The Implications of Medicaid Expansion on Hospital Finances and Viability
Four years after the implementation of Medicaid
Expansion under the Patient Protection and Affordable
Care Act of 2010 (ACA), researchers are now able to
utilize available post-expansion data to evaluate its
impact on hospitals and patients. Accordingly, several
studies have been released over the last few months. One
study published in the January 2018 issue of Health
Affairs found that hospitals in Medicaid Expansion states
were 84 percent less likely to close and had a significantly
better payor mix, i.e., a higher ratio of Medicaid to
uncompensated care patients, than hospitals in NonExpansion states.1 This same study further found that
hospitals in areas with the highest rates of uninsured
individuals prior to the ACA, particularly rural hospitals,
benefited the most, financially, from the Expansion.2
Another study, released in January 2018 in Health
Services Research, found that the proportion of inpatient
stays covered by Medicaid significantly increased, while
the proportion of uninsured visits significantly
decreased, for both safety net and non-safety net
hospitals in nine Medicaid Expansion states. 3

for states in June 2012,11 33 states, including the District
of Columbia, have chosen to expand Medicaid coverage,
to varying degrees, in accordance with the ACA. 12 As a
result, enrollment in Medicaid and the Children’s Health
Insurance Program (CHIP) has grown to more than 74
million individuals as of October 2017, an increase of
almost 20 million since its 2014 implementation (84
percent of which are located in Medicaid Expansion
states).13 While federal funding for Medicaid Expansion
has decreased (from 100 percent coverage from 2014 to
2016, to 90 percent through 2020), the generous
allowance has caused some Non-Expansion states to take
a serious look at adopting some semblance of Medicaid
Expansion measures to take advantage of federal funding
while benefiting their underserved patient population. 14
However, despite this allowance, and the recent reprieve
for CHIP funding passed by Congress in 2018, 15
continuing uncertainty regarding future federal funding
for Medicaid Expansion has caused states to reconsider
their stance on eligibility requirements, e.g., increasing
the federal poverty limit and adding work restrictions.16

These findings are particularly relevant given the current
healthcare environment. The U.S. has over 4,000
identified medically underserved areas,4 and 53 rural
hospitals across the U.S. have closed since the 2014
implementation of Medicaid Expansion5 (79 percent of
which closures occurred in Non-Expansion states).6
Rural and safety net hospitals are important links in the
healthcare delivery system for those patients that
experience difficulty accessing health services, and
hospital closures not only reduce access to care, but result
in the migration of skilled healthcare labor to urban areas,
exacerbating the disparity of physician supply in urban
and rural areas.7 As such, the findings from these recent
studies may have far reaching implications for both
patients and healthcare providers, regardless of their
state’s Medicaid Expansion status.

These new studies that focus on the impact of Medicaid
Expansion have shown that Medicaid Expansion states
have a better payor mix, and consequently, increased
revenues; higher profit margins; and, decreased costs for
uncompensated care.17 However, some studies have also
found drawbacks to the Medicaid Expansion. A January
2018 analysis by Avalere Health found that the average
Medicaid claims cost has grown by 20 percent over the
course of three years.18 In addition, while a goal of
Medicaid Expansion was specifically to increase the
number of insured childless young adults, over the 30
months of the study, enrollment by adults aged 19 to 29
years of age decreased by seven percent, while
enrollment for adults aged 50 to 64 grew by five
percent;19 this age disparity, and the consequent increase
in covered patients with more complex and chronic comorbidities, is thought to be the underlying reason for the
increase in claims cost over time. 20 There are also
concerns for providers regarding the potential “crowding
out” of the more profitable private insurance patients by
Medicaid patients; this type of payor mix shift
theoretically has the potential to negatively impact a
facility’s bottom line, though it is estimated that a 70
percent “crowd out” would be required to decrease
inpatient revenue.21 It is important to note, however, that
although the new Medicaid demographic and claims have
shifted in a possibly undesirable financial direction, no

