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1115 Waiver Guidance Infroduces New Hurdles to
State Medicaid Innovation

On June 11, the Centers for Medicare and Medicaid (CMS) issued guidance implementing Section 71118 of
HR 1, which codifies budget neutrality requirements for Medicaid 1115 waivers. The guidance adopts a
new process and methodology that will introduce additional administrative and budgetary pressures for
states using 1115 demonstration waivers to innovate and test new models, including those that address
health-related social needs (HRSN) such as housing and nutrition.

1115 Waivers

Section 1115 of the Social Security Act provides the Secretary of Health and Human Services with broad
authority to approve state demonstration projects that waive certain portions of federal Medicaid law and
authorize new expenditures to promote the objectives of the Medicaid program. 1115 demonstrations
have been used to expand coverage or benefits, modify delivery systems, restructure financing, and make
other changes. Some 1115 demonstrations are narrow and focus on a specific population, others are broad
and comprehensive, even encompassing a state’s entire Medicaid program.

CMS has long held the policy and practice that 1115 demonstration waivers must be budget neutral to the
federal government, meaning that the federal government should not spend more money than it
otherwise would have without the waiver. According to CMS, nearly one-third of Medicaid spending flows
through 1115 demonstration waivers. Currently, 23 states are using 1115 demonstrations to address
HRSN. States most often use the waivers to address housing and nutrition, but some also address
employment and other supports. Many of these demonstration waivers also include funding for the
development of infrastructure (e.g., technology, outreach, education, etc.) to support successful
implementation of the proposed HRSN services.

Evolution of HRSN in 1115s

Methodologies for budget neutrality under 1115s and treatment of HRSNs have gone through an evolution
during recent administrations. A 2018 budget neutrality guidance document issued during the first Trump
administration made methodological changes that limited the ability of states to accrue and roll over
savings, limiting financial flexibility in 1115s. The Biden Administration reversed these changes in an
August 2024 budget neutrality guidance document and added discussion of HRSN.
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https://www.ssa.gov/OP_Home/ssact/title11/1115.htm
https://www.kff.org/medicaid/medicaid-section-1115-waivers-the-basics/
https://www.kff.org/medicaid/medicaid-section-1115-waivers-the-basics/
https://www.cms.gov/newsroom/press-releases/cms-takes-bold-new-approach-stewarding-medicaid-demonstration-project-spending
https://www.kff.org/medicaid/medicaid-waiver-tracker-approved-and-pending-section-1115-waivers-by-state/#d75eb160-08ae-439e-afd0-fbb852a88df9
https://www.kff.org/medicaid/section-1115-medicaid-waiver-watch-a-closer-look-at-recent-approvals-to-address-health-related-social-needs-hrsn/
https://www.medicaid.gov/sites/default/files/federal-policy-guidance/downloads/smd18009.pdf
https://www.medicaid.gov/federal-policy-guidance/downloads/smd24003.pdf

In the last several years, CMS has taken several actions to promote coverage of HRSN, especially through
1115 waivers. In January 2021, in the final weeks of the first Trump Administration, CMS released a State
Health Official Letter regarding “Opportunities in Medicaid and CHIP to Address Social Determinants of
Health.” In December of 2022 CMS then made a presentation to states about how they could address
HRSN in 1115 demonstrations, specifically. In November 2023 CMS issued a bulletin titled Coverage of
Services and Supports to Address Health-Related Social Needs in Medicaid and the Children’s Health
Insurance Program, with a supporting HRSN Framework that listed specific services and authorities that
states could use. The framework specifically outlined authorities related to housing/home environment
and nutrition. In December 2024, CMS issued another bulletin of the same name, refining the 2023
guidance. The 2024 guidance provided more detail on eligibility criteria, housing, case management, and
nutrition interventions. Each of these actions promoted the use of 1115s and other authorities to address
HRSN.

In March of 2025, the Trump administration rescinded both bulletins and the framework. Notably, as
described in our May 2025 issue of HCIM, CMS did not take action to rescind existing waivers, nor did it
foreclose any particular pathway to covering HRSN in Medicaid. Instead, CMS stated that it would continue
to review applications to provide coverage of HRSN supports on a case-by-case basis without regard to the
rescinded guidance.

Section 71118

Signed on July 4, 2025, Section 71118 of HR 1 codified the longstanding CMS practice of requiring that 1115
demonstration waivers proposed by states be budget neutral for the federal government. It also added a
requirement that the CMS Chief Actuary certify the budget neutrality calculations before an 1115 waiver is
approved. This provision takes effect January 1, 2027, and applies to any new 1115 application, amendment or
renewal after that date.

