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Provider fees are a mainstream health care financing tool Association

nearly every state uses to fund its share of Medicaid.

Medicaid is a joint federal-state Federal Share of Total Medicaid Spending

partnership. The Federal Medical by State, FY 2023
Assistance Percentage (FMAP) is

the engine of financing.

States must cover a “non-federal
share” of Medicaid costs. Provider
fees are one of several tools

states use to do this, alongside : \\\\\
\\\\‘
general funds, Intergovernmental \\\\\\\ S \\%

Transfers (IGTs) and Certified Public \
Expenditures (CPEs). A\
Provider fees are common nationally:

12 states had one in 2004; 49 states
by 2019. Colorado is one of 39 states '

with three or more provider fees.  <e5% 65%-69% [ 70%-74% [ 75%-s0% [ > 80% No expansion

All States but Alaska Use Provider Taxes to Help
Finance the State Share of Medicaid Spending?

Colorado hospitals received
about 66 cents for every
dollar spent on Medicaid
patient care in 2024 —

an estimated $2 billion in
under-reimbursement.

Federal rules require fees to
be broad-based, uniform and
not “hold harmless,” meaning
the program is redistributive
by design.

Number of provider taxes or fees in place in FY 2025

M 3+ Provider Taxes/Fees (41 states including DC) M2 Provider Taxes/Fees (6 states) M1 Provider Tax/Fee (3 states) No Provider Taxes/Fees (1 state)



How Does a Provider Fee Program Work?

Assume a state has two similarly sized hospitals, but one serves a higher volume of
Medicaid patients. The state assesses a provider fee using a broader metric, often based
on all-payer activity (e.g., net patient revenue) rather than Medicaid utilization alone.

The state may then use the resulting revenue as permissible non-federal share under federal
Medicaid financing rules to draw down federal matching funds and make Medicaid payments
to hospitals based in part on Medicaid volume. As a result, these programs must be generally
redistributive: Some hospitals may receive more in Medicaid payments than they pay in
fees, while others may receive less. This is consistent with Colorado’s experience.

Under this example, both hospitals pay the same fee, but the payments they receive back
differ because their Medicaid volumes differ: Hospital 1, the high-volume Medicaid hospital,
sees a net benefit of $100, while Hospital 2, the low-volume Medicaid hospital, sees a

net loss of $20. This is an intentional, redistributive design element of provider fees,
because Medicaid volumes vary across providers.

Provider Fee-Financed Payments?

Each hospital makes The state makes $200 in The federal government
a $60 fee payment to additional Medicaid payments to reimburses 60% of Medicaid
the state hospitals and reports payments payments to the hospitals
to the federal government due to the state’s 60% FMAP
= ] = $60
Hospital Fee
High Medicaid
Hospital
$160
Medicaid Payment
$120
State match for Federal
O $60 Government $200 payment Government
O Hospital Fee to hospitals
o|or
Low Medicaid
Hospital 340

Medicaid Payment

Learn more and read the full report at

1. Note: The temporary increase in the FMAP from the Families First Coronavirus Response Act of 2020 (FFCRA, P.L. 116-127) was still in effect during FY 2023. Source: MACPAC, 2024 Exhibit
16 in MACStats: Medicaid and CHIP Data Book, December 2024. Source of Map: Holly Saltrelli and Chrls Park, Medlcald in Context: Payment and Flnancmg Presentation, April 10, 2025,
Medicaid and CHIP Payment and Access Commission (MACPAC), retrieved from macpa a a a a

2. Note: Includes Medicaid provider taxes as reported by states. FL, KS and MS did not respond to the 2025 survey; publicly available data used to ver|fy taxes in place (reported in
previous surveys) but now the size of these taxes. Source: Annual KFF survey of state Medicaid officials conducted by Health Management Associates, November 2025.
Source of the Map: 5 Key Facts about Medicaid and Provider Taxes, Dec. 1, 2025, Kaiser Family Foundation, Retrieved from kff.org/medicaid/5-key-facts-about-medicaid-and-provider-taxes.

3. Source of the Graphic: Holly Saltrelli and Chrls Park Medlcald in Context: Payment and Fmancmg Presentation, April 10, 2025, Medicaid and CHIP Payment and Access Commission
(MACPAC), retrieved from: macpa a a a a a



http://kff.org/medicaid/5-key-facts-about-medicaid-and-provider-taxes/ 
https://www.macpac.gov/publication/medicaid-in-context-payment-and-financing
http://cha.com/issues/hospital-provider-fee-report



