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Medicaid Program; State Disproportionate Share Hospital Allotment Reductions  
(CMS-2394-P) 

Proposed Rule Summary 
 

August 4, 2017 (corrected) 
 
On July 27, 2017, the Centers for Medicare & Medicaid Services (CMS) issued a proposed rule 
delineating a methodology for implementing reductions in state disproportionate share hospital 
(DSH) allotments as required by section 2551 of the Patient Protection and Affordable Care Act 
(ACA). The rule was published in the Federal Register (82 FR 35163) on July 28, 2017. 
Comments on the proposed rule are due to CMS by 5pm on August 28, 2017. 
 
The proposed rule would amend existing regulations in 42 CFR Part 447, Subpart E addressing 
reductions in state Medicaid DSH allotments. It proposes a DSH Health Reform Methodology 
(DHRM) for making allotment reductions beginning in FY 2018 and thereafter.   
 
The process for distributing DSH reductions among states as proposed under this rule is almost 
identical to the approach finalized in 2013 ((78 FR 57293) with a major exception. Under the 
proposed methodology, the impact of the DSH reductions is lessened for states with higher rates 
of uninsurance. In emphasizing uninsurance, this approach would de-emphasize the importance 
of how well states target DSH payments to high-Medicaid and high-uncompensated care 
hospitals. 
  
 
I.  Legislative History and Background 
 
Under section 1923 of the Social Security Act (“the Act”), state Medicaid programs must 
provide DSH payments to hospitals meeting federal minimum requirements for serving a 
disproportionate share of low income patients, and may extend DSH payments to other 
hospitals.1 States are provided annual federal allotments for this purpose; these allotments 
represent the maximum federal matching payments the state is permitted to claim for DSH 
payments. Depending on a state’s DSH expenditures, federal matching for DSH payments for a 
state in a year may fall below the allotment. State allotments are increased each year by the 
Consumer Price Index.2  
 

                                                           
1 The regulations implementing section 1923 of the Act, which are amended by this final rule, are found in 42 CFR, 
Chapter IV, Part 447, Subpart E. A review of federal DSH law and regulations and state DSH expenditures is 
provided by the Congressional Research Service, Medicaid Disproportionate Share Hospital Payments, June 2016. 
2 DSH allotments were also raised for FY 2009 and FY 2010 under the American Recovery and Reinvestment Act 
of 2009. 
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A state’s DSH allotment for a fiscal year is also capped at the higher of its previous year 
allotment or 12 percent of the total (federal and state) non-administrative Medicaid expenditures 
for that year. Preliminary allotments are announced and then finalized after the fiscal year ends 
to properly take into account the 12 percent limit. The most recent Federal Register notice 
regarding DSH allotments published on October 26, 2016 (81 FR 74432) provides final 
allotments for FY 2014 and preliminary allotments for FY 2016. 
 
Additional policies affect DSH allotments. Sixteen designated “low-DSH” states received 
additional annual increases in their DSH allotments in the past, but since FY 2009 have received 
the same annual CPI adjustment as other states. (To qualify as a low-DSH state, total DSH 
expenditures for FY 2000 had to be greater than 0 but less than 3 percent of the state’s total 
Medicaid state plan expenditures for that year.)  
 
In order to receive federal matching funds for DSH, a state must at a minimum provide 
DSH payments to all hospitals with (1) a Medicaid inpatient utilization rate (MIUR) in excess of 
one standard deviation above the mean rate for the state, or (2) a low-income utilization rate 
(LIUR) in excess of 25%. All DSH hospitals must retain at least two obstetricians with staff 
privileges willing to serve Medicaid patients, with exceptions. A state may not identify a hospital 
as a DSH hospital if its MIUR is below 1%. If these requirements are met, a state can identify 
many or few hospitals as DSH hospitals. A hospital-specific DSH cap applies – federal matching 
funds are not available for DSH payments that exceed the amount of a hospital’s uncompensated 
cost of providing inpatient and outpatient services to Medicaid patients and the uninsured, minus 
payments received by the hospital for these patients. 
 