The 2026 Guidance

In prepartion for the January 1, 2027 implementation date, CMS issued new guidance on how it will approach
1115s under HR 1. In it, CMS states that it is also working on regulations, but if the regulations are not complete by
January 1, states should rely on the guidance.

The guidance implements section 71118 and makes significant changes to CMS's existing framework for budget
neutrality analysis. It moves beyond the methodological differences between the 2018 and 2024 approaches, and
instead upends the entire process with an entirely new approach. It will also place administrative burdens on states
and create new budgetary pressures that may ultimately constrain innovation.

Retrospective vs. Prospective Analysis

Currently, CMS analyzes budget neutrality by comparing the expenditures made under the waiver to what the
expenditures would have been without the waiver, which it uses to develop a spending cap for the state. It
sets a budget for states and conducts final budget neutrality calculations at the end of the waiver period. This
process allows for mid-course corrections, when necessary.
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https://www.medicaid.gov/federal-policy-guidance/downloads/sho21001.pdf
https://www.medicaid.gov/federal-policy-guidance/downloads/sho21001.pdf
https://www.medicaid.gov/sites/default/files/2023-01/addrss-hlth-soc-needs-1115-demo-all-st-call-12062022.pdf
https://www.medicaid.gov/federal-policy-guidance/downloads/cib11162023.pdf
https://www.medicaid.gov/federal-policy-guidance/downloads/cib11162023.pdf
https://www.medicaid.gov/federal-policy-guidance/downloads/cib11162023.pdf
https://www.medicaid.gov/health-related-social-needs/downloads/hrsn-coverage-table.pdf
https://www.medicaid.gov/federal-policy-guidance/downloads/cib12102024.pdf
https://shvs.org/cms-releases-updated-hrsn-framework-for-medicaid-and-chip/
https://www.medicaid.gov/federal-policy-guidance/downloads/cib03042025.pdf
https://chlpi.org/wp-content/uploads/2025/05/HCIM-HRSN_FINAL_5.13.25.pdf
https://www.medicaid.gov/federal-policy-guidance/downloads/smd26003.pdf

Once the waiver period is over, CMS conducts a formal assessment of whether the waiver was, in fact, budget
neutral. If the state has exceeded the spending cap, the state may be required to return funds to the federal
government. If the state has developed savings, the state can roll over those savings into the budget neutrality
calculation of the next waiver period, unlocking additional activities.

Under the new guidance, the CMS Chief Actuary must certify the expected budget neutrality of any
application, amendment, or renewal prior to CMS approval. This prospective analysis will require what the
guidance calls “a more rigorous and evidence-based analysis” than has been conducted in the past. For
amendments and renewals, it will take into account the past financial performance of the waiver and limit the
amount of savings that can roll over. Roll over savings will be limited to the current demonstration period or
the last five years, whichever is shorter.

This level of prospective analysis will mean that states must devote much more time and attention to
developing 1115 applications, amendments, and renewals than they have in the past. They may not have the
staff capacity and need to contract out the actuarial analysis. They may also lack Medicaid data for some parts
of the analysis and have to seek it elsewhere in the health care system. The limitation on roll over savings will
also limit the ability of the states to develop new initiatives in the next iteration of the waiver.

CMS notes that states do not need an actuary to perform the analysis, and the analysis could be actuarial,
economic, statistical, or another comparable rigorous approach. However, states are likely to want to conduct
their own actuarial analysis so they can make estimates and adjustments before they submit the waiver to
CMS.

Categorization of Services

The new guidance also changes how CMS considers different services in the calculation of budget neutrality.

Currently, CMS considers populations or services that could have been otherwise covered via Medicaid state
plan or other Title XIX authority as “hypothetical” expenditures, because they hypothetically could have been
covered a different way. Hypothetical expenditures typically do not require savings to offset their costs and
meet budget neutrality.

The new guidance replaces “hypothetical” expenditures with a new term, Medicaid Authorizable Populations
and Services (MAPS) and a stricter definition. Only populations and services that could have otherwise been
covered via Medicaid state plan or other Title XIX authority count as MAPS. The services and populations must
quite literally “map” onto each other as a service that would otherwise be available to that population.
Activities that qualify as MAPS will still have a net financial impact of zero, but fewer activities will fall under
this definition.

