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DEPARTMENT OF HEALTH & HUMAN SERVICES
Centers for Medicare & Medicaid Services

Center for Medicaid & CHIP Services

230 South Dearborn

Chicago, Illinois 60604

CMS

CENTERS FOR MEDICARE & MEDICAID SERVICES
CENTER FOR MEDICAID & CHIP SERVICES

Financial Management Group

August 25, 2026

Stephanie Stephens

State Medicaid/CHIP Director

Health and Human Services Commission
Mail Code: H100

Post Office Box 13247

Austin, Texas 78711

RE: TN 21-0009
Dear Director Stephens,

The Centers for Medicare & Medicaid Services (CMS) has reviewed the proposed Texas state plan
amendment (SPA) to Attachment 4.19-B 21-0009, which was submitted to CMS on March 12, 2021.
This plan amendment has an effective date of February 1, 2021, and is intended to amend the
description of the reimbursement methodology for both the Alternative Payment Methodology (APM)
and Prospective Payment System (PPS) methodologies for Federally Qualified Health Centers
(FQHCO).

We reviewed your SPA submission for compliance with statutory requirements including in
sections 1902(a)(2), 1902(a)(13), 1902(a)(30), and 1903 as it relates to the identification of an
adequate source for the non-federal share of expenditures under the plan, as required by
1902(a)(2), of the Social Security Act and the applicable implementing Federal regulations.

Based upon the information provided by the state, we have approved the amendment with an
effective date of February 1, 2021. We are enclosing the approved CMS-179 and a copy of the
new state plan pages.

If you have any additional questions or need further assistance, please contact Josh Smith at

214-767-6453 or via email at LaJoshica.Smith@cms.hhs.gov.

Sincerely,

Todd McMillion
Director
Division of Reimbursement Review

Enclosures
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State of Texas
Attachment 4.19-B
Page 24

(31) Federally Qualified Health Centers (FQHC)

(@) FQHCs may choose between two prospective payment methodologies for reimbursement
purposes. The two methodologies are the Prospective Payment System (PPS) Methodology
and an Alternate Payment Methodology (APM) referred to as the Alternative Prospective
Payment System (APPS) Methodology. Both methods are in accordance with section
1902(bb) of the Social Security Act, as amended by the Benefits Improvement and Protection
Act (BIPA) of 2000 (42 U.S.C. §1396a(bb), effective for the FQHC's fiscal year that includes
dates of service occurring January 1, 2001, and after. FQHCs will be reimbursed a
prospective per visit encounter rate for a visit for Medicaid covered services if the visit meets
the requirements as described in section (31)(a)(1)(F) through (31)(a)(1)(H).

(1) Definitions:

(A) PPS effective rate - The final encounter rate, with the Medicare Economic Index
(MEI) updates paid, to an FQHC during the FQHC's fiscal year.

(B) APPS effective rate — The final encounter rate with the MEI update plus the
additional 0.5 percentage of the MEI added to the updates, paid to an FQHC
during the FQHC fiscal year.

(C) Interim base rate, Interim PPS base rate, and Interim APPS base rate - The
encounter rate paid to a new FQHC after 2000, or the encounter rate
determined from a change in scope cost report.

(D) Initial interim base rate, Initial interim PPS base rate, and Initial interim APPS
base rate - The encounter rate paid to a new FQHC after 2000. The encounter
rate paid to a new FQHC. The encounter rate is calculated using the projected
cost report.

(E) Final base rate, Final PPS base rate, and Final APPS base rate - The encounter
rate calculated using the final cost report.

(i) For an FQHC existing in the year 2000. The encounter rate was calculated
by 2000 cost reports and divided by the total audited visits for these same
two periods.

(ii) For an FQHC formed and enrolled after the year 2000 - The encounter rate
is calculated based on hundred percent (100%) of the reasonable costs
divided by the total audited visits for the first full year first full fiscal year
audited Medicare cost report.

(F) Avisitis an in-person, telemedicine, or telehealth encounter between and FQHC patient and a
physician assistant, nurse practitioner, certified nurse-midwife, visiting nurse, psychologist,
clinical social worker, other health professional for mental health services, dentist, dental
hygienist, or optometrist if the visit is within the scope of practice for the provider.

