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IGTs Fund a Meaningful Share of Medicaid Costs

Although states are responsible for funding roughly 35% of Medicaid costs, on average, only
about two-thirds of that money comes from general state funds.> Based on data from 2018, the
only comprehensive data available, 16% of state Medicaid funding come from health care
provider taxes — which we have previously explained are used to inflate overall costs and
therefore federal contributions, but which face increasing restrictions under OBBBA. IGT’s made
up another 10% of state Medicaid payments in 2018, generating $22 billion for states in that year.®

Fig. 1. Sources of Medicaid Funds, 2018

State General Funds 26%

Federal Funds 62% Provider Taxes 6%

Source: Committee for a Responsible Federal Budget analysis of Government Accountability Office data.

IGTs are funds derived from government entities outside of a state government’s general fund
and transferred into the Medicaid program.” The ability to use local government revenue to fund
the “nonfederal share” of Medicaid costs was established when Medicaid was created and reflects
the role of local and other public funding for low-income populations that predated Medicaid
coverage. IGTs can come from local governments such as counties and cities, who contribute on
behalf of their residents. But often, IGTs come from hospitals, nursing facilities, or other providers
owned or operated by the state or local governments.

Federal law effectively limits the amount of funds states can raise via IGTs by requiring that at
least 40% of the state’s Medicaid share come from state-imposed sources — including from state
general funds or provider taxes. This means that up to 60% of the nonfederal share may come
from IGTs and other sources, though no state comes close to this limit.® At the high end, IGTs
make up 30% of New York’s nonfederal share of the Medicaid program and 28% of Indiana’s.
Ten states, including New Jersey and Connecticut, don’t use any IGTs to fund Medicaid.
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IGTs Fund Supplemental Payments

In recent years, Medicaid supplemental payments — lump-sum payments to providers on top of
direct payment for services — have become increasingly costly without corresponding
improvements in access to services, provider capacity, or care quality. Although IGTs can be used
to finance any Medicaid payments or the program as a whole, they are mainly used to cover
supplemental payments.

While 6% of the nonfederal share of fee-for-service payments came from IGTs, IGTs funded 33%
of one type of supplemental payment called Disproportionate Share Hospital (DSH) payments
and 24% of non-DSH supplemental payments. In some cases, IGTs fund most of the nonfederal
share of supplemental payments. For example, Minnesota used $43 million in IGTs to make $100
million worth of non-DSH supplemental payments in 2018 — enough for the federal government
to cover the remaining cost with no state tax dollars.

Fig. 2. Sources of the Nonfederal Share of Certain Types of Medicaid Payments, 2018
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Source: Committee for a Responsible Federal Budget analysis of Government Accountability Office data.

Although data is limited, it is clear that IGT use is growing. The number of state directed
payments (SDPs) funded in whole or part with IGTs more than doubled, from 42 to 96 SDPs
between 2020 and 2024, while SDPs themselves have grown five-fold.” Unfortunately, we do not
know exactly how much IGTs have grown because states do not report how they fund the
nonfederal share of Medicaid payments. In fact, nearly all of the comprehensive data on funding
IGTs comes from a single survey of states conducted by the Government Accountability Office
(GAO) in 2018.1% The Centers for Medicare & Medicaid Services (CMS) and other oversight
entities lack transparent data that could hold states accountable for the required mix of funding

sources.
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States Use IGTs to Inflate their Federal Match

Although the FMAP formula establishes a specific formula for federal Medicaid funding —
covering 50% to 77% of most costs for the base (non-expansion) population and 90% of costs for
those covered under the Affordable Care Act — state governments have found ways to inflate
their effective federal match."" One well-known tactic involves increasing payments to providers
and then using provider taxes to recover much of the funds while reporting a higher total cost to
the federal government. States often use IGTs in a similar way to increase the amount of federal
Medicaid funds they receive relative to state and local funds.

