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The Republican budget bill disguises a fiscal hatchet job as reform. Their cuts to Medicaid

provider taxes were supposed to end abusive state practices but, instead, were a way to

exploit a specific problem and justify sweeping cuts. The irony? The alleged problem could

be solved with straightforward reforms: setting federal limits on hospital rates and

demanding more transparency from states. Provider taxes should be used to strengthen

access to care in Medicaid, not pad the profits of providers.

To help Congress prepare for reversing the damage caused by the GOP budget bill, this

memo explains the purpose of provider taxes, Republican overreach with their cuts, and a

new approach to regulating provider taxes.

What Are Medicaid Provider Taxes and
Why Are They Controversial?
The federal government and each state share the cost of Medicaid, which provides working-

class Americans with health care and long-term care. The federal government matches

state funding dollar-for-dollar in wealthier states and gives more in poorer states and for

certain groups like working adults. States use provider taxes as part of their share of the

costs.

Provider taxes have been part of Medicaid since the 1980s. They started when President

Reagan’s Administration allowed hospitals to donate money to a state to receive federal

matching funds in 1986. West Virginia, which was facing a bleak economy, then collected

donations from hospitals and paid them back while drawing down federal funding for its

Medicaid program. Florida used the same approach with a tax on hospitals. New Hampshire

was another early adopter of provider taxes during an economic downturn.

States tax groups of providers like hospitals and nursing homes at rates in the range of less

than 3.5% to 6% of the provider’s revenue. The taxes account for 17% of the states’

Medicaid budgets. The rest of the budget comes from the states’ general revenues,

county-level taxes, and other contributions. 

These tax schemes allowed a state to avoid spending its own money to obtain federal

matching funds for Medicaid. In the late 1980s and early 1990s, provider taxes (and provider

“donations” to state budgets) made up nearly a quarter of those states’ Medicaid

budgets. These schemes violated the original idea of Medicaid financing, which

encouraged states to enact a Medicaid program while keeping them on the hook financially

to prevent cost overruns.

The 1991 Legislation to Curb Abuse
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To prevent such abuses, a Democratic Congress set limits on provider taxes in a bill

negotiated with governors and signed by President George H.W. Bush in 1991. That law

prevents states from taxing hospitals and doctors without the state being on the hook for a

significant portion of the taxes and spending. For example, it required that the provider tax

apply equally to all of a provider’s revenue (including from non-Medicaid patients), rather

than taxing only Medicaid revenue. That made provider taxes less open to abuse because

most hospitals wouldn’t benefit from provider taxes, only those with many Medicaid

patients.

Another part of the 1991 law prohibited states from guaranteeing providers payments that

are equal to or more than the provider tax they pay. In other words, states cannot hold

providers harmless from the cost of provider taxes. States can avoid proving they are

following this prohibition if the provider tax doesn’t exceed 6% of a provider’s revenue.

They must, however, still follow the other rules that require taxes be spread across large

groups of patients. 

Current Situation
Over the 24 years that provider taxes have been authorized and regulated under federal law,

states have increasingly taken advantage of the funding opportunities. Every state, except

Alaska, and Washington, DC, has a provider tax on at least one group of providers, mostly

hospitals or nursing homes.

Current regulations make provider taxes more like a state’s general revenue source. That’s

because they apply to a hospital’s revenue from all patients. In turn, providers pass the taxes

along to consumers in the form of higher insurance premiums through their health plans.

Nonetheless, a few states have pushed the boundaries of what is legal, leading to federal

corrective action. More enforcement over states’ practices would be possible if the federal

government had a complete accounting of states’ provider taxes. Administrations from

both parties have proposed new rules and enforced existing rules to keep provider taxes

under control, but none of that has settled the political debate on the future of these

taxes.

Other problems with Medicaid relate to provider taxes as well. Although provider taxes have

the potential to end the historic underfunding of care for Medicaid patients, Medicaid

payments remain very uneven. For example, hospitals receiving extra funding to care for

Medicaid and uninsured patients still lose money on Medicaid patients in 21 states, even in

states with significant sources of non-general revenue including hospital taxes like Florida,

Iowa, and Ohio. (See chart in appendix.) Provider taxes can also help expand coverage.

