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Why This Matters 
Medicaid section 1115 demonstrations allow states to 
test new approaches for delivering services and have 
become a significant feature of the program. The 
Centers for Medicare & Medicaid Services (CMS) 
policy is for demonstrations to be budget neutral (i.e., 
not raise costs for the federal government). We have 
previously recommended CMS use valid methods to 
determine budget neutrality. 

GAO Key Takeaways 
Federal spending on Medicaid demonstrations nearly 
doubled from 2013 through 2023—the latest available 
data. CMS sets spending limits for each demonstration 
that are intended to ensure that demonstrations are 
budget neutral. The limits are based on projections of 
what Medicaid would have spent without the 
demonstration. The higher the projected spending, the 
higher the spending limit. 

In 2021, CMS began requiring states to use recent 
spending data rather than outdated historical spending 
projections when calculating spending limits—a method 
that better ensures budget neutrality. We estimated that 
this reduced potential federal spending by about $123 
billion for two selected demonstrations. 

However, in 2022, CMS adjusted this policy and allowed 
spending limits to partially reflect outdated historical 
spending projections. This increased potential federal 
spending by an estimated $17 billion in three selected 
demonstrations. 

Also in 2022, CMS began allowing spending limits to 
include certain costs for services to address health-
related social needs, such as housing assistance. Some 
of these costs could not have occurred absent the 
demonstration because they are not allowable under 
Medicaid. This increased potential federal spending by 
almost $4 billion in five selected demonstrations and did 
not ensure budget neutrality. 

Federal Expenditures Under Medicaid Demonstrations 

 

 
Note: Expenditures are adjusted for inflation. 
 

How GAO Did This Study 
We analyzed CMS expenditure data on Medicaid 
demonstration spending. We reviewed CMS policy 
changes from 2020 through 2024 and approval 
documents for six state demonstrations, selected for 
variation in approval dates. We estimated how the 
changes in CMS policies would affect federal spending. 

What GAO Recommends 
CMS should fully implement our 2002 recommendation 
to use valid methods for budget neutrality. CMS should 
also stop allowing costs that could not occur absent the 
demonstration in demonstration spending limits. CMS 
said it will consider this as it implements new budget 
neutrality requirements. 

For more information, contact: Michelle B. Rosenberg at 
RosenbergM@gao.gov. 
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