Under this IGT arrangement, state and local government entities such as public hospitals or
nursing facilities first transfer funds to the state. The state then returns these funds to the same
providers in the form of higher Medicaid payments, and reports the payments to the federal
government in order to receive a higher federal match. In this way, states can either reduce their
net Medicaid payments or increase payments to providers without incurring further costs.

Government hospitals and other providers are amenable to paying IGTs because they are
confident that they will receive at least as much back, if not more, in return from the state. Unlike
for provider taxes, federal statutes do not prohibit the states from guaranteeing these “hold
harmless” arrangements using IGTs.'?

Fig. 3. How Medicaid IGT Financing Schemes Can Shift Costs to the Federal Government
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Source: Committee for a Responsible Federal Budget.

This scheme is most effective at achieving the hold harmless outcome — and most lucrative for
states and providers — when the state makes supplemental payments. In practice, many
supplemental payments are paid based on the providers’ ability to raise the nonfederal share, via
provider taxes (for private providers) or IGTs (for providers owned by local governments). In
contrast, when IGTs are used for base payments distributed to all providers in the Medicaid
program, it becomes much more challenging to ensure providers are held harmless.
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States Often Circumvent Rules Meant to Avoid Holding Providers Harmless

Using IGTs, states find creative ways to circumvent, strain, or even violate laws meant to limit
direct hold harmless arrangements that apply elsewhere. These schemes are often designed to get
around federal limits to provider taxes: states can only impose taxes on private hospitals
effectively up to 6% of patient revenue. But IGTs from public providers have no limit. So, states
facilitate ways to make private providers look like public ones.

Some types of IGT schemes are prohibited under current law. For example, private hospitals are
not allowed to donate a significant amount of funds to public hospitals to facilitate effective hold
harmless relationships.!®> Under such a scheme, the public hospital would transfer the funds via
IGT to the state for the nonfederal share. The state pays the private hospitals a supplemental
payment and then seeks reimbursement from the federal government at the state’s FMAP rate.
This scheme is illegal because the private donations are considered “non-bona fide donations.”*
This prohibition is in place precisely to avoid holding private providers harmless for their
contributions to the nonfederal share. However, states have sought potential workarounds.

Providers have come up with two main ways to mask non-bona fide provider donations as the
source of the IGTs. Some states artificially expand the number of government-owned providers
through complex agreements with private entities. For example, in Indiana, hundreds of private
nursing homes entered into ownership and/or operating agreements with county hospitals that
allowed them to participate in the state’s NGSO supplemental payment program funded with
IGTs.”® This allows essentially private entities to transfer funds as IGTs (rather than illegal non-
bona fide donations) to fund supplemental payments.

Other states take advantage of non-bona fide donation rules. Specifically, private hospitals create
non-profit entities that reach agreements with local governments to assume the costs of health
care services that the local governments previously purchased. The local government monies
freed up under these agreements are then used as local government IGTs to fund the non-federal
share of supplemental payments to the private providers. See the Appendix for more examples.

While CMS has found the above schemes illegal, a recent court decision may expand allowable
IGT schemes. In September 2025, a federal court ruled in favor of the state of Texas, finding that
its IGT arrangements were permissible.’® Local governments taxed private hospitals and then
IGT’d the funds to the state for the nonfederal share. Afterwards, the private hospitals were paid
supplemental payments. The hospitals then pooled the supplemental payments together and
redistributed them to each other in proportion to each’s contributions, ensuring each hospital
received their IGT"d-tax funds back.

This complex arrangement avoided the limit on provider taxes by using IGTs. CMS argued that
the state should prevent these arrangements because it violates the statutory prohibition on
holding providers harmless.”” But the court disagreed, vacating CMS’ regulation prohibiting
pooling, saying CMS can only regulate how the state handles federal funds; in the Texas case, it
was local hospitals that were creating the hold harmless.'®
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Restricting IGTs Could Reduce Federal Costs and State Gaming

The One Big Beautiful Bill Act (OBBBA) took positive steps toward reducing provider tax
financing gimmicks that shift costs to the federal government, but policymakers could do more
to limit problematic IGT arrangements and restore the Medicaid federal-state partnership.
Importantly, some IGTs represent legitimate burden-sharing between state and local
governments; thoughtful reforms would continue to allow these IGTs while restricting others.

