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The concept of hospitals and other providers helping fund health 
care is not a new one, nationally or in Virginia. Indeed, 49 states 
have some type of provider assessment program. The types of 
mechanisms differ. In various states, they are applied to hospi-
tals, assisted nursing facilities, and intermediate care facilities. 
Virginia’s experience in this area is newer – the Commonwealth 
approved a narrow program applied to intermediate care facili-
ties in 2010. The idea of a much broader program applied to Vir-
ginia’s local hospitals and health systems has been raised by poli-
cymakers throughout the years, most notably with derivative 
concepts unsuccessfully floated during the tenures of former 
Governors Gerald L. Balilies and L. Douglas Wilder. Virginia’s hos-
pitals were not supportive of those past efforts, which occurred 
in a different era for health care. 
 
Current Context 
The current climate is much changed from then. In fact, the no-
tion of hospitals making contributions (under certain conditions) 
to support health care in the Commonwealth is already attracting 
support. “The proposal is fiscally sound, humane and elegant,” 
the Washington Post rhapsodized recently, noting that a hospital 
contribution could help uninsured gain coverage, “bail out strug-
gling hospitals and shield Virginia taxpayers from any costs. Sur-
veying the landscape, the Virginian-Pilot editorial board noted 
that floating a possible hospital contribution program is “not an 
easy choice” for providers which have opposed the notion for 
year. However, the paper added, Virginia’s hospitals are more 
than a bit stressed these days” and a properly formatted contri-
bution program could “be a mighty step forward, without involv-
ing new state funding.”  
Here’s why. Virginia’s hospitals face significant financial stress 
due to decades of unfunded health care mandates such as Medi-
care and Medicaid (reimbursements through those programs fall 
far short of covering the cost of care hospitals provide), and a 
longstanding federal law requiring hospitals to provide emergen-
cy room care regardless of patients’ ability to pay. These govern-

ment mandates require hospitals to provide substantial amounts 
of free and discounted care which create financial challenges for 
providers. Making matters worse, Affordable Care Act (ACA) 
funding cuts will expose Virginia hospitals to more financial 
blows. In a few years, sequestration, ACA, and other federal ac-
tions will amount to roughly $1 billion in annual cuts to Virginia 
hospitals. Sequestration alone takes more than $90 million from 
Virginia hospitals each year. Federal legislative cuts from ACA and 
other actions will rise from $403 million this year to $745 million 
in 2021. Without offsetting policy relief, these legacy mandates 
and escalating cuts jeopardize all the positive economic and pub-
lic health benefits provided by the health care sector. Hospitals 
directly employ 115,000 people, generating $36 billion annually 
in economic activity for the Commonwealth, spending $17 billion 
each year on goods and services with local businesses. Many Vir-
ginia hospitals are already struggling even before the deepest 
cuts arrive. It is therefore likely that even more providers will find 
themselves squeezed as the cuts intensify, unless there is policy 
action to address those pressures. 
Hospitals and health systems are dealing with these stresses 
amid a transformation in health care delivery, a reshaping of fi-
nancial incentives, and an overhaul of the health care policy 
framework. All constructive options for improving health care 
should be considered, including strategies that haven’t been tried 
before. Given the level of stresses on the system, however, 
health care leaders and policymakers should be careful to ensure 
that the end result is a net benefit to the health care system on 
which all Virginians rely.  
 
Virginia Policy Process 
In early 2015, the Virginia General Assembly directed a full evalu-
ation of a potential hospital assessment program led by the state 
Health and Human Resources Secretary. That group’s recently 
completed report represents a comprehensive summary of the 
process and policy options. Virginia’s hospital and health system 
administrators worked diligently alongside the Secretary’s work 