Under the ACA, there was an expectation that there would be fewer uninsured individuals and 
hospitals would experience lower levels of uncompensated care. In anticipation of those effects, 
Section 2551 of the ACA amended Medicaid DSH payment allotments to provide for reductions 
in the federal funding available for DSH payments for each of the 50 states and the District of 
Columbia. Section 2551 of the ACA required annual aggregate reductions for FY 2014 through 
FY 2020.  Subsequent legislation extended the reductions for additional years, modified the 
amount of the reductions, and delayed the start of the reductions until FY 2018. The most recent 
amendments to the DSH allotment reductions were in the Medicare Access and CHIP 
Reauthorization Act of 2015 (P.L. 114-10) enacted in April of 2015.  
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Currently, the aggregate annual reduction amounts are: 
 

Aggregate Reductions in Medicaid State DSH Allotments under the ACA 
 

Fiscal year 
Reduction 

(in $ billions) 
2018 2.0 
2019 3.0 
2020 4.0 
2021 5.0 
2022 6.0 
2023 7.0 
2024 8.0 
2025 8.0 

See  82 FR 35157;  Medicaid Program; State Disproportionate Share Hospital Allotment Reductions  
(CMS-2394-P) 

 
The ACA also specifies certain factors that must be taken into account by the Secretary in 
developing the DHRM for distributing the reductions among the states.3 In 2013, CMS published 
a final rule (78 FR 57293) describing a DHRM to be used to distribute the DSH reductions 
among the states for two years: FY 2014 and FY 2015. At the time, CMS sought comments on 
whether states’ coverage expansions under the ACA should be accounted for in the DHRM. In 
the preamble of the final rule, it indicated that it received many comments in opposition to 
accounting for the coverage expansion and several comments in support of doing so and in 
finalizing a methodology applicable for only two years it was providing itself additional time to 
re-evaluate the methodology and to alter the DHRM for subsequent years. CMS notes that as a 
result of the additional time since the 2013 rule, and in light of improved data sources, it is 
proposing a new approach for the DHRM as described below. 
 
The data sources available to CMS to incorporate into the DHRM are: 

• DSH Medicaid Inpatient Utilization Rate (MIUR) data, reported to CMS annually under 
§447.294(d). 

• Medicaid DSH Audit and Reporting Data required to be reported by states under section 
1923(j) of the Act. CMS notes that this is the only comprehensive data source for DSH 
hospitals and identifies hospital-specific DSH payments and uncompensated care costs 
in a consistent manner. 

• U.S. Census Bureau data, and more specifically, the American Community Survey 
(ACS) data to target the largest percentage DSH allotment reductions on states with the 
lowest percentages of uninsured individuals as required by statute. 

                                                           
3 Under Section 1923(f)(7)(B), the largest percentage reductions in DSH allotments are to be imposed on states that 
have the lowest percentage of uninsured or that do not target their DSH payments on hospitals with high volumes of 
Medicaid beneficiaries and hospitals with high levels of uncompensated care. A smaller percentage reduction is to 
be applied to “low-DSH” states. Finally, for states with a coverage expansion approved under section 1115 as of 
July 31, 2009, the methodology must take into account the extent to which the state’s DSH allotment was included 
in the section 1115 budget neutrality adjustment. 
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DSH Health Reform Methodology (DHRM) for FY 2018 and Subsequent Years 
 
The methodology proposed in this rule for distributing the DSH reductions among the states 
would involve a series of steps and calculations. First, prior to the start of a fiscal year, CMS 
would estimate an unreduced DSH allotment for each state following the requirements of 
section 1923(f) without regard to the ACA reductions. To make adjustments for the reductions 
CMS would: 
 

1. Separate states into two groups, one consisting of the low-DSH states, and the second 
consisting of all other (non low-DSH) states. In an illustrative example provided by 
CMS (and summarized below), there would be 17 low-DSH states. 
 
CMS notes that in this proposed rule it is using estimated unreduced DSH allotments for 
FY 2017 for illustrative purposes, but it anticipates that more recent data will be 
available when final allotment reductions are calculated and communicated. 

