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new front in the health care re-
form debate. By a seven-to-two
margin, the justices found unduly
coercive the government’s plan to
withhold all federal Medicaid
funds from states that don’t ex-
pand their Medicaid programs.
Staking out a middle ground, the
Court ruled that the ACA’s Med-
icaid expansion could go forward
as an option for states. Already,
eight governors have announced
their intention to forgo expan-
sion; more may join them in the
coming months.!

The Court ruling is signifi-
cant because the ACA’s coverage
reforms were designed as a pack-
age to bring the country closer to
universal coverage: the Medicaid
expansion will cover uninsured
people with incomes below 138%
of the poverty level, and a new
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federal tax-credit and subsidy
program is available to taxpayers
with incomes between 100 and
400% of the poverty level who
purchase coverage through their
state’s insurance exchange. Com-
bined with the individual man-
date and insurance-market regu-
lations guaranteeing access to
coverage, these reforms are pro-
jected to result in coverage of up
to 33 million uninsured people
by 2022.2

With the number of uninsured
people projected to drop by half,
policymakers anticipated a sub-
stantial decrease in the uncom-
pensated care provided at acute
care hospitals. Consequently, be-
ginning in 2014 the ACA initiates
a series of payment reductions
under the Medicare and Medicaid
Disproportionate Share Hospital
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(DSH) programs. These programs,
which pay out about $22 billion
annually, partially reimburse near-
ly three quarters of U.S. hospi-
tals for otherwise uncompensat-
ed care provided to low-income
patients.?3

Scheduled reductions through
Medicaid DSH total $18.1 billion
between 2014 and 2020, though
details on how these cuts will be
distributed among states are still
forthcoming. Changes under the
Medicare DSH program will be
determined under a new formula
that begins with a 75% decrease
from current levels and then
adds back funds on the basis of
the percentage decreases in each
state’s uninsured rate.* Under this
formula, a hospital in a state that
reduces its uninsured rate by half
could see a 38% decrease in its
Medicare DSH payments.

Without further changes, these
DSH reductions could create a
substantial financial shortfall for
hospitals in states that forgo
Medicaid expansion. According to
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Simulated Changes in Disproportionate Share Hospital (DSH) Funding per Patient-Day, 2014-2020.*

Average DSH Average DSH
Payment per Payment per
Patient-Day under Simulated Change Patient-Day under Simulated Change
State Current Formulas under ACA State Current Formulas under ACA
Full Medicaid No Medicaid Full Medicaid No Medicaid
Expansion Expansion Expansion Expansion
dollars dollars

United States 194 -56 -32 Missouri 293 -79 -55
Alabama 219 -62 -39 Montana 126 -32 -15
Alaska 243 -51 -29 Nebraska 136 -35 -15
Arizona 133 -40 -20 Nevada 120 -35 -19
Arkansas 140 -40 -15 New Hampshire 629 -151 -139
California 263 -79 -40 New Jersey 307 -80 -61
Colorado 128 -36 -22 New Mexico 132 -38 -15
Connecticut 211 -56 -41 New York 260 -72 -47
Delaware 111 -32 -13 North Carolina 183 -55 -28
District of Columbia 249 -70 -42 North Dakota 94 -25 -11
Florida 122 -39 -16 Ohio 156 -44 -27
Georgia 169 =51 -26 Oklahoma 129 -39 -14
Hawaii 119 -38 -16 Oregon 102 -26 -11
Idaho 120 -32 -13 Pennsylvania 154 -41 -29
Illinois 162 -50 -23 Rhode Island 195 -51 -38
Indiana 164 -47 -27 South Carolina 249 -69 -45
lowa 142 -37 -16 South Dakota 118 -32 -13
Kansas 115 -34 -18 Tennessee 187 -54 -31
Kentucky 178 =55 -25 Texas 200 -58 -32
Louisiana 400 -104 -79 Utah 76 -20 -9
Maine 308 -81 -60 Vermont 243 -65 -44
Maryland 190 -59 -26 Virginia 105 -32 -15
Massachusetts 216 -60 -38 Washington 201 -58 -33
Michigan 162 -49 -25 West Virginia 158 -47 -25
Minnesota 128 =31 -15 Wisconsin 147 -37 -16
Mississippi 219 -66 -33 Wyoming 45 -14 -6

* Dollar values are per—patient-day averages for all inpatients in acute care hospitals in each state. DSH payments under both Medicare and
Medicaid are included. ACA denotes Affordable Care Act. Data are from Kaiser State Health Facts, 2009 Medicare Cost Report Data, and the
2009 American Community Survey.
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the 2009 American Community
Survey, 45% of the nonelderly un-
insured population had income
above the Medicaid expansion
threshold (see Supplementary Ap-
pendix, available with the full
text of this article at NEJM.org).
Therefore, a state that was not
expanding its Medicaid program
could reduce its uninsured rate
and trigger DSH cuts simply by
covering people though its insur-
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ance exchange. Moreover, since
subsidies for coverage through
exchanges are available only to
taxpayers with incomes above
100% of the poverty level, with-
out an expanded Medicaid pro-
gram there is no subsidized cov-
erage option for low-income adults
who aren’t already eligible for
Medicaid.> Without an affordable
coverage option, these people
would be exempted from the in-
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dividual mandate — and so would
remain uninsured and the pri-
mary beneficiaries of uncompen-
sated hospital care. Hospitals in
nonexpansion states, in other
words, could face substantial
erosion of DSH funds despite
seeing little or no change in the
amount of uncompensated care
they provide.

