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COMMONWEALTH of VIRGINIA 
Department of Medical Assistance Services 

CHERYL ROBERTS SUITE 1300 
DIRECTOR 600 EAST BROAD STREET 

RICHMOND, VA 23219 
804/786-7933 
804/343-0634 (TDD) 
www.dmas.virginia.gov 

May 22, 2025 
MEMORANDUM 

 
TO: The Honorable Glenn Youngkin 

Governor of Virginia 

The Honorable Luke E. Torian 
Chair, House Appropriations Committee 

The Honorable L. Louise Lucas 
Chair, Senate Finance and Appropriations Committee 

 
FROM: Cheryl Roberts 

Director, Virginia Department of Medical Assistance Services 
 

SUBJECT: Disproportionate Share Hospital Workgroup Recommendation 

This report is submitted in compliance with 292.GG. of the 2024 Appropriations Act, 
which states: 

 
The Department of Medical Assistance (DMAS) shall convene a workgroup to evaluate the 
criteria for hospitals to qualify for disproportionate share hospital (DSH) payments. The 
workgroup shall evaluate current DSH criteria, including the Medicaid inpatient utilization rate, 
to determine changes that are necessary to reflect the impact from the Commonwealth's 
expansion of Medicaid in 2019. The workgroup shall recommend a new Medicaid inpatient 
utilization threshold to qualify for DSH payments to ensure that those hospitals with the largest 
uncompensated care costs are receiving appropriate DSH payments. The workgroup shall 
include representatives from DMAS, the Department of Planning and Budget, and staff from the 
House Appropriations and Senate Finance and Appropriations Committees. The workgroup shall 
report its findings to the Governor and the Chairs of the House Appropriations and Senate 
Finance and Appropriations Committees by October 1, 2024. 

 
Should you have any questions or need additional information, please feel free to 
contact me at 804-664-2660. 

http://www.dmas.virginia.gov/
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CR/wf 
Enclosure 

 
Pc: The Honorable Janet V. Kelly, Secretary of Health and Human Resources 
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Disproportionate Share 
Hospital Workgroup  
May 2025 

Report Mandate: 
Item 292.GG. of the 2024 Appropriation Act states: 
The Department of Medical Assistance (DMAS) shall 
convene a workgroup to evaluate the criteria for 
hospitals to qualify for disproportionate share 
hospital (DSH) payments. The workgroup shall 
evaluate current DSH criteria, including the Medicaid 
inpatient utilization rate, to determine changes that 
are necessary to reflect the impact from the 
Commonwealth's expansion of Medicaid in 2019. The 
workgroup shall recommend a new Medicaid 
inpatient utilization threshold to qualify for DSH 
payments to ensure that those hospitals with the 
largest uncompensated care costs are receiving 
appropriate DSH payments. The workgroup shall 
include representatives from DMAS, the Department 
of Planning and Budget, and staff from the House 
Appropriations and Senate Finance and 
Appropriations Committees. The workgroup shall 
report its findings to the Governor and the Chairs of 
the House Appropriations and Senate Finance and 
Appropriations Committees by October 1, 2024. 
 

Background 
Disproportionate Share Hospital (DSH) 
payments are authorized by Section 1923 of the 
Social Security Act and are designed to offset a 
hospital’s uncompensated care costs. 

 
1  “Hospital Charity Care How it Works and Why  it 
Matters”. KFF, March 6, 2025. 
https://www.kff.org/health-costs/issue-brief/hospital-
charity-care-how-it-works-and-why-it-
matters/#:~:text=Medicaid%20and%20Medicare%20b
oth%20provide,the%20costs%20of%20uncompensate
d%20care. 

Uncompensated care costs consist of bad debt 
and charity care. Bad debt occurs when a hospital 
bills a patient, pursues collection, but then 
determines it is unlikely to collect payment from 
patients who are unable or unwilling to pay their 
bills. 1 Charity care is when hospitals provide 
free or discounted health services to patients 
who are determined to be unable to pay based 
on the hospital's financial assistance policies. 2   

To qualify for DSH payments from DMAS, 
hospitals must have a Medicaid inpatient 
utilization rate of at least 14% or a low-income 
patient utilization rate exceeding 25%, and at 
least two obstetricians with staff privileges who 
agree to provide obstetric services to Medicaid-
eligible individuals.  

An annual DSH allotment for each state is 
established by federal law on an annual basis, 
which limits Federal Financial Participation 
(FFP) for total statewide DSH payments made to 
hospitals. Federal law prohibits FFP for state 
DSH payments that exceed the hospital’s 
eligible uncompensated care cost.  

DSH payments are prospectively made on a 
quarterly basis, then the hospitals are 
retrospectively audited to determine if they 
were paid appropriately for their 
uncompensated care costs. Any overpayments 
must be returned to DMAS.

2  “Hospital Charity Care How it Works and Why  it 
Matters”. KFF, March 6, 2025. 
https://www.kff.org/health-costs/issue-brief/hospital-
charity-care-how-it-works-and-why-it-
matters/#:~:text=Medicaid%20and%20Medicare%20b
oth%20provide,the%20costs%20of%20uncompensate
d%20care. 
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Workgroup Analysis 
Pursuant to Item 292.GG of the 2024 Appropriation Act, DMAS convened a workgroup to evaluate the 
criteria for hospitals to qualify for DSH payments. The workgroup met four times and included staff from 
DMAS, the Department of Planning and Budget, House Appropriations Committee, and the Senate Finance 
and Appropriations Committee, and representatives from the Virginia Hospital and Healthcare Association 
and 15 health systems.  