group to review provider assessment options, evaluate potential 
ramifications, and analyze potential program models. 
During the work group process, the position of VHHA and its 
members remained consistent.  The Association continues to 
oppose a provider assessment where the possibility exists for 
revenues raised through that mechanism being used for any pur-
pose other than addressing Medicaid payment shortfalls, 
strengthening rural hospitals, and providing additional funding 
for GME. Such diversion of funds would clearly constitute a tax. 
The Association also continues to oppose utilizing a provider as-
sessment to defray General Fund costs associated with the ex-
isting Medicaid program.  
Yet in light of the worsening financial picture confronting Virgin-
ia’s local hospitals and health systems (declining reimburse-
ments, growing uncompensated care, and federal funding cuts), 
providers are willing to discuss making contributions under strict-
ly defined conditions to draw down federal matching funds to 
support health care in Virginia. VHHA articulated this stance in a 
Dec. 1 letter to Governor McAuliffe and General Assembly mem-
bers. Hospitals are willing to fully engage in a process to develop 
an appropriate mechanism to contribute the funds necessary to 
meet federal matching requirements and draw down additional 
federal funding to address the escalating financial challenges 
facing health care in the Commonwealth.   
Arriving at this moment did not come easily. VHHA has tradition-
ally opposed provider contributions based upon the belief that 
public health care programs should be adequately funded 
through the state’s General Fund. Other states’ experiences with 
similar programs demonstrate the need for a careful, delibera-
tive, and regimented process for developing an appropriate 
mechanism for hospitals to make health care contributions. The 
status quo is simply unsustainable. This is not hospitals’ first 
choice. But Association members are willing to take additional 
steps, provided certain principles and restrictions on the use of 
funds are embodied in any future program, to help facilitate de-
velopment of a contribution program.   
VHHA is adamant that any potential contribution program be 
strictly defined so funding is dedicated specifically to health care 
for maximum benefit to Virginia health care consumers. The As-
sociation’s letter to Governor McAuliffe and the General Assem-
bly outlined six essential elements that any contribution program 
should contain. They are: 

 The administration and implementation of a contribution be 
placed in the hands of the private sector;  

 The contribution amount must be set at the minimum level 
necessary to fund the state match to address payments 
shortfalls, strengthen rural hospitals, and provide additional 
funds for Graduate Medical Education (GME); 

 Any contributions from hospitals and health systems must 
be segregated from the state’s General Fund and not be 
diverted for any other purpose by the Administration or the 
General Assembly;  

 The Appropriations Act or implementing legislation authoriz-
ing the contributions must contain a provision voiding the 
program if hospitals’ contributions are ever used for a pur-
pose other than those aforementioned;  

 The Appropriations Act or implementing legislation must 

contain language requiring a maintenance of effort for ex-
isting General Funds dedicated to the current Medicaid pro-
gram, specifying rates will not be lower than those as of Dec. 
31, 2015, and that the contributions are conditioned on the 
federal and state governments meeting currently stipulated 
Medicaid match levels; and  

 Any budget savings generated due to contributions off-
setting costs within the existing Medicaid program or the 
General Fund should be set aside for struggling rural hospi-
tals.  