CMS includes an exception in MAPS: when the service and population would otherwise be coverable except
for the site of service. This allows Medicaid services for people leaving incarceration—another important use
of Medicaid 1115 demonstrations— as well as inpatient substance use and psychiatric treatment, to fall under
MAPS.
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https://chlpi.org/wp-content/uploads/2024/04/HCIM-Medicaid-and-Reentry_4.17.24.pdf
https://chlpi.org/wp-content/uploads/2025/07/HCIM-1115-Waivers-9.3.25_FINAL_Updated.pdf
https://chlpi.org/wp-content/uploads/2025/07/HCIM-1115-Waivers-9.3.25_FINAL_Updated.pdf

The new guidance classifies demonstration activities as either MAPS or 1115-only activities. It is 1115-only
services that must be analyzed for their financial impact and must meet the budget neutrality actuarial
certification. This includes analysis of direct costs, administrative costs, and any other impacts specifically
resulting from the activity. Savings in MAPS cannot be used to offset costs on 1115-only activities. By shifting
more activities away from MAPS and into 1115-only, states will have less flexibility to test new initiatives.

Impacts

Impacts of this guidance and forthcoming regulation will stem from both the direct policy impacts and the
indirect impacts of the administrative burden.

The guidance itself says that certain types of programs will be easier to approve under the new policy, such as
pre-release services, and others will be harder, such as infrastructure funding to support the implementation
of pre-release or HRSN supports. In Appendix B of the guidance, CMS lists these types of infrastructure funds
as those that used to be considered “hypothetical” and now will be considered 1115-only.

In contrast, CMS does not specifically address the categorization of HRSN services. Under the 2024 guidance,
HRSN services were treated as hypothetical and allowed up to a specified funding cap (3% of the state’s total
Medicaid spending). Under the new guidance, it appears that states will need to individually analyze these
services to determine whether they can be considered MAPS. If the services or eligible populations could not
be covered under another Medicaid authority—such as a home and community-based services authority—
their costs will need to be offset by savings.

The requirement for actuarial certification will also increase the
amount of work a state must do to develop an 1115 application,
amendment, or renewal. And this comes at a time when states are

States with 1115s Expiring in
2027
Georgetown University Center

also implementing other significant changes from HR 1 that will
take additional staff time or new contracts.

With the direct policy impacts and indirect impacts from the

for Children and Families has
compiled a list of 1115 waivers
expiring in 2027, including
comprehensive waivers in

administrative burden, states may take a more limited approach to
innovation under 1115 demonstrations, especially for innovative
elements that will be harder to approve, such as funding for reentry
or HRSN infrastructure (a component of 1115s that many states
have adopted to support successful implementation to-date).
States may continue to use 1115s to provide pre-release services,
as CMS has explicitly said that those will be easier to approve, but the broader administrative burden on states
and the barriers to innovation may still limit these efforts.

What's Next?

When discussing the upcoming rulemaking in this area, CMS describes “an approach to budget neutrality that
is expected to reduce overall expenditures in section 1115 demonstrations.” While the rest of the guidance
does not explicitly set this expectation, this language raises questions about the potential for further changes
under the forthcoming regulation. We may see a proposed rule on 1115 waivers that demands not just budget
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Arizona, Massachusetts, New
York, Oregon, Utah, and
Vermont. These states may see
disruption in their programs.



https://ccf.georgetown.edu/2026/06/25/trump-administration-issues-section-1115-medicaid-wavier-financing-guidance-which-again-goes-far-further-than-h-r-1/
https://www.healthmanagement.com/insights/webinars/a-summer-webinar-series-work-and-community-engagement-requirements/
https://academic.oup.com/healthaffairsscholar/article/2/2/qxae013/7595880
https://chlpi.org/wp-content/uploads/2024/06/HCIM-Other-Policies-to-Support-Reentry_FINAL__.pdf
https://www.npr.org/2026/07/22/nx-s1-5896456/medicaid-cuts-incarceration-states-obbba
https://ccf.georgetown.edu/wp-content/uploads/2026/06/Waiver-Task-Force_-Upcoming-1115-Expirations.docx.pdf
https://ccf.georgetown.edu/wp-content/uploads/2026/06/Waiver-Task-Force_-Upcoming-1115-Expirations.docx.pdf

neutrality, but savings. This change would potentially place even more restrictions on states and their ability
to innovate, increasing the chances that states will limit or abandon important efforts to experiment with new
approaches to improve care in the Medicaid program. Continue to watch this space for opportunities to push
back against efforts to stifle innovation that improves access to care for Medicaid enrollees.

Subscribe to all Health Care in Motion Updates

Health Care in Motion is written by Carmel Shachar, Health Law and Policy Clinic Faculty Director; Kevin Costello,
Litigation Director; Elizabeth Kaplan, Director of Health Care Access; Maryanne Tomazic, Clinical Instructor; John
Card, Staff Attorney; and Rachel Zacharias, Clinical Fellow. This issue was written with the assistance of Rachel
Patterson and Sarah Meek of Patterson & Meek.

For further questions or inquiries please contact us at chipi@law.harvard.edu.
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