The workgroup's analysis identified several findings.  

1. For most hospitals, adjusting the allocation method will not result in additional hospitals 
receiving payment.  

2. Across in-state and out-of-state hospitals, 11 could potentially be eligible to accept DSH 
payments in State Fiscal Year 2025.  

3. A portion of DSH funds is going to out-of-state (OOS) hospitals, an arrangement not 
reciprocated by all neighboring states. 

a. The removal of Virginia hospitals with negative uncompensated care (UCC) from the 
DSH program significantly increased the amount of remaining funds available to OOS 
hospitals. This is largely because most OOS hospitals do not report negative UCC.  

b. Negative UCC in Virginia hospitals results from additional directed payments, which 
these hospitals are required to report on the DSH survey, upon which DMAS relies. 
OOS hospitals are not required to file DSH surveys, and their cost reports do not 
include directed payment information.  

Recommendations 
Based on the findings, the workgroup recommends the following actions to ensure appropriate DSH 
payments. The department will need authority by the General Assembly to proceed with any of 
these recommendations. 

1. Given the limited number of hospitals eligible for DSH payments, the department could reallocate 
DSH funds to increase other supplemental payment programs, such as Graduate Medical Education 
(GME) or Indirect Medical Education (IME). This reallocation could help retain more funds for 
Virginia hospitals.  

2. The department could pursue further evaluation of alternative allocation methods, including 
reducing the Medicaid inpatient utilization rate threshold, calculating payments based on the 
percentage of total uncompensated care costs, and eliminating Type 1 and 2 hospital distinctions 
for DSH allocation purposes. 

3. Current regulations, 12VAC30-70-301 (B) and (C), outline the same DSH payment 
methodology for both instate and OOS hospitals; however, OOS payments are prorated 
based on Virginia Medicaid days, effectively limiting the calculation to those days. To 
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address the treatment of OOS hospitals in the DSH calculation, DMAS recommends 
regulation changes to account for the lack of directed payment information in OOS hospital 
reporting. 
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Data Sources: 

OB = Base year Medicaid cost report (Hospital cost report year ending during SFY 2023) - 
hospital's self-reported answer to obstetrics (OB) question.  

MIUR (Medicaid inpatient utilization rate) = Base year Medicare cost report as reported 
in HCRIS 

UCC = Unreimbursed Costs per Medicaid cost report Exh H-1 (from base year cost report); less 
private acute care supplemental payments. If UCC is zero or lower, DSH limit is zero. (Implies that 
Medicaid and Uninsured costs are already covered by existing Medicaid payments.) 

Modeling Scenarios 

1) Reduced MIUR Threshold 1%: This scenario reduces the Minimum Inpatient Utilization Rate 
(MIUR) from 14% to 1%. DSH payments are calculated based on the number of days 
exceeding this 1% threshold. (DMAS) retains the flexibility to utilize any MIUR percentage 
above 1%, allowing for adjustments to payment distribution. 

2) Percentage-Based Payments on Total UCC: This scenario leaves the 14% MIUR threshold 
in place. DSH payments are determined as a percentage of the hospital's total 
Uncompensated Care Costs (UCC). This scenario could incorporate a 1% MIUR threshold in 
future years, potentially impacting payments for hospitals with MIUR below 14%. 

3) Reduce OOS Hospital Payments: This scenario reduces DSH payments to OOS hospitals by 
80%. DMAS can employ various methods to achieve this reduction, such as setting a specific 
payment threshold for OOS. 

4) Elimination of Type 1 and Type 2 Hospitals: This scenario eliminates the DSH 
methodologies for Type 1 and Type 2 hospitals. Virginia's full DSH allotment is then 
distributed among the remaining eligible hospitals. The 14% MIUR threshold remains in 
effect for determining eligibility within this scenario. 

CHKD and Children’s Hospital NMC were excluded from modeling scenarios due to their requests to 
forego DSH citing concerns about UCC limit. 

 

About DMAS and Medicaid 
The mission of the Virginia Medicaid agency is to improve the health and well-being of Virginians 
through access to high-quality health care coverage. The Department of Medical Assistance Services 
(DMAS) administers Virginia’s Medicaid and CHIP programs for almost two million Virginians. Members 
have access to primary and specialty health services, inpatient care, dental, behavioral health as well as 
addiction and recovery treatment services. In addition, Medicaid long-term services and supports enable 
thousands of Virginians to remain in their homes or to access residential and nursing home care. 

Medicaid members historically have included children, pregnant women, parents and caretakers, older 
adults, and individuals with disabilities. In 2019, Virginia expanded the Medicaid eligibility rules to make 
health care coverage available to more than 600,000 newly eligible, low-income adults. 
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Medicaid and CHIP (known in Virginia as Family Access to Medical Insurance Security, or FAMIS) are 
jointly funded by Virginia and the federal government under Title XIX and Title XXI of the Social Security 
Act. Virginia generally receives an approximate dollar-for-dollar federal spending match in the Medicaid 
program. Medicaid expansion qualifies the Commonwealth for a federal funding match of no less than 
90% for newly eligible adults, generating cost savings that benefit the overall state budget. 


	Report Mandate:
	Background
	Workgroup Analysis
	Recommendations