(G) A medical visit is an in-person, telemedicine, or telehealth encounter between an FQHC patient
and a physician, physician assistant, nurse practitioner, certified nurse midwife, or visiting
nurse.

(H) An "other" health visit includes but is not limited to, an in-person, telemedicine, or telehealth
encounter between an FQHC patient and a psychologist, clinical social worker, other health
professional for mental health services, dentist, dental hygienist, or optometrist, as well as an
Early and Periodic Screening, Diagnosis and Treatment medical checkup if the visit is within
the scope of practice for the provider.

TN: _21-0009 Approval Date: August 25, 2026
Supersedes TN: _10-61 Effective Date: _02/01/2021




State of Texas
Attachment 4.19-B
Page 24a

(31) Federally Qualified Health Centers (FQHC) (continued)
(1) General

(A)  Wrap Payment — In the event an FQHC is not paid the PPS or APPS rate by a
managed care organization or a dental maintenance organization, the state will
ensure the FQHC is paid the full amount the FQHC should receive under PPS or
APPS for covered services performed by the FQHC. In the event that the amount
paid to an FQHC by a managed care organization or dental maintenance
organization is less than the amount the FQHC would receive under PPS or APPS,
the state will ensure the FQHC is reimbursed the difference on at least a quarterly
basis.

(B) Reasonable costs, as used in setting the interim or final base rate or any
subsequent effective rate under the PPS or APPS reimbursement methodologies,
are defined as those costs that are allowable under Medicaid cost principles, as
required in 2 CFR 200, with no productivity screens and no per-visit payment limit.
Administrative costs will be limited to 30 percent of total costs in determining
reasonable costs. Reasonable costs do not include unallowable costs.

(C) Unallowable costs are expenses that are incurred by an FQHC and are not directly
or indirectly related to the provision of covered services, according to applicable
laws, rules, and standards.

TN: 21-0009 Approval Date: August 25, 2026
Supersedes TN: 10-90 Effective Date: 02/01/2021




State of Texas
Attachment 4.19-B
Page 24b

(31) Federally Qualified Health Centers (FQHC) (continued)

(2) Reimbursement Section PPS

(A) Each new in-state FQHC will receive a letter from HHSC or its designee upon
enrollment as a new Medicaid provider, with an FQHC prospective payment system
form. The FQHC must indicate the selection as either the PPS or the Alternative
Payment APPS reimbursement methodology on the form and return the form to
HHSC or its designee.

(B) Each out-of-state FQHC will receive the PPS reimbursement methodology. HHSC
will compute an effective rate based on reasonable costs provided by the FQHC on
its most recent Medicare cost report. The effective rate will reflect the rate that
would have been calculated for an in-state FQHC based on the approved scope of
services that an in-state FQHC could provide in Texas.

(C) After a change to the reimbursement methodology, the state may require the
reselection of the APPS or PPS methodology.

(3) A Change of the Effective Rate

(A)  An adjustment will be made to the PPS or APPS effective rate if the FQHC can
show that the adjustment is warranted due to a change in scope of services. Any
request to adjust an effective rate must be accompanied by documentation showing
that the FQHC had a change in scope. A change in scope provided by an FQHC is
defined as the addition or deletion of a service or a change in the magnitude,
intensity, or character of services currently offered by an FQHC or one of the
FQHC's sites. A change in the cost of a service is not considered in and of itself a
change in the scope of services.

(B) An FQHC that requests an adjustment of its PPS or APPS effective rate must file a
change of effective rate cost report. A cost report filed to request an adjustment in
the effective rate may be filed at any time during an FQHC's fiscal year, but no later
than five (5) calendar months after the end of the FQHC's fiscal year. All requests
for adjustment in the FQHC's effective rate must include at least six (6) months of
financial data. The FQHC must include the necessary documentation to support a
claim that the FQHC has undergone a change in scope.

