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Health Care Provider Assessments:
A State-Based Funding Solution for Closing the Coverage Gap

The federal government pays 100 percent of the costs of extending Medicaid to adults up to 138
percent federal poverty level (FPL) through 2016. After that, states begin gradually contributing
to pay for the newly eligible until the state share is capped at 10 percent from 2020 on.
Numerous reports on states that have already closed the coverage gap* have demonstrated that
state savings from reduced uncompensated care costs, coupled with new revenues from existing
provider taxes, will more than compensate for new state costs. > Nevertheless, the state share is a
commonly cited reason by conservative policymakers to not provide health coverage to more
people. In addition, some states may need to identify short-term revenues to pay for the state
portion before savings accrue.

New or increased provider assessments provide an immediate solution. Many hospitals and other
provider groups have already stepped up to pay the state share of Medicaid expansion through
increased or new provider assessments. Other providers in states with expansion proposals still
on the table are offering to be assessed. Hospitals are eager to reduce the number of uninsured as
a way to lower uncompensated care costs.® These potential savings to hospitals are especially
relevant in light of federal Disproportionate Share Hospital (DSH) payment cuts that are
scheduled to phase in beginning in 2017.*

This policy brief walks through the rules governing the use of provider assessments to fund
Medicaid, and gives some state examples of provider assessment proposals in the context of
closing the coverage gap.

Summary of Provider Assessment Rules

Provider assessments — also sometimes referred to as taxes or fees — have been a vital source of
revenue to fund the state share of Medicaid. Over the years, all states except Alaska have
implemented one or more type of provider assessment. These assessments are collected by states
and then put up as a match for federal dollars. States can then use the cumulative money to
increase payments to providers for Medicaid services or to support the Medicaid program more
broadly.

The federal government has several rules that define the use of provider assessments to generate
Medicaid matching funds, including:

e They must be broad-based — imposed on all providers within a specified class of
providers. There are 19 classes of health care providers. The most frequently-used
assessments are on nursing facilities, hospitals and intermediate care facilities for
individuals with intellectual disabilities and managed care organizations.

e They must be uniform — the same assessment is placed on all providers within a
specified class.

e They cannot exceed 6 percent of a provider’s net operating revenues — providers
cannot be “held harmless” from the burden of the assessments. This means that states
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cannot guarantee that the providers will receive back the money that they were assessed.
However, if the assessment is capped at 6 percent of net patient revenues, the assessment
revenue can be used to reimburse providers for Medicaid services.’

They generally cannot exceed 25 percent of the state share of Medicaid expenditures.”

There are several steps in the provider assessment approval process:

On a state level, health care facilities and the state government often negotiate to set new
or increased provider assessments, as well as the subsequent Medicaid provider
reimbursement amount. The fee is usually enacted through the legislature. The state
Medicaid agency then submits a state plan amendment to the Medicaid State Plan for
federal approval.’

On the federal level, the Centers for Medicare and Medicaid Services (CMS) works with
individual state Medicaid agencies to ensure that a proposed provider assessment or
provider assessment waiver proposal meets federal parameters. States may waive uniform
and broad-based requirements on a case by case basis.?

Hospital Assessments in States that Have Already Closed the Gap

A number of states that have already closed the gap are relying on new or increased provider
assessments to finance their state share of Medicaid expansion costs. The following describes
provider assessments across a variety of those states:

Arizona. Arizona began assessing its hospitals to help fund the state’s Medicaid
expansion starting in 2014. The state hospital association supports continuing the hospital
assessment especially since the resulting 33 percent drop in uncompensated care in
2014.° New regulations allow adjustments to the assessment based on updated
estimations of the number of beneficiaries and projections of costs. Starting April 1,
2015, Arizona’s hospital assessment will increase. ™

Colorado. Since 2010, the hospital assessment in Colorado has been used to increase
coverage for the new adult group as well as for the Children’s Health Insurance Program
(CHIP) and pregnant people up to 250 percent FPL.** Under the assessment, Medicaid
reimbursement to Colorado hospitals has improved from 61 percent of Medicare rates in
2008 to 80 percent in 2013. *

Indiana. Funding the state’s Medicaid expansion will involve a combination of revenues
from Indiana’s existing cigarette tax and an increase in Indiana’s existing hospital
assessment starting in 2017. The Indiana Hospital Association agreed to an increase in
the assessment of licensed acute hospitals and private psychiatric hospitals, which also
bumps up Medicaid provider reimbursement to 75 percent of Medicare reimbursement
rates (from 55 percent). From 2015-2021, the hospital assessment increase will provide
$959 million of the state’s $1.6 billion share of expansion costs. =