Medicaid was established in 1965 and is jointly funded
by federal and state governments as the primary source
of health insurance for low-income Americans.8 While
eligibility for Medicaid has traditionally varied by state, 9
the ACA—in an attempt to reduce the number of
uninsured Americans—established mandatory Medicaid
coverage for all individuals under the age of 65 living in
households with an income up to 138 percent of the
federal poverty level.10 However, since the U.S. Supreme
Court ruled that Medicaid Expansion would be optional
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studies to date have substantiated a negative impact to
hospitals’ bottom lines.
At a time when hospitals have been forced to consolidate
to acquire the requisite economies of scope and scale to
survive; keep pace with rapidly changing regulatory
requirements; and, meet the increasing patient demand
for services in the communities they serve, these findings
should urge hospitals to reconsider both the benefits and
potential drawbacks of Medicaid Expansion. It is
unknown how the December 2017 repeal of the ACA’s
Individual Mandate (effective as of 2019),22 and the
consequent estimated increase in uninsured individuals,23
as well as the possible implementation of work
requirements for Medicaid eligibility, 24 may have further
fiscal impact via altering hospitals’ payor mixes. As
1

2
3

4

5

6

7
8

9
10

11
12

“Understanding the Relationship Between Medicaid Expansions
and Hospital Closures” By Richard C. Lindrooth et al., Health
Affairs, Vol. 37, No. 1, January 2018, p. 115-116.
Ibid, p. 115-117.
“Early Impact of the Affordable Care Act Coverage Expansion
on Safety-Net Hospital Inpatient Payer Mix and Market Shares”
By Vivian Y. Wu et al., Health Services Research, January 21,
2018 (epub),
http://onlinelibrary.wiley.com.ezproxy.library.uq.edu.au/doi/10.
1111/1475-6773.12812/full (Accessed 1/25/18), p. 1.
“Medically Underserved Areas/Populations (MUA/P): State
Summary of Designated MUA/P” Health Resources & Services
Administration, January 11, 2018,
https://ersrs.hrsa.gov/ReportServer?/HGDW_Reports/BCD_MU
A/BCD_MUA_State_Statistics_HTML&rc:Toolbar=false
(Accessed 1/11/18).
“Rural Hospital Closures: 83 Closures from January 2010 to
Present” North Carolina Rural Health Research Program,
January 5, 2018, http://www.shepscenter.unc.edu/programsprojects/rural-health/rural-hospital-closures/ (Accessed 1/11/18).
Calculated based on the following sources: “Status of State
Action on the Medicaid Expansion Decision” The Henry J.
Kaiser Family Foundation, January 16, 2018,
https://www.kff.org/health-reform/state-indicator/state-activityaround-expanding-medicaid-under-the-affordable-careact/?currentTimeframe=0&sortModel=%7B%22colId%22:%22
Location%22,%22sort%22:%22asc%22%7D (Accessed
2/19/18); North Carolina Rural Health Research Program,
January 5, 2018.
Lindrooth, January 2018, p. 119.
“Brief Summaries of Medicare and Medicaid: Title XVIII and
Title XIX of The Social Security Act” By Barbara S. Klees,
Christian J. Wolfe, and Catherine A. Curtis, Centers for
Medicare & Medicaid Services, Department of Health and
Human Services, November 20, 2017,
https://www.cms.gov/Research-Statistics-Data-andSystems/Statistics-Trends-andReports/MedicareProgramRatesStats/Downloads/MedicareMedi
caidSummaries2017.pdf (Accessed 1/11/18), p. 23.
Ibid.
“Patient Protection and Affordable Care Act of 2010” Public
Law 111-148, 124 STAT. 271-285 (March 23, 2010); “The
Public Health and Welfare” 42 U.S.C. § 1396a(e)(14)(I)(i), p.
3317; “A Guide to the Supreme Court’s Decision on the ACA’s
Medicaid Expansion” The Henry J. Kaiser Family Foundation,
August 2012,
https://kaiserfamilyfoundation.files.wordpress.com/2013/01/834
7.pdf (Accessed 1/11/18), p. 3.
“National Federation of Independent Business et al. v. Kathleen
Sebelius” 132 S.Ct. 2566 (June 28, 2012).
“Status of State Action on the Medicaid Expansion Decision”
The Henry J. Kaiser Family Foundation, November 8, 2017,
https://www.kff.org/health-reform/state-indicator/state-activityaround-expanding-medicaid-under-the-affordable-careact/?currentTimeframe=0&sortModel=%7B%22colId%22:%22

©HEALTH CAPITAL CONSULTANTS

hospitals are the primary providers of care in a
community, they consequently have a responsibility to
the community for their continued financial viability. In
light of these findings, policymakers in Non-Expansion
states may want to reevaluate the efficacy and fiscal
responsibility of Medicaid Expansion, and consider
strategies for continued success, as well as the impact of
their decision on access to care for patients in rural and
underserved areas, and the sustainability of hospitals in
their state. Hospitals should consider seeking guidance
from their legal counsel and business consultants to
determine the appropriate structure and fiscal feasibility
of the various strategic financial and business options
available to them in the context of both their federal and
respective state Medicaid environments.