 
2. Proportionately allocate aggregate DSH reduction amounts to the two groups of states 

based on each group’s proportion of total national unreduced DSH allotments. 
 

3. Apply the low DSH adjustment percentage which has the result of shifting a greater 
portion of the aggregate DSH reduction amount from low-DSH states to other states. 
 

4. Apply weighting factors.  As described earlier, the ACA provides that the largest 
percentage reductions in DSH payments are to be imposed on states that have the lowest 
percentage of uninsured or that do not target their DSH payments on hospitals with high 
volumes of Medicaid beneficiaries and hospitals with high levels of uncompensated 
care. To accomplish that objective, CMS proposes using the following weights for the 
three statutory factors that are required to be taken into account in distributing the 
reduction among states:  

• 50% based on the Uninsured Percentage Factor (UPF) 
• 25% based on the High Level of Uncompensated Care Factor (HUF); and 
• 25% based on the High Volume of Medicaid Inpatients Factor (HMF). 

 
Relative to the approach finalized in 2013 in which each of those factors had a weight of 
1/3, this approach puts greater emphasis on the UPF, reducing the impact of the DSH 
reductions on states with higher rates of uninsurance. CMS notes that it would also give 
greater weight to more recent data because the UPF would use more recent data than the 
other factors.  The new approach, however, de-emphasizes the importance of how well 
states target DSH payments to high-Medicaid and high-uncompensated care hospitals. 
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5. Limit the reduction amounts applied to states to 90% of each state’s unreduced DSH 
allotment to ensure that each state is able to retain at least some ability to continue to 
make DSH payments. The portion of the statutory reduction that is not applied to states 
because of this rule would be redistributed to the other states within each group ((low-
DSH states and others)) based on the proportion of each remaining state’s allotment 
reduction amount to the aggregate allotment reduction amount for the group. 

 
CMS notes that this step was not needed in the 2013 DHRM because allotment reduction 
amounts that would have applied in FYs 2014 and 2015 were smaller than the amount of 
the reductions for 2018 and thereafter.  The larger reductions required for 2018 and later 
places some states at risk of having their entire DSH programs eliminated. 

 
6. – 8. Determine each state’s UPF, HUF, and HMF. 

 
9. Adjust for any state with a budget neutrality requirement under an existing section 1115 

research and demonstration waiver. The statute requires that for states with a coverage 
expansion approved under section 1115 as of July 31, 2009, the DHRM must take into 
account the extent to which the state’s DSH allotment was included in the section 1115 
budget neutrality adjustment. This ensures that any DSH amount that such states divert 
specifically for coverage expansion in their budget neutrality calculation is excluded 
from reductions under this methodology. 
 

10. Identify each state-specific DSH allotment reduction amount. 
 

11. Subtract that amount from each state’s unreduced allotment to determine their available 
DSH allotment for the applicable year. 

 
Details of Proposed DSH Health Reform Methodology  

 
CMS proposes to begin with the unreduced DSH allotments for each state and then apply a 
series of factors to determine each state’s reduced DSH allotment. Preliminary DSH allotment 
estimates would be used to develop the DSH reduction factors. A table on the next page 
provides an overview of the proposed methodology, which is described in detail below.  

 
Low-DSH adjustment factor (LDF). The ACA requires that a smaller percentage reduction 
be imposed on low-DSH states than others. CMS proposes to calculate this adjustment by first 
separating the states into two groups: low-DSH states, and all others. The DSH allotment 
reduction amount would then be allocated to each of the two groups in proportion to the 
unreduced DSH allotments. For example, based on the illustrative data included in Table 1 
shown in the proposed rule (and appended to this summary) the low-DSH group accounts for 
4.5 percent of total unreduced DSH allotments. Using these figures, this step of the calculation  
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would therefore assign 4.5 percent of the total DSH reductions (about $90 million) to be 
distributed among the low-DSH group and the remaining $1.91 billion to the other group. 

