
 

Overview of Medicaid Disproportionate Share Hospital Allotment Reductions  

CMS released a proposed rule requiring aggregate reductions to state Medicaid disproportionate 

share hospital (DSH) allotments. The rule, required by the Affordable Care Act (ACA), sets forth 

aggregate reductions to state Medicaid DSH allotments annually from FY14 through FY20. The 

proposed rule also delineates the DSH health reform methodology (DHRM) to implement the 

annual reductions for FY14 and FY15, and proposes to add additional DSH reporting 

requirements for use in implementing the DHRM. 

 

Background 

As a result of the ACA, millions of Americans will have access to health insurance coverage 

through qualified health plans offered through health insurance exchanges or through the 

Medicaid program. This increase in the number of individuals having access to health insurance 

is expected to significantly reduce levels of uncompensated care provided by hospitals. On the 

assumption that the number of uninsured people will fall sharply beginning in 2014, the statute 

reforms an existing initiative under the Medicaid program to address the situation of hospitals 

that serve a disproportionate share of low income patients, and therefore, may have 

uncompensated care costs.  

 

The ACA provides for aggregate reductions in federal funding under the Medicaid program for 

DSH payments for the 50 states and the District of Columbia. This reform of the DSH payments 

is in line with the reduction of uncompensated care costs (particularly those associated with the 

uninsured) expected to result from the expansion of coverage under the statute. The HHS 

Secretary must implement the aggregate reductions in DSH payments through reductions in 

annual state allotments for DSH payments, and accompanying reductions in payments to each 

state. 

 

Federal financial participation (FFP) for total statewide DSH payments made to eligible hospitals 

in each federal fiscal year is limited to the amount specified in an annual DSH allotment for each 

state. Although there have been some special rules for calculating DSH allotments for particular 

years or sets of years, a general rule establishes that state DSH allotments be calculated on an 

annual basis in an amount equal to the DSH allotment for the preceding fiscal year increased by 

the percentage change in the consumer price index for all urban consumers for the previous fiscal 

year. The annual allotment, after the consumer price index increase, is limited to the greater of 

the DSH allotment for the previous year or twelve percent of the total amount of Medicaid 

expenditures under the state plan during the fiscal year. FFP is not available for DSH payments 

that exceed the hospital’s uncompensated cost of providing inpatient and outpatient services to 

Medicaid patients and the uninsured, minus payments received by the hospital by or on the 

behalf of those patients. 



 

The annual aggregate reductions in federal DSH funding from FY14 through FY20 are: 

 

● $500,000,000 for FTY14 

● $600,000,000 for FY15 

● $600,000,000 for FY16 

● $1,800,000,000 for FY17 

● $5,000,000,000 for FY18 

● $5,600,000,000 for FY19 

● $4,000,000,000 for FY20 

 

To implement these annual reductions, the statute requires that the HHS Secretary reduce annual 

state DSH allotments, and payments to states, based on a DHRM. The proposed DHRM relies on 

five factors collectively to determine a state-specific DSH allotment reduction amount.  

 

 Factor 1  - Low DSH Adjustment Factor  
The first factor considered in the proposed DHRM is the Low DSH Adjustment Factor 

(LDF), which requires that the DHRM impose a smaller percentage reduction on ‘‘low 

DSH states’’ that meet the criterion described in section 1923(f)(5)(B) of the Act in 2003. 

CMS proposes to apply the LDF by imposing a greater proportion of the annual DSH 

funding reduction on non-low DSH states. 

 

 Factor 2 - Uninsured Percentage Factor 
The second factor considered in the proposed DHRM is the Uninsured Percentage Factor 

(UPF), which requires that the DHRM impose larger percentage DSH allotment 

reductions on states that have the lowest percentages of uninsured individuals. The statute 

also requires that the percentage of uninsured individuals is determined on the basis of 

data from the Census Bureau, audited hospital cost reports, and other information likely 

to yield accurate data, during the most recent year for which such data are available. 

 

 Factor 3 - High Volume of Medicaid Inpatients Factor  
The third factor considered in the proposed DHRM is the High Volume of Medicaid 

Inpatients Factor (HMF), which requires that the DHRM impose larger percentage DSH 

allotment reductions on states that do not target DSH payments to hospitals with the 

highest volumes of Medicaid inpatients. The proposed HMF is a state-specific percentage 

that is calculated separately for each state group (low DSH and non-low DSH). 