13

14

15

16

17

18

19
20
21
22

Location%22,%22sort%22:%22asc%22%7D (Accessed
1/12/18).
”Medicaid and CHIP Total Enrollment Chart – October 2017”
Medicaid.gov, 2017,
https://www.medicaid.gov/medicaid/programinformation/medicaid-and-chip-enrollment-data/reporthighlights/total-enrollment/index.html (Accessed 1/16/18).
Percentage calculated from source.
“In Red States, Medicaid Expansion Heads to 2018 Ballot
Measures” By Bruce Japson, Forbes, December 24, 2017,
https://www.forbes.com/sites/brucejapsen/2017/12/24/in-redstates-medicaid-expansion-heads-to-2018-ballotmeasures/2/#c5bed441995b (Accessed 3/13/18).
“Bipartisan Budget Act of 2018” U.S. Senate Committee on
Appropriations, February 7, 2018,
https://www.appropriations.senate.gov/imo/media/doc/Bipartisa
n%20Budget%20Act%20of%202018.pdf (Accessed 2/13/18),
Sec. 50101, p. 265-266;
“Medicaid Moving Ahead in Uncertain Times: Results from a
50-State Medicaid Budget Survey for State Fiscal Years 2017
and 2018” By Kathleen Gifford et al., The Henry J. Kaiser
Family Foundation and the National Association of Medicaid
Directors, October 2017, http://files.kff.org/attachment/ReportResults-from-a-50-State-Medicaid-Budget-Survey-for-StateFiscal-Years-2017-and-2018 (Accessed 3/13/18), p. 1-2.
“Association Between the 2014 Medicaid Expansion and US
Hospital Finances” By Fredric Blavin, PhD, Journal of the
American Medical Association, Vol. 316, No. 14, October 11,
2016, p. 1475, 1482; “The Impact of the ACA’s Medicaid
Expansion on Hospitals’ Uncompensated Care Burden and the
Potential Effects of Repeal” By David Dranove, Craig
Garthwaite, and Christopher Ody, The CommonWealth Fund,
May 2017,
http://www.commonwealthfund.org/~/media/files/publications/is
suebrief/2017/may/dranove_aca_medicaid_expansion_hospital_unc
omp_care_ib.pdf (Accessed 1/11/18), p. 1-2; “Effects of the
Affordable Care Act on Safety Net Hospitals” By Laurie Felland
et al., Mathematica Policy Research, November 2016,
https://aspe.hhs.gov/system/files/pdf/255491/SafetyNetHospital.
pdf (Accessed 1/11/18), p. 1, 20; “Understanding the
Relationship Between Medicaid Expansions and Hospital
Closures” By Richard C. Lindrooth et al., Health Affairs, Vol.
37, No. 1, January 2018, p. 117-118.
“Profile of the Medicaid Expansion Population: Demographics,
Enrollment, and Utilization” Avalere Health, January 2018,
http://go.avalere.com/acton/attachment/12909/f-0517/1/-/-/-//Avalere%20Medicaid%20Expansion%20Analysis.pdf
(Accessed 1/26/18), p. 8. Data calculated from claims amounts
provided in report. Note that this report was funded by Anthem
Public Policy Institute, though Avalere Health maintained full
editorial control.
Ibid, p. 7
Ibid.
Wu, January 21, 2018, p. 18.
“Tax Cuts and Jobs Act” H.R. 1 (December 22, 2017).

(Continued on next page)

24
23

“Repealing the Individual Health Insurance Mandate: An
Updated Estimate” Congressional Budget Office, November
2017, https://www.cbo.gov/system/files/115th-congress-20172018/reports/53300-individualmandate.pdf (Accessed 1/11/18).

©HEALTH CAPITAL CONSULTANTS

“RE: Opportunities to Promote Work and Community
Engagement Among Medicaid Beneficiaries” By Brian Neale,
To State Medicaid Directors, January 11, 2018,
https://www.medicaid.gov/federal-policyguidance/downloads/smd18002.pdf (Accessed 1/25/18).