 
Next, each state’s unreduced preliminary DSH allotment for the year would be calculated 
as a percentage of the state’s estimated Medicaid service expenditures for that year. These 
state amounts would be averaged (nonweighted mean) for the two groups. The average of 
the low-DSH states divided by the average for the other (non-low DSH) states, expressed 
as a percentage, would be the LDF. In the illustrative table (duplicated below), CMS 
reported that the estimated result of this calculation is an LDF of 27.83 percent. 

 
The original proportionately allocated DSH reduction for the low DSH states would be 
multiplied by the LDF, and that result is the total amount of the DSH reduction distributed 
among the low- DSH states, with the balance allocated to the non low-DSH states. Using the 
proposed rule illustrative figures, the $90 million would be multiplied by 27.83 percent, and 
the resulting $24.9 million would be the total reduction distributed among low-DSH states. 
The balance ($2 billion minus $24.9 million, or $1.975 billion) would be distributed among the 
other states. 
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Proposed DSH Health Reform Methodology: 

Overview of Key Steps in Allocation of DSH Allotment Reductions 
Figures based on NPRM Illustrative Table 1 

Starting Point: Aggregate amounts for FY 2017 
Total illustrative DSH allotment reduction $2.0 billion 
Total estimated unreduced DSH allotments $12.0 billion 
Step 1. Divide states into two groups: the low-DSH states and others (non-low DSH states), 
and calculate a total DSH allotment reduction for each group, applying the required low- 
DSH adjustment factor 

 Low DSH states Other states 
Number of states in group 17 34 (includes DC) 
Unreduced FY 2017 DSH allotment 
(CMS estimates) 

$537 million $11.46 billion 

Proportion of estimated unreduced FY 
2017 DSH allotment 

4.5% 
($537 m / $12.0 b) 

95.5% 
($11.46 b / $12.0 b) 

Proportionally Allocate $2 billion 
FY 2017 DSH allotment reduction 
between the two state groups 

$90 million 
 

(4.5% x $2 billion) 

$1.91 billion 
 

(95.5% x $2 billion) 
 Apply low DSH adjustment factor 
(LDF), estimated to be 27.83%, to 
determine total group DSH Reduction 

Adjusted total group 
allotment reduction: 

$24.9 million 
(27.83% x $90 million) 

Adjusted total group 
allotment reduction: 

$1.975 billion 
($2 billion-$24.9 million) 

Step 2. Allocate each group’s total DSH allotment reduction among hospitals in the group, 
based on three factors weighted at 50% (UPF); 25% (HMF); and 25% (HUF) 
A.   Uninsured Percentage Factor (UPF) 

weight = 50% 
$12.5 million $988 million 

B. High Volume of Medicaid 
Inpatients Factor (HMF) 
weight = 25% 

$6.2 million $494 million 

C.   High Uncompensated Care Factor 
(HUF) weight = 25% 

$6.2 million $494 million 

Sum of reductions for all three factors 
(A+B+C, equal to adjusted total group 
allotment reduction above ) 

$24.9 million $1.975 million 

Resulting Reduced DSH Allotments $512.3 million $9.5 billion 
Notes:    Sums do not add to total due to rounding.  

Further adjustments would take into account DSH allotments in states with expansion waivers as of 
July 31, 2009 and for states for which the reduction caps applies (step 5 above). 

 
Factor 2: Uninsured Percentage Factor (UPF). The ACA requires that a larger percentage 
DSH allotment reduction be imposed on states with the lowest percentage of uninsured or 
those that do not target DSH payments to hospitals with high Medicaid inpatient volume or 
high uncompensated care. As noted earlier, CMS proposes to use the Census Bureau ACS as 
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the data source for this factor. Specifically, the most recent “1 year estimates” data available at 
the time of the calculation would be used. 

 
CMS proposes to calculate a UPF as described below, which would be used to distribute one-
half (50 percent) of the total DSH reduction for each of the two state groups (low-DSH states 
and others). Using the figures from the proposed rule illustrative table, one-half of the $24.9 
million total DSH allotment reduction to low-DSH states, or about $12.5 million, would be 
based on the UPF, as would one-half of the total $1.975 billion reduction to other states, or 
$988 million. 

