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Background
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• The Hospital Fee Program uses private hospital fees—
instead of state General Funds—to secure the maximum 
federal Medi-Cal funding available for hospitals 

• Created in 2009, CHA led the efforts to continuously 
renew the program until voters passed Proposition 52 
(2016) which permanently extended the program in 
state law

• Renewing each program period still requires a close 
partnership with the Department of Health Care 
Services (DHCS) and many components of federal 
approvals



How the Funding Works
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Changes in Hospital Fee Payments
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New Medicaid Managed Care Final Rule
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• On April 22, the Centers for 
Medicare & Medicaid Services 
(CMS) released a final rule:

Medicaid and Children’s Health 
Insurance Program (CHIP) 
Managed Care Access, Finance, 
and Quality

• Final rule addresses several 
managed care topics, including 
some that affect the hospital fee 
program

https://www.federalregister.gov/documents/2024/05/10/2024-08085/medicaid-program-medicaid-and-childrens-health-insurance-program-chip-managed-care-access-finance
https://www.federalregister.gov/documents/2024/05/10/2024-08085/medicaid-program-medicaid-and-childrens-health-insurance-program-chip-managed-care-access-finance
https://www.federalregister.gov/documents/2024/05/10/2024-08085/medicaid-program-medicaid-and-childrens-health-insurance-program-chip-managed-care-access-finance
https://www.federalregister.gov/documents/2024/05/10/2024-08085/medicaid-program-medicaid-and-childrens-health-insurance-program-chip-managed-care-access-finance


New Opportunities - Federal
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Average commercial rate (ACR) is the new ceiling for 
managed care directed payments.

However: 

• Fees capped at 6% net patient revenue  

• Program growth creates greater financial instability 
as higher fees are needed to make higher payments

• State takes 24% of total net benefit quarterly on the 
fee-for-service cycles

• Rates must still be certified by the State’s actuaries



Program 9 Comparison
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New Opportunities – Federal (continued)
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Eliminated federal requirement that managed care 
directed payments are limited to “network 
providers”— now left to states’ discretion. 

However: 

• State reluctant to change requirement – 
incentivizes broader networks and more access

• Network provider status required, per statute, in 
managed care directed payments for public 
hospitals 



New Opportunities – State
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• Children’s Hospital Class – New state law requires DHCS 
to create a children’s hospital directed payment program. 
Starting in CY 2025, DHCS will combine this new program 
into the Hospital Fee Program as a separate “children’s 
class”

• Critical Access Hospital Class – Potential to create a new 
class for CAHs

• Interim Payments – Exploring ways to accelerate or provide 
interim payments for managed care directed payments 
(currently 2-years in arrears)

• State’s 24% Administrative Fee – Advocating to the 
administration to spread out the collection of the State’s 
24% administrative fee



Challenges
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• In 2026, DHCS likely to require hospitals to shift some Hospital 
Fee Program funding into a new risk-based managed care 
quality program

• 2016 federal regulations require managed care pass-through 
payments to phase-out and will expire at the end of CY 2026

– Funding for psychiatric, subacute, and California Children’s 
Services (CCS) currently depend on pass-through payments

• Effective in 2028, federal regulations require states to collect 
provider attestations that specify there are no separate 
arrangements that “hold harmless” providers who are net 
contributors in the program



Timeline for Hospital Fee Program IX
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Aug: Convene 
hospital 

workgroup to 
discuss policy 

options

Sept: CHA works 
with DHCS on 

FFS UPL 
calculations

Early-Oct: DHCS 
pulls data to start 

building 
fee/payment 

model 

Late-Oct: DHCS 
submits 

managed care 
preprints to CMS

Nov/Dec: CHA 
works with 

DHCS on UPL 
and fee/payment 

models

Dec: Hospitals 
review data for 

egregious errors

Jan: Fee/payment 
model updated. 

Submit UPL models 
to CMS

Feb: Finalize 
fee/payment model, 

SPAs and tax 
waivers   

Mar: Submit 
fee/payment model, 

SPAs and tax 
waivers to CMS for 

review

Q3: CHA works with 
DHCS to answer 

CMS’ questions on 
UPL and 

fee/payment models

Q4: CMS approves 
UPL and 

fee/payment models

2024

2025



Discussion
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• What should CHA prioritize in our discussions 
with the state for the next hospital fee program?

− Growing directed payments, removing 
network provider requirements, new CAH 
class, interim directed payments, delaying 
collection of state’s 24% share, minimizing  
risk in quality program?

• What else should CHA consider as we work 
with the state to develop the next hospital fee 
program?


	Slide 1
	Slide 2: Background
	Slide 3: How the Funding Works
	Slide 4: Changes in Hospital Fee Payments
	Slide 5: New Medicaid Managed Care Final Rule
	Slide 6: New Opportunities - Federal
	Slide 7: Program 9 Comparison
	Slide 8: New Opportunities – Federal (continued)
	Slide 9: New Opportunities – State
	Slide 10: Challenges
	Slide 11: Timeline for Hospital Fee Program IX
	Slide 12: Discussion