(C) If HHSC determines through the review of the information provided in (B) of this
section that an adjustment to the PPS effective rate is warranted, HHSC will
determine an interim base rate based on 100 percent of the reasonable costs
contained in the change of effective rate cost report. Interim payments will be
adjusted prospectively until the final audited cost report is processed.

TN: 21-0009 Approval Date: August 25, 2026
Supersedes TN: 10-90 Effective Date: 02/01/2021




State of Texas
Attachment 4.19-B
Page 24c

(31) Federally Qualified Health Centers (FQHC) (continued)

(3) Change in Effective Rate (continued)

The FQHC must submit to HHSC, or its designee, an as-filed Medicare cost report
after the end of the FQHC’s full fiscal year. HHSC will determine an interim base
rate based on 100 percent of the reasonable costs contained in the as-filed
Medicare cost report, using the total allowable FQHC costs divided by the total
number of eligible FQHC visits. Interim rates will be adjusted prospectively until the
final audited Medicare cost report is processed. An as-filed Medicare cost report

The FQHC must submit to HHSC or its designee the final audited Medicare cost
report for this period. The rate established shall be the final base rate. HHSC will
reconcile payments back to the beginning of the interim period using the final base
rate. If the final base rate is greater than the interim base rate, HHSC will calculate
and pay the FQHC a settlement payment that represents the difference in rates for
the services provided during the interim period. If the final base rate is less than the
interim base rate, HHSC will calculate and recoup from the FQHC any overpayment
resulting from the difference in rates for the services provided during the interim
period. HHSC will return the federal portion of recouped payments to CMS

(D)
must reflect twelve months of continuous service.
(E)
consistent with 42 CFR 433 subpart F.
TN: 21-0009 Approval Date: August 25, 2026

Supersedes TN: 10-61

Effective Date: 02/01/2021



State of Texas
Attachment 4.19-B
Page 24d
(31) Federally Qualified Health Centers (FQHC) (continued)

(b) Reimbursement Methodologies
(1) Prospective Payment System (PPS) Methodology

(A) Effective January 1, 2001, for an FQHC existing in 2000, the PPS per visit rate for each
FQHC was calculated based on one hundred percent (100%) of the average of the FQHC's
reasonable costs for providing Medicaid-covered services as determined from audited cost
reports for the FQHC's 1999 and 2000 fiscal years. The PPS per visit rates were calculated
by adding the total audited reimbursable costs as determined from the 1999 and 2000 cost
reports and dividing by the total audited visits for these same two periods.

For a newly enrolled FQHC after January 1, 2001, see the reimbursement methodology in
section (31)(b)(1)(B).

(B) The effective rate for PPS is the rate paid to the FQHC for the FQHC's fiscal year. The
effective rate shall be updated by the rate of change in the MEI for each of the FQHC's
fiscal years since the setting of its final PPS base rate. The effective rate shall be
calculated at the start of each FQHC's fiscal year and shall be applied prospectively for that
fiscal year. An FQHC may request an adjustment of its effective rate due to a change in
scope as described in section (31)(a)(3).

(C) HHSC requires each provider to submit Medicare cost reports, supplemental worksheets,
and supporting information. In addition, the following cost reports may be required:

(i) As-filed Medicare cost report to include Texas Medicaid supplemental
worksheets.

(i) Final audited Medicare cost report to include Texas Medicaid supplemental
worksheets.

(iii) Change of effective rate cost report. The change of effective rate cost report is

used by in-state or out-of-state FQHCs that are requesting a change in their
PPS effective rate due to a change in scope. The cost report must contain at
least six months of financial information.

(iv) The cost settlement must be completed within six (6) months of receipt of the
final audited Medicare cost report.

TN: 21-0009 Approval Date: August 25, 2026

Supersedes TN: 20-0022 Effective Date: 02/01/2021



State of Texas
Attachment 4.19-B
Page 24d.1

(31) Federally Qualified Health Centers (FQHC) (continued)
(b) Reimbursement Methodologies (continued)

(1) Prospective Payment System (PPS) Methodology (continued)

(v) Projected cost report. The projected cost report may be used by in-state or out-of-
state FQHCs that are requesting an initial interim rate. The cost report must contain
at least twelve months of projected financial information.