 
1. Calculate each state’s “uninsured value” by dividing the total state population by the 

number of uninsured in the state. (Note that this is the inverse of the percentage of 
uninsured, which is the number of uninsured divided by the state population. For example, 
in a state with 5 uninsured people and a total population of 100, the uninsured rate is 5 
percent and the uninsured value would be 20.) 

 
2. Divide each state’s uninsured value (from step 1) by the sum of uninsured values for the 

state group (i.e., the low-DSH group and the non-low DSH group). This would result in a 
percentage for each state, and for each of the two state groups, the percentages would sum 
to 100. 

 
3. Divide each state’s preliminary unreduced DSH allotment by the sum of all unreduced 

allotments in the state group. The resulting percentage of DSH allotments is then 
multiplied by the percentage calculated in step 2 and the result is an allocation weighting 
factor for the state. The purpose of this step is to weight the state’s uninsured value by its 
proportion of DSH allotments to ensure that larger and smaller states are given fair weight 
in calculating the UPF. 

 
4. Separately for each of the two state groups, each state’s allocation weighting factor from 

step 3 is divided by the sum of all the weighting factors for the group, and the result is the 
state’s UPF. 

 
5. The UPF portion of the final aggregate DSH allotment reduction for a state is calculated by 

multiplying the state’s UPF by the aggregate DSH allotment reduction allocated to the UPF 
factor for the state group using the (one-half) weighting factor described earlier. (In the 
proposed rule illustrative table, this amounts to $12.5 million for the 17 low-DSH states 
and $988 million for the other 34 states.) 

 
Factor 3: High Volume of Medicaid Inpatients Factor (HMF). CMS proposes to calculate an 
HMF as described below, and use it to distribute one-quarter (25 percent) of the total DSH 
reduction for each of the two state groups (low-DSH states and others). The ACA specifies that 
for this purpose the existing statutory definition (1923(b)(1)(A)) of hospitals with a high volume 
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of Medicaid patients applies. Under the definition, hospitals with a MIUR that is at least 1 
standard deviation above the mean MIUR for hospitals receiving Medicaid payments in the state 
are considered to have a high volume of Medicaid inpatients. These hospitals are among those 
“federally deemed” hospitals to which a state must provide DSH payments in order to receive 
federal matching funds for DSH payments. CMS notes that the formula would result in a smaller 
reduction in DSH allotments for those states that target a large percentage of DSH payments to 
hospitals meeting this definition. 
 
For this factor, CMS would rely in part on MIUR information collected from states on an annual 
basis. CMS has initiated collection, and notes that states must already determine the mean MIUR 
for hospitals receiving Medicaid payments in the state and the value of one standard deviation 
above the mean MIUR for hospitals receiving Medicaid payments in the state. Additional data 
elements that would be used to calculate this factor include information reported under existing 
regulations on the DSH hospital payment amount reported for each DSH (§447.299(c)(17)) and 
the MIUR for each DSH (§447.299(c)(3)). 
 
The HMF is a state-specific percentage that CMS proposes to compute as follows, separately for 
each of the two state groups: 
 

1. For each state, identify High Medicaid Volume hospitals as those with an MIUR at least one 
standard deviation above the mean MIUR for hospitals receiving Medicaid payments in the 
state. 

 
2. For each state, determine the total amount of DSH payments made to non-High Medicaid 

Volume hospitals from the most recently submitted and accepted DSH audit template. 
 

3. For each state, divide the total amount of all DSH payments made to non-high Medicaid 
volume hospitals in the state by the sum of these amounts for all states in the group. This 
percentage is the state’s HMF. It is the state’s share of the all the DSH payments made by all 
the states in the group to hospitals that are not High Medicaid Volume. 

 
4. The HMF reduction for a state is its HMF percentage multiplied by the aggregate reduction 

amount allocated to the factor for the state group. As proposed, 25 percent of the total DSH 
allotment reduction for each state group would be distributed based on the HMF. 