 
Provider Assessments in Other States 
Provider assessment, contributions, and intergovernmental 
transfer programs are becoming more commonplace as states 
look to balance budgets and address health care costs. Medicaid 
is jointly financed by the states and federal government. Each 
state receives funding based on its Federal Medicaid Assistance 
Percentage (FMAP), which is the amount of state funding neces-
sary to draw down federal funding. States then have the option 
to invest state funds beyond FMAP to draw down additional fed-
eral funds. In Virginia, the state contributes 50 cents for every 
federal Medicaid dollar received and then adds in additional Gen-
eral Fund revenue to increase hospitals’ reimbursement rates. 
The current rate for inpatients is 66 cents on the dollar.   
By definition, an assessment is a health care-related fee or man-
datory payment for which at least 85 percent of the burden falls 
on health care providers. A contribution program like the one 
VHHA envisions could be set up through a state law authorizing 
collection of certain revenues from specified providers – in this 
case, hospitals and health systems. In many states, an assess-
ment can be used to generate new in-state funds and match 
them with federal funds so that the state gets additional federal 
Medicaid dollars. Under this model, providers can realize an in-
crease in the Medicaid reimbursement rate (which continues to 
fall short of Virginia providers’ actual cost for delivering care) for 
patient treatment and services. Beyond Medicaid, states have 
the policy option to assess providers and services and to desig-
nate the revenue for state purposes other than health care. That 
is something VHHA would vehemently oppose in any potential 
contribution model.  
Provider assessments serve as an alternative to using state gen-
eral funds derived from income or sales taxes for the purposes of 
the required state share, or match, for federal Medicaid dollars.  
Some states rely heavily on assessment revenues to finance the 
state portion of Medicaid, while others use only a nominal 
amount of assessment revenue. The Center for Medicare and 
Medicaid Services (CMS), generally considers assessment reve-
nue acceptable for the state match if the assessment meets four 
criteria. First, the assessment must be applied to one of 19 clas-
ses of health care items or services, such as inpatient hospital 
services. Second, it must be broad based in that it applies to all 
providers within a class. Third, the rate of assessment must be 
uniformly applied to each provider in the class. Finally, there can 
be no guarantee that a provider will receive an increase in pay-
ments that directly correlates to the amount of assessment paid.   
Throughout the United States, 49 states and the District of Co-
lumbia utilize some version of a provider assessment, contribu-
tion, or intergovernmental transfer. Thirty-nine of those states 
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have an assessment on hospitals to finance a portion of their 
Medicaid program. Virginia does not have an assessment on hos-
pitals, but did implement an assessment on Intermediate Care 
Facilities-Intellectually Disabled (ICF-ID) in 2010. This assessment 
applies to less than 50 ICF-ID providers and generates approxi-
mately $13 million annually ($6.5 million in net revenue to the 
state).   
Some states use hospital assessments to enhance reimburse-
ment rates above the amount of their FMAP. States are granted a 
significant amount of flexibility in how they structure their Medi-
caid programs, but Medicaid spending can be no greater than a 
reasonable estimate of what would be paid to hospitals under 
Medicare payment policies. This cap is referred to as the Upper 
Payment Limit (UPL). There is enough flexibility in the contribu-
tion concept VHHA is contemplating for it to be used to shore up 
the state’s existing Medicaid program (which is more of a Band-
Aid approach) or to cover the state’s share of costs associated 
with obtaining coverage for the uninsured, if Virginia decides to 
move forward on coverage. States such as Arizona and Indiana 
have modified pre-existing provider assessments to cover the 
state match for the additional federal funding available under 
ACA. As the state match increases for these ACA funds, more 
states could seek provider financing to cover these costs.     
Despite the benefit of increased federal funding flowing through 
our health care system, Virginia hospitals and health systems 
have historically opposed provider assessment or contribution 
programs. This opposition is primarily predicated on the belief 
that public health care programs should be funded through the 
state’s General Fund, not by providers. It is also premised on con-
cern that assessment or contribution revenues would be used to 
supplant existing General Fund revenue dedicated to the Medi-
caid program.   
The experiences of other states are instructive. Typically, provid-
er assessment programs endure once they are in place, and they 
can be tempting to state governments as an additional source of 
revenue to offset Medicaid costs or fill holes elsewhere in their 
budgets. Connecticut is a prime example of an assessment pro-
gram being converted into a straightforward tax. Within the past 
year, that state’s Governor simultaneously imposed the maxi-
mum allowable 6 percent tax on hospitals and sharply cut Medi-
caid rates.  
VHHA and its members remain opposed to any program that 
diverts funds from providers to other areas of the budget or take 
program revenues to supplant existing funding for health care.  
The Association is also adamant that the best way to fund health 
care is through the General Fund. However, Virginia’s hospital 
and health system leaders are realists who are mindful of the 
state’s budgetary and economic outlook. It is also important for 
the public and policymakers to be realists about the worsening 
financial picture facing hospitals and health systems.   
For instance, Medicaid reimbursements to Virginia’s local hospi-
tals have long fallen short of the actual costs of care, and things 
are only getting worse. In 2002, Medicaid reimbursed hospitals 
and health systems 79 percent of a patient’s cost of care. Today, 
this rate has fallen to 66 percent. No other state contractor is 
asked to provide key services at two-thirds of the cost, yet hospi-
tals are asked to do just that. These declining reimbursements 
may improve the Commonwealth’s budget outlook, but they re-
quire hospitals and health systems to subsidize the state’s share 