(vi) Low Medicare utilization cost report. The low Medicare utilization cost report is used
by in-state and out-of-state providers to meet the annual filing requirements for
providers not required to file a full cost report with Medicare.

(D) FQHC encounter rate determination process for a newly enrolled FQHC after January 1, 2001
0] A newly-enrolled FQHC resulting from an existing FQHC adding a new service site
will be assigned the same effective rate as the existing FQHC. The state verifies the
new service site has been approved as a grantee by HRSA for the existing FQHC.
(ii) A newly-enrolled FQHC not associated with an existing FQHC

() Each new FQHC must submit to HHSC or its designee an as-filed Medicare
cost report after the end of the FQHC'’s first full fiscal year. HHSC will determine
an interim encounter base rate based on 100% (100) percent of the reasonable
costs contained in the as-filed Medicare cost report using the total allowable
FQHC costs divided by the total number of eligible FQHC visits. Interim rates
will be adjusted prospectively until the final audited Medicare cost report is
processed. An as-filed Medicare cost report must reflect twelve months of
continuous service.

(I Each new FQHC must submit to HHSC, or its designee, a final audited
Medicare cost report reflecting twelve months of continuous service. The rate
established shall be the encounter final base rate. HHSC will reconcile
payments back to the beginning of the interim period using the final base rate
within six months of receipt of the final audited Medicare cost report. If the final
base rate is greater than the initial interim base rate and/or the interim base
rate, HHSC will compute and pay the FQHC a settlement payment that
represents the difference in rates for the services provided during the interim
period within six months of receipt of the final audited Medicare cost report. If
the final base rate is less than the initial interim base rate and/or the interim
base rate, HHSC will compute and recoup from the FQHC any overpayment
resulting from the difference in rates for the services provided during the interim
period starting within six months of receipt of the final audited Medicare cost
report. HHSC will return the federal portion of recouped payments to CMS
consistent with 42 CFR 433 subpart F.

(E) HHSC or its designee may delay or withhold vendor payment to a provider upon failure to
submit a requested cost report until HHSC or its designee has received a complete and
workable cost report.

0] Once the complete and workable cost report has been received, the vendor hold will
be released, and the provider will receive all withheld monies.

(i) The vendor payment hold will not allow any payments to the provider, this includes
encounter rate and any alternative payments for services.

(iii) A provider, not submitting a workable cost report within 5 years of the non-receipt

letter to the provider:

(I)  If the provider has an APPS rate, the rate will be rolled back to the PPS rate
with MEI updates. The provider will be responsible for reimbursing HHSC the
difference between the PPS rate and the APPS rate multiplied by the number of
encounters paid.

TN: 21-0009 Approval Date: August 25, 2026
Supersedes TN: 20-0022 Effective Date: 02/01/2021




State of Texas

Attachment 4.19-B

Page 24e

(31) Federally Qualified Health Centers (FQHC) (continued)
(b) Reimbursement Methodologies (continued)
(1) Prospective Payment System (PPS) Methodology (continued)
(I The provider will have their current rate set as a final rate with no cost
settlement. A final base rate change letter will be sent to the provider. This

will allow the provider to appeal the assignment of the final rate.

(F) Final base rate natification letter. HHSC will provide written notification to an FQHC of any
determined final base rate.

(G) State-initiated reviews are not applicable for providers who selected the PPS methodology

TN: 21-0009 Approval Date: August 25, 2026
Supersedes TN: 10-61 Effective Date: 02/01/2021



State of Texas
Attachment 4.19-B
Page 24f

(31) Federally Qualified Health Centers (FQHC)

(b) Reimbursement Methodologies (continued)

(2) Other Alternative Payment Methodologies

(A) Initial interim base rate: A newly enrolled FQHC not associated with an existing FQHC may file a
projected cost report to establish an initial interim base rate reimbursement methodologies. The
cost report must contain the FQHC's reasonable costs anticipated to be incurred during the
FQHC's initial fiscal year. The initial interim base rate for a new FQHC shall be set at the lesser
of 80 percent of the anticipated reasonable costs determined from the projected cost report or
80 percent of the average rate paid to FQHCs on January 1 of the calendar year, during which
the FQHC first applies as a new FQHC. If an FQHC does not submit a projected cost report,
the initial interim rate will be set at 80 percent of the average rate paid to FQHCs on January 1
of the calendar year, during which the FQHC first applies at a new FQHC.