 
CMS notes that under this methodology a number of interactions could occur for states among 
the DSH payment methodologies, DSH allotment and DSH allotment reductions. It believes that 
most of these interactions would be consistent with the goal of incentivizing targeted DSH 
payments. For example, a state that paid all of its DSH allotment to hospitals that are High 
Medicaid Volume would receive no reduction from this factor, consistent with the goal. Further, 
CMS notes that if a state’s DSH allotment was large enough so that it could pay all of its High 
Medicaid Volume hospitals up to the hospital-specific DSH payment limit and have funds left 
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over, the funds paid to hospitals that are not High Medicaid Volume would be subject to 
reduction under the proposed formula. CMS views this result as also promoting targeted DSH 
payments. 
 
Factor 4: High Level of Uncompensated Care Factor (HUF). The HUF would be used to 
distribute the remaining 25 percent of the DSH allotment reduction for each of the two state 
groups. CMS proposed to rely on the existing statutory definition of uncompensated care 
(1923(g)(1)) that is used in determining the hospital-specific limit on federal matching payments 
for state DSH payments.4 The most recent available DSH audit and reporting data provided by 
states will be used. Specifically, CMS would use the following amounts reported by states for 
each DSH: DSH payment amount (§447.299(c)(17)), uncompensated care amount 
(§447.299(c)(16)), total Medicaid cost amount (§447.299(c)(10)), total uninsured cost amount 
(§447.299(c)(14)), and total hospital cost amount (§447.299(c)(20)). CMS notes that as required 
by the statute, the uncompensated care data used in this factor excludes bad debt, including 
unpaid co-pays and deductibles, associated with individuals with a source of third party coverage 
for the service received during the year.  
 
For calculating the HUF, a hospital with a ratio of uncompensated care costs to total Medicaid 
and uninsured inpatient and outpatient hospital service costs that exceeds the mean ratio for the 
state would be considered a High Uncompensated Care Hospital. 
 
CMS proposes to calculate the HUF as follows for each of the two state groups: 
 
1. For each state, determine each hospital’s uncompensated care level by dividing its 

uncompensated care cost by total hospital cost. This data element would come from the 
state’s most recent accepted DSH audit template. 

2. Calculate the mean uncompensated care level for each state. 
3. Identify all the High Uncompensated Care Hospitals in a state as those that meet or 

exceed the state’s mean uncompensated care level calculated in step 2.  CMS is also 
considering identifying a metric higher than the mean for the purposes of those 
hospitals and is specifically seeking comments on alternate methodologies for this 
step. 

4. Determine the amount of DSH payments in each state that are paid to non-High 
Uncompensated Care Hospitals. 

5. For each state, divide the total amount of all DSH payments made to non-high 
Uncompensated Care Hospitals in the state by aggregate amount of DSH payment made 

                                                           
4 The state must calculate for each hospital, for each fiscal year, the difference between the costs incurred by that 
hospital for furnishing inpatient hospital and outpatient hospital services to Medicaid individuals and individuals 
who have no health insurance or other source of third party coverage for the inpatient hospital and outpatient 
hospital services they receive, less all applicable revenues for these hospital services. This difference, if any, 
between incurred inpatient hospital and outpatient hospital costs for these individuals and associated revenues is 
considered a hospital’s uncompensated care cost limit, or hospital-specific DSH limit. 
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to non-high uncompensated care level hospitals for the entire state group.  
6. The HUF reduction for a state is its HUF percentage multiplied by the aggregate 

reduction amount allocated to the factor for the state group. As proposed, 25 percent of 
the total DSH allotment reduction for each state group would be distributed based on the 
HUF. 

 
In the preamble, CMS notes that in the 2013 DSH allotment reduction final rule there were 
potential scenarios where interactions in the methodology would have resulted in outcomes 
inconsistent with the intent of the approach. In the 2013 approach, for example, there could have 
been a hospital that would not have been considered to have a higher level of uncompensated 
care even though it provided a higher percentage of services to Medicaid and uninsured 
individuals and had greater total qualifying uncompensated care costs than another hospital that 
did qualify as having a high level of uncompensated care. CMS believes it has addressed this 
problem by dividing, in step 1, by total hospital costs instead of by the sum of a hospital’s 
Medicaid and uninsured costs as finalized in 2013. 
 
