increasingly remote prospect) strong and broad-based
public pressure will be needed to devote those resources to child health, and to ensure that funds are not spent
instead on other political priorities (e.g., further property tax reductions).  The Center will continue to report on
developments related to the child health block grant as they unfold.
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