of the current Medicaid program ($330 million in 2014, not 
counting other substantial community health spending by hospi-
tals). 
Also, because of the economic climate and Virginia’s refusal to 
fully utilize federal health programs to cover the low-income un-
insured, charity care costs rose 57 percent between 2008 and 
2013 ($627 million that year). This subsidization is made worse 
by the simultaneous reduction in Medicare reimbursements un-
der the ACA, sequestration, and other recent federal budgetary 
actions.  Included in these reductions, are steep cuts to the Dis-
proportionate Share Hospital (DSH) Program, which provides 
critical help to hospitals with a higher proportion of Medicare 
and Medicaid patients. By federal fiscal year 2022, the combined 
impact of these changes will mean a $1 billion per year reduction 
in federal funds for Virginia’s hospitals and health systems.   
The cumulative effect of hospitals providing steeply discounted 
services, coupled with Virginia’s failure to take advantage of 
available federal resources to insure low-income working Virgini-
ans, threatens serious harm to this key sector of Virginia’s econo-
my.  
 
Moving Forward 
Given the state of affairs, VHHA and its members stand ready to 
work with Virginia’s elected leaders on bi-partisan, common 
sense health care policy solutions that protect the Common-
wealth’s economy, its fiscal standing, and health care access in 
Virginia. The Association appreciates efforts by the Governor in 
his introduced biennial budget, and the Secretary through the 
work group recommendations, to address the financial challeng-
es facing Virginia hospitals and health systems. VHHA remains 
committed to engaging with the Administration and the General 
Assembly to help develop a program through which hospitals can 
contribute the necessary funds to meet federal matching require-
ments and draw down additional federal funding. While hospitals 
and health systems would prefer not to pursue this approach, the 
challenging financial conditions and state budget realities have 
brought us to this point. Hospitals’ openness to even consider 
this is an indication of their dedication to serving the communi-
ties and people of Virginia, and a willingness to contribute even 
more for health care. 
All that said, hospitals are only willing to explore this approach if 
the six preconditions VHHA has articulated are adhered to. These 
principles are designed to ensure that any provider contribution 
program relieves financial pressure on Virginia’s local hospitals 
and health systems, improves access to care, lowers overall 
health care costs, and enhances the health status of all Virgini-
ans. Working with the Governor and the General Assembly to 
develop such a program is a worthwhile cause. Virginia’s hospi-
tals and health systems look forward to continuing efforts in that 
regard during the 2016 General Assembly session. 
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HosPAC is VHHA’s political action committee. The mission of HosPAC is to provide or-

ganized and effective political action, and to support state candidates who will work 

to improve quality health care through policies supported by Virginia’s hospital and 

health systems. As elected officials in Virginia and Washington make critical decisions 

affecting Virginia’s hospitals and health systems, HosPAC supports candidates for 

office whose actions show consideration for Virginia health care providers and the 

communities they serve. To learn more about HosPAC or to contribute, visit www.vhha.com/advocacy.  

VoterVOICE is an important tool which streamlines the process of connecting constituents to their legis-

lators when the need arises for real-time citizen advocacy. Through that system, VHHA government 

affairs staff can directly communicate with hospital employees and supporters. VoterVOICE subscribers 

receive e-mail notice on important issues affecting hospitals, health systems, and providers. Transmitting 

information that way enables recipients to take prompt action when necessary simply by forwarding the 

e-mails to local legislators. VoterVOICE removes guesswork from the process for senders. The entire pro-

cess takes mere seconds for message recipients. Yet hearing from citizens through VoterVOICE has tre-

mendous impact on legislators. Steady constituent feedback on an issue is meaningful to them. It lets leg-

islators know constituents are paying attention to how they vote. People who previously registered for 

VHHA’s VoterVOICE system are encouraged to log in and check that their contact information is up-to-

date. Sign up is simple and does not obligate subscribers to take further action — sending e-mails to legis-

lators is voluntary. Visit https://votervoice.net/VHHA/Home to sign up. Robust VoterVOICE participating 

helps educate legislators on the issues important to Virginia hospitals and health systems, and help VHHA 

achieve policy outcomes that benefit providers, patients, and the Commonwealth.  
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