CMS seeks comments on whether its proposed DHRM and the implementation of the HUF 
would be effective in tying the level of DSH reductions to the targeting of DSH payments to 
hospitals with high levels of uncompensated care. Taking into account data limitations and that 
the proposed methodology does not precisely distinguish how states direct DSH payments 
among hospitals that are identified as at or above the mean uncompensated care level, it is 
soliciting comments on alternative methodologies regarding state targeting of DSH payments to 
hospitals with high levels of uncompensated care. 
 
Factor 5: Section 1115 Budget Neutrality Factor. The ACA requires that the DSH reduction 
methodology take into account the extent to which the DSH allotment for a state was included in 
the budget neutrality calculation for a coverage expansion approved under a section 1115 
demonstration as of July 31, 2009. These states are provided full DSH allotments, but the terms 
of the demonstration may limit the authority of the state to make DSH payments to hospitals 
because all or a portion of the DSH allotment was included in the budget neutrality adjustment 
calculation under a section 1115 demonstration or to fund uncompensated care pools or safety 
net care pools. For these states, DSH payments are limited to the allotment less any allotment 
amounts included in the budget neutrality calculation 
 
CMS proposes to exclude, for the specific fiscal year subject to reduction, in calculating the DSH 
allotment reduction for the HMF and HUF factors, the amount of DSH allotment included in the 
budget neutrality calculation for coverage expansion. DSH allotment amounts included in the 
budget neutrality calculation for other purposes, including uncompensated care pools and safety 
net pools, would still be subject to reduction. For a section 1115 coverage demonstration not 
approved as of July 31, 2009, all DSH allotment amounts would be subject to reduction.  
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For the non-excluded amounts, an average reduction amount would be assigned based on the 
state group. CMS considered using alternative percentages for this assignment that would be 
higher or lower than the average but was concerned that alternative percentages might provide an 
unintended benefit or penalty to states with DSH diversions approved under section 1115 of the 
Act. It is seeking comment regarding the use of different percentages for the reductions to 
diversion amounts that do not qualify under the budget neutrality factor and alternative 
budget neutrality factor methodologies.  
 
CMS proposes to determine for each reduction year if any portion of a state’s allotment should 
be subject to this provision. To qualify annually, CMS and the state would have to have included 
the state’s DSH allotment in the budget neutrality calculation for a coverage expansion that was 
approved under section 1115 of the Act as of July 31, 2009, and the coverage expansion would 
have to still exist in the approved section 1115 demonstration at the time that reduction amounts 
are calculated for the fiscal year. If a state subsequently reduced this amount, the approved 
amount remaining under the section 1115 would not be subject to reduction. 
 
Impact Analysis and Related Information 
 
CMS estimates that the DSH allotment reductions beginning in FY 2018 would affect the ability 
of some or all states to maintain DSH payments at their FY 2017 levels. By statute, the 
reductions will total $43 billion for FYs 2018 through FY 2025. However, CMS says it cannot 
estimate the precise federal financial effect on states or hospitals because of the complexity of 
the interaction between the DHRM methodology, state DSH allotments, and future state changes 
to DSH methodologies.  CMS points believes that the proposed DHRM attempts to mitigate the 
negative impact on states that continue to have high percentages of uninsured and are targeting 
DSH to hospitals with high volume of Medicaid patients and high uncompensated care. States 
retain the flexibility of setting DSH payment methodologies, and CMS notes that states could 
choose to apply reductions proportionately across hospitals or to modify payment methods in 
order to target reductions to hospitals that do not have a high volume of Medicaid inpatients or 
high level of uncompensated care. 
 
The proposed rule includes Table 1 showing illustrative state-level effects of the proposed 
methodology for allocating the DSH reduction amounts among the states. It is reproduced here 
as an attachment to this summary.  
 
ATTACHMENT: ILLUSTRATIVE TABLE 1 REPRODUCED FROM THE PROPOSED 
RULE 
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