 

 Factor 4 - High Level of Uncompensated Care Factor 
The fourth factor considered in the DHRM is the High Level of Uncompensated Care 

Factor (HUF), which requires that the DHRM impose larger percentage DSH allotment 

reductions on states that do not target DSH payments on hospitals with high levels of 

uncompensated care. CMS is proposing to rely on the existing statutory definition of 

uncompensated care cost used in determining the hospital specific limit on FFP for DSH 

payments. 

 



 Factor 5 - Section 1115 Budget Neutrality Factor  
The statute requires that CMS take into account the extent to which a state’s DSH 

allotment was included in the budget neutrality calculation for a coverage expansion that 

was approved under section 1115 as of July 31, 2009 (the Budget Neutrality Factor, or 

BNF). Prior to the implementation of this proposed rule, these states possess full annual 

DSH allotments. Under an approved section 1115 demonstration, however, the states may 

have limited authority to make DSH payments under section 1923 of the Social Security 

Act (the Act) because all or a portion of their DSH allotment was included in the budget 

expansion under an approved section 1115 demonstration or to fund uncompensated care 

pools and/or safety net care pools. Consistent with the statute, for states that include DSH 

allotment in budget neutrality calculations for coverage expansion under an approved 

section 1115 demonstration as of July 31, 2009, CMS proposes to exclude from DSH 

allotment reduction, for the HMF and the HUF factors, the amount of DSH allotment that 

each state currently continues to divert specifically for coverage expansion in the budget 

neutrality calculation. 

 

The Impact of a State’s Decision to Adopt the New Low-Income Adult Coverage 

Group 

The statute provides significant federal financial support for states to extend coverage to low-

income adults. For a state that implements the new adult coverage group, the state and its 

hospitals will receive full Medicaid reimbursement for many previously uninsured patients. 

Thus, CMS believes both hospitals and states stand to benefit greatly from expanding Medicaid. 

Because states that implement the new coverage group would have lower rates of uninsurance, 

the reduction in DSH funding may be greater for such states compared to states that do not 

implement the new coverage group.  

 

Consequently, hospitals in states implementing the new coverage group that serve Medicaid 

patients may experience a deeper reduction in DSH payments than they would if all states were 

to implement the new coverage group. Given the statutory reductions in the funding for 

Medicaid DSH in the ACA, CMS intends to account for the different circumstances among states 

in the formula in future rulemaking. Currently, CMS says it does not have sufficient information 

on the relative impacts that would result from state decisions to implement the new coverage 

group, and thus proposes a DHRM only for the first two years during which the DSH funding 

reductions are in effect. The data that the reductions are based on for these two years will not 

reflect differential decisions to implement the new coverage group. Data reflecting the effects of 

the decision to implement the new coverage group may not be available to consider the impact of 

such a decision until 2016. Therefore, CMS intends to continue evaluating potential implications 

for accounting for coverage expansion in the DHRM. While CMS is interested in feedback on 

this issue, it intends to address this issue more completely in separate rulemaking for DSH 

allotment reductions for FY16 and thereafter. 

 

Accordingly, CMS is proposing to establish a DHRM that would be in effect for FY14 and 

FY15, but is not including a method to account for differential coverage expansions in Medicaid 

for these years. CMS would calculate an unreduced DSH allotment for each state prior to the 

beginning of each fiscal year, as it currently does. This unreduced allotment is calculated prior to 

the application of the DHRM. The unreduced allotment would serve as the base amount for each 



state to which the state-specific DSH allotment reduction amount would apply annually. CMS 

proposes to apply the DHRM to the unreduced DSH allotment amount for FY14 and FY15. 

Under the DHRM, CMS would consider the five factors identified in the statute to determine 

each state’s state-specific annual DSH allotment reduction amount. Limitations on the 

availability of data relating to some of the five factors affect the calculation and, therefore, CMS 

seeks comments regarding readily available data sources that may be useful. 

 

The table below and the values contained therein are provided only for purposes of illustrating 

the application of the DHRM and the associated DSH reduction factors described in the proposed 

rule to determine each state’s DSH allotment reduction for FY14. Note that these values do not 

represent the final DSH reduction amounts for FY14. 

 

 



 
 



 
 



 
 

 
 



More Information 

Comments on the proposal are due July 12, 2013.  

 

Read the proposed rule, published in the May 15, 2013, Federal Register. 

http://www.gpo.gov/fdsys/pkg/FR-2013-05-15/pdf/2013-11550.pdf

