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Double Threat for Texas Hospitals: 
ACA Payment Cuts and Millions of 
Uninsured
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The Texas Hospital Association strongly urges the U.S. Congress to reject any additional cuts to payments for 
Texas hospitals and to eliminate all of the funding cuts contained in the Affordable Care Act. Funding cuts are 
incompatible with providing the highest quality of care to all Texans.

Since 2010, Texas hospitals already have sustained more than $10 billion in federal Medicare funding cuts. Going 
forward, between 2019 and 2028, these Medicare cuts will balloon to $35 billion. 

Many of these cuts are part of the Affordable Care Act. These cuts were imposed in exchange for reducing the number of uninsured Texans 
and hospitals’ uncompensated care costs. However, these outcomes have not been sustained in Texas where nearly 5 million Texans…and 
growing…have no health insurance.

The magnitude of the funding cuts coupled with hospitals’ obligation to care for the uninsured threatens to undermine all Texas hospitals’ 
ability to:

•	 Invest in quality improvement and patient safety.
•	 Provide care for underserved populations.
•	 Conduct research and innovate. 
•	 Recruit and retain the best health care workforce. 
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1.	 The legislative cuts category includes payment reductions to inpatient and outpatient prospective payment system 
market basket updates; reductions under the Medicare Access and CHIP Reauthorization Act of 2015 (MACRA); 
reductions to bad debt payments; reductions to Medicare DSH payments; sequestration; and others.

2.	 The regulatory cuts category includes coding adjustments; reductions to prescription drug reimbursements; and other 
adjustments to the outpatient prospective payment system methodology. 

3.	 The quality-based purchasing category includes Medicare inpatient reimbursement reductions from the readmissions 
reduction program, hospital value-based purchasing program and hospital-acquired condition reduction program.
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Medicaid's Role in Hospital Financing
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Medicaid Reimbursement 

MEDICAID’S ROLE IN HOSPITAL FINANCING
The Medicaid program, a state and federal partnership, has a complex and vital role in how 
Texas hospitals are paid. It includes both:

• Reimbursement for health care services delivered to those insured through the Med-
icaid program.

• Supplemental payments that partially offset the costs of caring for Texans without 
health insurance and the lower-than-cost Medicaid reimbursement.

All Medicaid payments to hospitals – whether reimbursement or supplemental payments – 
require a non-federal contribution of funds. In Texas, depending on the payment, this non-fed-
eral contribution comes from state general revenue, local property tax revenue or hospital net 
patient revenue.

Texans Without Health Insurance

Texas leads the nation in the number of uninsured 
residents. Approximately 17 percent of, or 4.5 million, 
Texans have no health insurance. Yet, state and federal 
law require Texas hospitals to treat anyone who seeks 
it, regardless  of their insured status or ability to pay. 
This obligation creates a financial burden for Texas 
hospitals of $4.5 billion each year.

For delivering Medicaid-covered services to 
approximately 4.5 million Medicaid beneficiaries, most 
general acute care hospitals in the state are reimbursed 
at 70 percent, on average, of audited allowable costs. 
This underpayment creates a shortfall for Texas 
hospitals of $2.7 billion each year.
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Local Provider Participation Funds 
in Texas
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Since 2013, Texas hospitals in 19 cities and counties across the state have created local provider participation funds for the purpose 
of generating parts of the non-federal share of Medicaid payments. With approval from the Texas Legislature, nonpublic hospitals in a particu-
lar jurisdiction agree to impose an assessment, not to exceed six percent, on their total net patient revenues. These quarterly assessments are 
matched with federal Medicaid dollars and paid to the hospitals in the jurisdiction to supplement the below-cost Medicaid payment. 

In previous legislative sessions, the Texas Hospital Association supported hospitals in pursuing LPPFs as a local solution to local health care 
challenges and will continue to work with all of its member hospitals that are interested in building LPPFs.

Local Provider Participation 
Funds in Texas 
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Value-Based Payment

Pressure from public and private payers to lower costs and improve health care outcomes is changing 
the way hospitals are paid. Instead of being reimbursed based on the number of services they provide, 
Texas hospitals increasingly are being paid based on the value or outcome of the care they deliver. 

So-called value-based payment models align reimbursement with measures of clinical quality and rapidly 
are becoming a more common practice. 

This document describes the challenges and opportunities Texas hospitals experience on the journey to 
meet state and federal requirements under specific value-based payment models.
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Value-Based Payment: Opportunities and Challenges
For nearly a decade, Texas hospitals have been navigating the changes and challenges associated with the transition 
from fee-for-service reimbursement to value-based payment. 

Today’s value-based payment models rely on objective measurements of care quality, which means providers must 
prove that they are meeting quality standards and improving patient care while also achieving cost efficiencies. 
However, the wide variety of quality metrics used in different VBP models can be administratively burdensome for 
hospitals. Hospitals need sophisticated analytics to measure financial and quality performance for each patient pop-

ulation, particularly as the number of measures a hospital must track can be conflicting and overlapping.

For example, a hospital may track various quality measures related to readmissions using different time intervals (15-days, 30-days 
and 90-days post discharge) and conditions or procedures (e.g., pneumonia, heart attack, heart failure) and report different mea-
sures to different public and private payers. 

While Texas hospitals are committed to improving patient outcomes and reducing costs and invest significant financial and human 
resources into doing so, required quality metrics sometimes fail to reflect the total value of care hospitals provide. In addition, 
because hospitals are measured against standards of clinical quality without regard to patient population variables or other extenu-
ating circumstances, hospitals more often are penalized for program performance than are rewarded. In addition, although 
hospitals are often the subject of financial penalties under VBP programs, achieving the desired outcomes depends on the involve-
ment and buy-in of physicians and other clinicians as well.