To further investigate the im-
plications of Medicaid expansion
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opt-outs for U.S. hospitals, I sim-
ulated state-level DSH changes
under the ACA. I did so by com-
bining coverage and income data
from the American Community
Survey with state data on Medic-
aid DSH allotments and Medicare
cost reports submitted by all acute
care hospitals. The analysis con-
sidered effects of two scenarios:
total DSH reductions if a state
fully expands Medicaid and DSH
changes if the state forgoes ex-
pansion.

Since the new Medicare formu-
la incorporates changes in states’
uninsured rates, the analysis re-
quired assumptions about the
effects of the ACA’s coverage ex-
pansions. For example, some
currently uninsured people who
are already eligible for Medicaid
are expected to enroll, and non-
expansion states could conduct
minimal outreach regarding their
exchange, effectively limiting new
insurance enrollments. I there-
fore assumed that a state could
cover 60% of its uninsured popu-
lation with incomes below 138%
of the poverty level if it imple-
mented the Medicaid expansion
and just 10% if it did not. Simi-
larly, I assumed that 40% of the
uninsured population that was
eligible for the exchange would
be covered if the state fully im-
plemented the ACA, and only
25% would be covered if it did
not. These assumptions are in line
with published take-up rates for
public programs and with Con-
gressional Budget Office estimates
regarding the ACA. (Additional
methodologic details and sensi-
tivity analyses under alternative
assumptions are provided in the
Supplementary Appendix.)

The table summarizes the
findings. If current funding poli-
cies were not changed, hospitals
would receive an average of $194
in DSH funds per patient-day
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across all inpatient admissions.
State-specific simulations show
wide geographic variation in base-
line funding estimates: Wyoming
hospitals would receive $45 in
DSH funds per patient-day, where-
as those in Louisiana and New
Hampshire would receive sub-
stantially more ($400 and $629,
respectively).

Total DSH funding would de-
crease by about a third ($56 per
patient-day) if scheduled DSH-
program changes were implement-
ed and if every state expanded its
Medicaid program. That would
amount to a cumulative reduction
of about $51 billion between 2014
and 2020 (see the Supplementary
Appendix). Again, there is con-
siderable variation among states.
California, which announced its
intention to implement the ex-
pansion, would see its hospitals’
DSH funds decreased by $79 per
patient-day on average. Similarly,
Illinois hospitals would incur re-
ductions of about $50 per patient-
day if the state moves forward
with expansion.

Ideally, decreases in DSH fund-
ing would occur as more unin-
sured low-income people became
insured, reducing hospitals’ un-
compensated-care demands. How-
ever, the simulation showed non-
trivial reductions in DSH funding
in nearly every state even under
the nonexpansion scenario. If
South Carolina continues with its
plan to forgo expansion, for ex-
ample, its hospitals would lose
about $45 per patient-day. Critical-
ly, these cuts would occur even if
few low-income uninsured South
Carolinians obtained coverage.

The implications of these find-
ings extend well beyond the mil-
lions of low-income uninsured
people who would lose access to
insurance if a state opts out of
Medicaid expansion. Faced with
substantial DSH-payment reduc-
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tions, hospitals could seek to re-
coup losses through more limited
provision of uncompensated care
or, most likely, by passing non-
trivial costs on to the privately
insured. The state-by-state results
presented here provide an initial
estimate of the extent of costs
that would need to be shifted to
all inpatients to make up for
losses in DSH funds.

To date, the Medicaid-expan-
sion debate has focused on the
potential savings for states con-
cerned about financing 10% of
the costs after 2019. But without
either federal changes to DSH
formulas or a full expansion of
affordable coverage to the unin-
sured with incomes below the
poverty line, states forgoing the
Medicaid expansion are likely to
leave a substantial uncompensat-
ed-care burden on hospitals. De-
cisions about expanding Medic-
aid are therefore difficult — but
should be made after a full ac-
counting of the fiscal implications
for the state, its citizens, and its
health care providers.

From the Department of Preventive Medi-
cine, Institute for Medicine and Public Health,
Vanderbilt University School of Medicine,
Nashville.

1. The Advisory Board Company. Which
states would save money under ACA’s Med-
icaid expansion? (http://www.advisory.com/
Daily-Briefing/2012/11/27/Which-states-
would-save-money-under-ACA-Medicaid-
expansion).

2. Updated projections for the insurance
coverage provisions of the Affordable Care
Act. Washington, DC: Congressional Budget
Office, March 12, 2012.

3. Medicare Payment Advisory Committee.
June 2012 data book: health care spending
and the Medicare program (http://www
.medpac.gov/documents/junl2DataBook
EntireReport.pdf).

4. Patient Protection and Affordable Care
Act, Title Ill, Subtitle B, Part |11, Section 3133.
5. Kaiser Commission on Medicaid and the
Uninsured. Where are states today? Medicaid
and CHIP eligibility levels for children and non-
disabled adults. Updated July 2012 (http://
www.kff.org/medicaid/upload/7993-02.pdf).

DOI: 10.1056/NEJMp1209450
Copyright © 2012 Massachusetts Medical Society.

2367

Downloaded from nejm.org by NICOLETTA TORTOLONE on December 20, 2012. For personal use only. No other uses without permission.
Copyright © 2012 Massachusetts Medical Society. All rights reserved.