Ohio. Ohio hospitals pay a franchise fee in part to support the state share of Medicaid.
Going into the second year of Medicaid expansion, Ohio’s hospital franchise fee will
increase from 2.66 percent to 4 percent, which would help draw down more federal
funding, while also boosting payment for Medicaid services to hospitals.
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Hospital Assessment Proposals in the Works

To mitigate state budget concerns, hospitals have proposed to take on new or increased
assessments to cover the state portion for closing the gap. Generally, provider categories with the
most at stake and the most to gain from increased coverage were the ones offering to be assessed.

e Alaska. Governor Bill Walker’s proposal asks the state health department to develop a
plan for a provider tax, but is not specific about which providers would be assessed or
how much. A provider tax could possibly generate $350 million in revenue.* The Alaska
State Hospital & Nursing Home Association supports the provider tax funding strategy.

e Kansas. The Kansas Hospital Association is open to raising the hospital assessment to
help fund the state share of Medicaid expansion. Kansas currently collects a hospital
provider assessment at 1.83 percent of each hospital’s net inpatient operating revenue as
well as one on nursing facilities."

e Louisiana. The Louisiana Hospital Association has offered up a proposal for an
assessment on private hospitals to fund the potential expansion population if a resolution
is passed for 2016.

e Tennessee. The Tennessee Hospital Association has committed to cover any state
expenses created by the governor’s plan to close the coverage gap, Insure Tennessee.
Since 2010, private hospitals in Tennessee have been paying a 4.52 percent assessment
fee to help fund the state’s current Medicaid program.® To date, hospitals have provided
$452 million to fund TennCare through these assessments, helping the program avoid
more than $1 billion in service cuts and reimbursement reductions. Under the governor’s
expansion plan, the fee would likely increase to just under 5 percent. Tennessee hospitals
could see $1 billion annual additional reimbursement with expansion.*’

e Utah. Governor Gary Herbert’s “Healthy Utah” plan will explore provider assessments
as a funding solution for their expansion population.*®

In considering new or increased assessments, states may be able to maximize their funding
sources for their share of Medicaid expansion by targeting classes of providers who are currently
not assessed and who have the most at stake (defined by having high shares of uncompensated
care and uninsured patients who are in the coverage gap).

Minimizing the “Losers” and Maximizing the “Winners”

Among hospitals that are assessed, those that see larger shares of Medicaid patients may realize a
net gain from the assessment (from receiving higher shares of Medicaid services reimbursement
and a larger drop in uncompensated care costs), while those that see fewer Medicaid and
uninsured patients may incur a net loss. Adjusting the reimbursement methodology — negotiated
between CMS and the state Medicaid agency — can alleviate large differences with the
assessment burden, which may become more apparent if more states close the gap. For example:
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e Even though Georgia has not closed the gap, provider assessments were impacting
hospitals disproportionately. For example, in 2011, Children’s Healthcare of Atlanta
Egleston gained a net $13.8 million from the provider fee and increased Medicaid
reimbursement, while the Piedmont Hospital in Atlanta lost a net $6.4 million.'® With
CMS’ approval, Georgia adopted a new methodology that uses tiers to calculate the
provider assessment. Tier | provider assessments are placed on public hospitals (which
see more Medicaid patients) and a Tier Il assessment is placed on private hospitals.?

e California revised the formula of distributing the assessment funds based on whether the
hospital is a qualified private hospital,?* a non-designated public hospital or a designated
public hospital.?? These adjustments in reimbursement were made to ensure that
Medicaid beneficiaries have continued access to hospitals services and to mitigate large
differences in assessment impact between types of hospitals.

The success and feasibility of provider fees depends on policymakers and the affected health care
providers working together.?

Conclusion

Advocates who might be interested in further understanding hospital assessment policies in their
states for closing the coverage gap should start by knowing which provider assessments are
already imposed and at what percent of net patient revenue. The National Conference of State
Legislatures has done some tracking of health provider assessments in states throughout the
years. Nevertheless, specific information is not always easily attainable.

Despite evidence that demonstrates the state fiscal benefits of closing the gap, some
policymakers remain concerned about how to fund the state share for at least the short-term. New
or increased provider assessments may be an accessible solution that can help states pay for their
portion of expansion costs that start in 2017.
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