Some states have used provider taxes to expand coverage to working adults. An

additional 1.5 million people would have Medicaid coverage if their state had done that.
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What Have Republicans Recently Done
to Provider Taxes?
In their budget bill that passed in July, 2025, Republicans cut a trillion dollars from health

care, which included $191 billion from new limits on provider taxes. Based on the

mistaken claim that provider taxes are inherently abusive, they banned new provider taxes

and cut the 6%  limit to 3.5% for any state that has expanded Medicaid under the Affordable

Care Act (ACA). That means states will lose nearly half of the revenue that they had been

counting on from provider taxes with no chance of correcting any abuses.

The budget bill’s impact on provider taxes will hurt working-class families in three ways: 

1. Takes health care coverage from 1.1 million people. The key benefit for Republicans

from cutting provider taxes was the savings from cutting coverage, which they used to

partially offset the budgetary costs of extending tax cuts. The Congressional Budget Office

estimates that the cut to provider taxes would reduce coverage because some states will

choose to end coverage for groups of people, like working adults. Had the Republicans

simply wanted to cut provider taxes without cutting coverage, they could have redirected

the budgetary savings into coverage instead of tax cuts for the wealthy.  

2. Attacks coverage for working adults. By cutting provider taxes only in states that have

expanded coverage for working adults under the ACA, their budget bill discourages further

Medicaid expansion and may cause some states to repeal expansion. Let’s be clear about

the cruel impact of this action, which comes on top of so-called work requirements that will

make it harder for working adults to work. Medicaid expansion of coverage to working

adults ends one of the greatest inequities in health care: the lack of coverage for people

whose income was previously too high to qualify for Medicaid and too low to afford

coverage through an employer. It costs the federal government almost as much to provide

Medicaid coverage for this working-class group as it loses in tax breaks for people with

an income of $150,000 who have coverage through their employer.

3. Puts Medicaid financing for the working class in limbo. Instead of fixing specific

problems with provider taxes, it freezes the problem in place. States will still have a strong

claim for using provider taxes and will likely argue that the provider tax cuts will curb

abuses to the detriment of states that have acted responsibly. The debate will continue—

creating uncertainty over Medicaid financing—because Republicans have acted on a false

premise that provider taxes are inherently abusive.
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What Is a Balanced Fix for Provider
Taxes?
As Democrats look to reverse the damage caused by Republican cuts to Medicaid in the

future, they can adopt three requirements to ensure that provider taxes are put to good use

and not for questionable financing schemes.

1. Cap the prices Medicaid pays to providers. The potential abuse from a state increasing

provider taxes to pay for ever-higher provider payments would end with a cap on Medicaid

prices. This cap would apply in any state using provider taxes and would require a

consistent standard across existing policies for upper payment limits and state-directed

payments. The price cap would be limited to a percentage of Medicare rates, which are

under constant federal scrutiny for adequacy. It would also apply to payments to publicly

owned health providers that receive inflated payments from deals between state and local

governments known as inter-government transfers. It would exclude any payments for

uncompensated care to prevent losses for hospitals that take care of people without

coverage. The cap would also allow states that pay below Medicaid rates to increase

payments to an adequate level using tightly regulated provider taxes.

2. Require states to improve enrollment in Medicaid. To stop states using provider taxes to

shift costs to the federal government and use those states’ funds for something other than

Medicaid, states should be required to ensure that they are spending money to improve

enrollment in Medicaid if they use provider taxes for health care coverage. As of 2022, 6.4

million people were eligible for, but not enrolled in, Medicaid and the Children’s Health

Insurance Program, including two million children. Enrollment should be as automatic

as it is for people getting coverage at work as Senator Chris Van Hollen (D-MD) and

Representative Ami Bera (D-CA) have proposed.

3. Require states to report full details on provider taxes and supplemental payments. The

federal government can’t monitor Medicaid for abuse without full reports from states on

the exact amounts raised from provider taxes and spent through various supplemental

Medicaid payments (e.g., disproportionate share for hospitals with many Medicaid or

uninsured patients). While the Centers for Medicare and Medicaid Services have begun this

work, it needs to do more to ensure a complete picture of Medicaid financing.

Conclusion
New requirements for provider taxes should be part of a broader reform that cleans up other

areas of Medicaid. Given the problems with provider taxes over the years, some

reformers might be tempted to ban them altogether. The effect on individual states,
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however, would be impossible to predict because federal policymakers lack information

about how exactly states are using them and supplemental payments. That’s why Congress

should pursue an incremental approach that avoids the drastic reductions in coverage

enacted by Republicans and reduces the potential for abuse by states.
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