The lack of data on financing makes it difficult to estimate the savings to the federal government
that may accrue under various proposals. However, a number of options have been put forward
over the years that could reduce the incidence of states holding providers harmless for IGTs and
reduce gaming through non-bona fide donations. Some options include:

e Curtail Non-Bona-Fide Donations. Policymakers should curtail states” gaming that
allows private providers to pose as public ones to make IGTs, avoiding limits on provider
taxes and masking non-bona fide donations. CMS’s 2019 Medicaid Fiscal Accountability
Regulation (MFAR), which was proposed but never finalized, included several reforms
that could be revived by CMS or codified by Congress.” As outlined in MFAR, to limit
the abuse of IGTs through non-bona fide donations, policymakers could limit IGTs to
public funds only (e.g., funds appropriated from the state to a teaching hospital or other
state entity; or, local funds that come from state or local taxes), not funds transmitted from
private providers. In this way, funds that come from a private nursing facility, for
example, would be excluded. They could also give CMS more authority to evaluate IGTs’
circumstances to ensure the true source is not a non-bona fide donation.

e Limit Providers’ Ability to Redistribute Medicaid Funds The federal court decision in
favor of Texas’s IGT arrangements undermines CMS’ oversight. It allows providers to
pool and redistribute supplemental payments paid for with IGTs to ensure every provider
is held harmless. CMS should be able to restrict supplemental payments to states that
allow providers to hold harmless the contributing providers. Allowing this to continue
invites private providers to masquerade as public ones. Congress could clarify in statute
that such pooling and redistribution of Medicaid funds is not allowed.?

e Restrict Medicaid Payment Rates to Public Providers. To extract additional federal
dollars, IGTs from government-owned or affiliated hospitals or nursing homes are
generally coupled with higher payment rates to those same health providers. The use of
this circular financing scheme could be curtailed or in some cases prevented by limiting
payments that can be made to public entities that participate in IGTs.! One option —
proposed by CMS in 2007 and later vacated by the courts for procedural reasons — is to
cap payments to IGT-eligible providers to the cost of caring for Medicaid patients.? A
second alternative would be to require that payments to public and private providers
should be the same for the same services — removing the potential additional spending to
government-owned facilities used to boost the federal match.?
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e Place a Moratorium on New IGTs. OBBBA imposed a moratorium on imposing new
provider taxes or increasing existing ones. Although this moratorium may encourage
states to instead expand their reliance on IGTs, it also provides a model for how to avoid
such a cost-shift. Congress could simply place a moratorium on new or increased IGTs
nationwide. To better target such restrictions, Congress could freeze IGTs that are used
for supplemental payments.

e Restrict Use of IGTs for Supplemental Payments. Federal law requires states to use
general funds to fund at least 40% of the state’s share of Medicaid payments (including
provider taxes), allowing up to 60% to come from other sources such as IGTs.* The law
does not specify that all payments should reflect that mix, and instead applies to the total.
This allows states to aggressively use IGTs in some circumstance — for example, CMS
recently approved Missouri’s application for a supplemental payment for hospitals
funded exclusively by 1GTs.»> To reduce the use of IGTs that shift costs to the federal
government, policymakers could increase the required portion of the nonfederal share
that comes from general funds. Congress could also require that the “mix” of nonfederal
share sources apply equally to supplemental payments and base payments alike.?

e Improve Reporting of the Source of the State Medicaid Share. Regardless of whether new
IGT restrictions are enacted, financing transparency is long overdue. CMS lacks data
showing what mix of funding sources make up the nonfederal share for different types of
payments. The persistent lack of data makes it difficult for CMS and policymakers to
understand the prevalence, scope, and growth of financing arrangements and adaptations
states make to respond to restrictions and take advantage of additional loopholes. The
lack of transparency also makes it difficult to enforce existing limits and develop and
enforce new policies. In MFAR, CMS proposed reporting requirements on the source of
the nonfederal share, but MFAR was withdrawn in 2020.2”