Finally, hospitals have had little opportunity to collaborate or inform the process by which they are measured. Data collection 
would be more effective if hospitals are full partners in crafting program requirements and work with public and private 
payers to establish a standard set of quality measures to track and report to determine clinical and financial value.  

THE TRANSITION FROM VOLUME TO VALUE

Value-Based Payment Volume-Based Payment 
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Rural Hospital Financing 

Much of Texas is rural. Of the state’s 254 counties, 70 percent are considered rural. But of the state’s more than 600 hospitals, only 
about 160 are in rural areas.

The challenges of operating a rural hospital in today’s health care environment are many. Rural hospitals serve a disproportionately older 
and lower-income population, making them particularly vulnerable when Medicare and Medicaid reimbursement rates do not cover the 
costs of services provided, when those rates are cut and when hospital supplemental payments are threatened or are unpredictable. 

Rural hospitals also are more exposed to the economic pressures that come from caring for a larger number of patients without health 
insurance. Statewide, approximately 17 percent of Texans have no health insurance, but in some rural counties that proportion is more 
than 20 and even 25 percent.

At the same time, rural hospitals often are the only health care provider not just for tens of miles but for hundreds of miles, and their 
survival is essential for the health and well-being of entire communities.

Texas has experienced more rural hospital closures than any other state, with 19 rural hospitals shuttering their doors since 2013 while a 
number of other rural hospitals have eliminated key service lines, such as labor and delivery.

Protecting quality health care in rural Texas communities requires not only bolstering Medicare and Medicaid reimbursement, 
maintaining hospital supplemental payments and reducing the number of uninsured but also protecting the special financing 
arrangements that address some of rural hospitals’ unique circumstances and challenges.

This document, the fourth in the Texas Hospital Association’s series on hospital financing, examines the special financing arrangements in 
Medicaid and Medicare that target the unique needs and vulnerabilities of rural hospitals.
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THE RURAL LANDSCAPE
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Graduate Medical Education

Texas has one of the fastest growing and aging populations in the nation. Having a sufficient number of physicians 
to provide high quality health care to all Texans today and in the future requires significant investment in physician 
training and education. In 2017, Texas ranked 41st in the nation for physician-to-population ratio. For primary 
care, Texas ranked even lower at 47th. 

In 2011, the Texas Legislature established a goal of 1.1 to 1 for the number of available residency training slots 
to graduating medical students. Achieving this goal would enable all Texas medical student graduates to 
continue their medical training in Texas – a factor known to increase the likelihood that a physician will 
remain in the state to practice medicine upon completing training.

In 2017, according to the Texas Higher Education Coordinating Board, Texas achieved the Legislature’s goal. There 
were 1,660 medical school graduates and 1,868 filled first-year residency positions. However, sustaining this goal 
is challenging particularly as the number of Texas medical schools…and graduates…increases at a rate faster than 
the number of available GME slots. THECB projects if new first-year residency positions are not established by 
2021, Texas will fall below the desired 1.1:1 ratio by 276 first year positions. 

The financing of physician education and training is a complex interaction of federal and 
state funding and hospitals’ investment of their own resources. This document explains the 
importance of continued state and federal investment in that training and provides an 
overview of the sources and limits of their investment. 
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FINANCING PHYSICIAN EDUCATION AND TRAINING TO 
ENSURE TEXANS HAVE TIMELY ACCESS TO HEALTH CARE
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Hospital Payment Sources

While they serve diverse communities across the state, Texas hospitals are unified under one core mission: 
providing the highest quality care to every Texan in need. Fair and equitable payment is critical to achieving 
this goal.  This document provides an overview of the major sources of hospital payments and why 
reimbursement often is insufficient. 

Hospital payments come from a number of sources, including state, federal and local governments, health 
insurers and individuals. Payments, however, often fall below the actual cost of providing care.

The amount a hospital charges for a procedure or service can vary by facility. The level of care a facility can 
provide is one important factor in determining charges. For example, a hospital that provides trauma, neonatal 
or other specialized care may charge a different amount for a service than a facility with more limited capacity 
to provide such services. Facilities that provide a higher level of care are able to do so because the hospital’s 
infrastructure includes around-the-clock physicians and staff and specialized equipment to address complex, 
high-acuity conditions for high-risk and vulnerable patients. The significant cost of maintaining this infrastructure 
is included in their charges.  Hospitals also consider other factors when determining their charges, including 
market conditions and demographics, such as geographic location and patient mix. While charges and care 
capacity can vary by facility, reimbursement usually is less than the charge and varies widely based on the payer—
public or private and, importantly, which private payer. 
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HOW PATIENTS GET COVERAGE

Health Care Coverage Among 
Texas Patients (2017) 

U N I N S U R E D

4. 8   Million
Texans

Non-Group**

Other Public*

Medicare

Medicaid

6%

10%

17%

2%

Uninsured

Employer-Provided 
Health Insurance

17%

48%

Other Public*: Includes those covered under the military or Veterans Administration.
Non-Group**: Includes those covered by a policy purchased directly from an insurance company, either as policyholder or as dependent.

Numerous cuts make up the three categories of federal Medicare funding 
reductions.

Download THA’s educational series on hospital 
finance at www.tha.org/hospitalfinance.