(Continued on next page)

Todd A. Zigrang, MBA, MHA, ASA, FACHE, is the President of HEALTH
CAPITAL CONSULTANTS (HCC), where he focuses on the areas of valuation
and financial analysis for hospitals, physician practices, and other
healthcare enterprises. Mr. Zigrang has over 20 years of experience
providing valuation, financial, transaction and strategic advisory services
nationwide in over 1,000 transactions and joint ventures. Mr. Zigrang is
also considered an expert in the field of healthcare compensation for physicians,
executives and other professionals.











HCC Home
Firm Profile
HCC Services
HCC Experts
Clients & Projects
HCC News
Upcoming Events
Contact Us
Email Us

Mr. Zigrang is the co-author of “The Adviser’s Guide to Healthcare – 2nd Edition” [2015
– AICPA], numerous chapters in legal treatises and anthologies, and peer-reviewed and
industry articles such as: The Accountant’s Business Manual (AICPA); Valuing
Professional Practices and Licenses (Aspen Publishers); Valuation Strategies; Business
Appraisal Practice; and, NACVA QuickRead. In addition to his contributions as an author,
Mr. Zigrang has served as faculty before professional and trade associations such as the
American Society of Appraisers (ASA); American Health Lawyers Associate (AHLA);
the American Bar Association (ABA); the National Association of Certified Valuators and
Analysts (NACVA); Physician Hospitals of America (PHA); the Institute of Business
Appraisers (IBA); the Healthcare Financial Management Association (HFMA); and, the
CPA Leadership Institute.
Mr. Zigrang holds a Master of Science in Health Administration (MHA) and a Master of
Business Administration (MBA) from the University of Missouri at Columbia. He is a
Fellow of the American College of Healthcare Executives (FACHE) and holds the
Accredited Senior Appraiser (ASA) designation from the American Society of Appraisers,
where he has served as President of the St. Louis Chapter, and is current Chair of the ASA
Healthcare Special Interest Group (HSIG).
John R. Chwarzinski, MSF, MAE, is Senior Vice President of HEALTH
CAPITAL CONSULTANTS (HCC). Mr. Chwarzinski’s areas of expertise

HCC Services
 Valuation Consulting
 Commercial
Reasonableness
Opinions
 Commercial Payor
Reimbursement
Benchmarking
 Litigation Support &
Expert Witness
 Financial Feasibility
Analysis & Modeling
 Intermediary
Services
 Certificate of Need
 ACO Value Metrics
& Capital Formation
 Strategic Consulting
 Industry Research
Services

include advanced statistical analysis, econometric modeling, as well as,
economic and financial analysis. Mr. Chwarzinski is the co-author of peerreviewed and industry articles published in Business Valuation Review and
NACVA QuickRead, and he has spoken before the Virginia Medical Group
Management Association (VMGMA) and the Midwest Accountable Care Organization
Expo. Mr. Chwarzinski holds a Master’s Degree in Economics from the University of
Missouri – St. Louis, as well as, a Master’s Degree in Finance from the John M. Olin
School of Business at Washington University in St. Louis. He is a member of the St. Louis
Chapter of the American Society of Appraisers, as well as a candidate for the Accredited
Senior Appraiser designation from the American Society of Appraisers.
Jessica L. Bailey-Wheaton, Esq., is Vice President and General Counsel
of HEALTH CAPITAL CONSULTANTS (HCC), where she conducts project
management and consulting services related to the impact of both federal
and state regulations on healthcare exempt organization transactions and
provides research services necessary to support certified opinions of value
related to the Fair Market Value and Commercial Reasonableness of
transactions related to healthcare enterprises, assets, and services. Ms. Bailey-Wheaton is
a member of the Missouri and Illinois Bars and holds a J.D., with a concentration in Health
Law, from Saint Louis University School of Law, where she served as Fall Managing
Editor for the Journal of Health Law & Policy.
Daniel J. Chen, MSF, is a Senior Financial Analyst at HEALTH CAPITAL
CONSULTANTS (HCC), where he develops fair market value and
commercial reasonableness opinions related to healthcare enterprises,
assets, and services. In addition, Mr. Chen prepares, reviews and analyzes
forecasted and pro forma financial statements to determine the most
probable future net economic benefit related to healthcare enterprises,
assets, and services, and applies utilization demand and reimbursement trends to project
professional medical revenue streams, as well as ancillary services and technical
component (ASTC) revenue streams. Mr. Chen has a Master of Science in Finance from
Washington University St. Louis.