(B) Alternative Prospective Payment System (APPS) final encounter rate will be calculated using the
methodology described on (31)(b)(1)(D)(ii)(Il).

(i)

(ii)

(iii)
(iv)

(v)

APPS is an alternative payment methodology under section 1902(bb)(6) of the Social
Security Act. The purpose of APPS is to reimburse participating FQHCs using an
alternative encounter rate methodology that supports access to Medicaid-covered
FQHC services.

APPS applies only to an FQHC that agrees to receive payment under APPS. An FQHC
must indicate its selection of APPS on the FQHC prospective payment system form and
return the form to HHSC or its designee.

Payments made under APPS must be at least equal to the amount that would be paid
under the PPS methodology for the same services.

The effective rate for PPS is the rate paid to the FQHC for the FQHC's fiscal year. The
effective rate shall be updated by the rate of change in the MEI plus 0.5 percent for
each of the FQHC's fiscal years since the setting of its final encounter base rate. The
effective rate shall be calculated at the start of each FQHC's fiscal year and shall be
applied prospectively for that fiscal year. An FQHC may request an adjustment of its
effective rate due to a change in scope as described in Section (31)(3)(A)(B).
State-initiated review - In the event the state or its designee identifies an FQHC with a
reduced scope of services, the APPS effective rate may be adjusted based on the audit
of the cost report.

() For an in-state FQHC that has chosen the APPS methodology, HHSC may
prospectively reduce the FQHC's APPS effective rate to reflect 100 percent of
its reasonable costs or the PPS effective rate, whichever is greater. After
reviewing the final audited Medicare cost report, HHSC will determine if an in-
state FQHC is being reimbursed more than 100 percent of its reasonable cost or
the PPS effective rate, whichever is greater, through the following steps:

(-a-) Determine the reasonable cost per encounter from the final audited
Medicare cost report.

(-b-) Determine the PPS effective rate per encounter as would have been applied
to the FQHC if the FQHC had chosen PPS as described in (a) for the same
time period corresponding to the FQHC's final audited Medicare cost report.

(-c-) Select the greater of (-a-) or (-b-) of this section

(-d-) If the result in (-c-) of this section is less than the APPS effective rate for this
period, HHSC will set the result in (-c-) of this section as the new final APPS
base rate for this period.

(-e-) The prospective rate described in section(31)(b)(2)(B) will be determined by
adjusting the new final base rate from (-d-) in accordance with section
(31)(b)(2)(B)(i) to determine the APPS effective rate.

(-f-) The new APPS final base rate from (-d-) and subsequent effective rates will
not apply to claims for services provided prior to the implementation date
described in section (31)(b)(2)(B)(iv)

TN: 21-0009
Supersedes TN: 10-61

Approval Date: August 25, 2026
Effective Date: 02/01/2021




State of Texas
Attachment 4.19-B
Page 249

(31) Federally Qualified Health Centers (FQHC)
(b) Reimbursement Methodologies (continued)

(2) Other Alternative Payment Methodologies (continued)

(iii) State-initiated reviews will be based on a determined 12-month time period and the
most recent cost data received.

(iv) HHSC will apply the state-initiated rate reduction prospectively beginning on the
first day of the month following 45 days after the date of the final base rate
notification letter. The final APPS base rate is adjusted in accordance with section
(31)(b)(2)(C) to determine the APPS effective rate.

(v) HHSC will not increase the effective rate for an FQHC based on the outcome of a
state-initiated cost report audit. It is the responsibility of the FQHC to request
HHSC to adjust the APPS effective rate.

(C) Final base rate notification letter. HHSC will notify the FQHC in writing any determined final
APPS base rate.

TN: 21-0009 Approval Date: August 25, 2026
Supersedes TN: 17-0002 Effective Date: 02/01/2021