Although we are not able to provide formal estimates of these options without better data, they
could potentially save tens or hundreds of billions of dollars over a decade. In 2008, the
Congressional Budget Office estimated that a rule to restrict IGT payments to public providers to
cost would save $22 billion over a decade.? This would be the equivalent of more than $50 billion
today if savings were a constant share of Medicaid, and is likely to save much more given the
growth in IGTs and supplemental payments. As another datapoint, requiring states to use general
funds for at least 40% of the nonfederal share of supplemental payments — as opposed to 40% of
all payments across the state — could save in the neighborhood of $200 billion or more.?

In combination with other reforms, restricting IGTs could help to meaningfully lower federal
health care spending, improve fairness with the states, and reduce budget deficits.
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Conclusion

OBBBA made important changes to financing Medicaid using provider taxes, but it did not
address states” creative use of IGTs. As provider taxes decline starting in 2027, states may look
for new ways to fund Medicaid payments without increasing state contributions. Between the
lack of restrictions on IGTs and the documented use of IGTs to creatively increase federal
Medicaid spending through legal and illegal financing schemes, states may try to replace some
lost provider tax revenues with IGTs.

While frequently used simply to fund base payments, states creatively use IGTs to abuse the
broad federal rules and generate tens of billions in federal funding annually. Federal action is
needed to implement common sense steps to tighten rules that different administrations have
identified as needed and curtail state efforts to increase federal matching funds without a
commensurate increase in state funds.

Without further action from Congress, the long history of state financing schemes and growing
use of supplemental payments suggests that restrictions in one area can spur additional gaming
in another area. Tighter restrictions are needed to better ensure states and the federal government
share in Medicaid costs and that circular financing and payment schemes end. Equally important
are reporting requirements to improve the transparency of state financing and payment
arrangements, as data is the key to effective oversight, enforcement, and identifying where new
policies are needed.
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Appendix: Examples of States Gaming Rules on Bona Fide Provider Donations

As described above, some states try to avoid limits on provider taxes by taking advantage of IGT
rules. They do this by artificially expanding the number of government-owned providers.
However, these schemes usually violate rules that prohibit private providers from making non-
bona fide donations to fund the federal share.

e Utah applies a designation “nonstate government entities” (NSGE) — which usually refers to
entities like city hospitals — to switch a nursing home’s ownership status from private to local
government.* One audit found that a community hospital acquired the licenses via contract
of 40 nursing homes located throughout the state, despite neither owning nor operating the
facilities.®! Instead, the prior nursing home administrators operate the nursing homes per the
contract. Utah uses no state general funds to finance the supplemental payments to the
nursing homes, but rather the community hospital uses an IGT to transfer “public funds” to
cover the nonfederal share. The funds are returned to the nursing homes via a supplemental
payment, which is not linked to the Medicaid services provided. One study found that the
non-DSH supplemental payments resulted in payments exceeding nursing homes costs on
average by 25%.%

e Texas also established an NSGE to collect funds from “local government” nursing homes to
fund IGTs. An audit identified several concerns including: nursing homes using bank
promissory notes and lines of credit to fund their IGT contributions; nursing homes not
receiving all of the supplemental payments; and supplemental payments made to nursing
homes that do not meet required quality improvement goals.?

Some states develop complex private-public partnerships to obscure donations that expand IGT

use.

e InTexas, CMS disallowed over $25 million in federal funds after finding that private hospitals
assumed costs previously paid by public health districts and in return received supplemental
payments that held the private hospitals harmless for the costs they incurred. CMS found that
the IGTs were funded with non-bona fide provider donations.>

e A federal audit of one private-public partnership in Texas found that $146.6 million (or 77%
of the total non-federal share) transferred as IGTs were non-bona fide donations.®
Specifically, private hospitals created a non-profit entity and assumed costs of health care
services previously incurred by local governments, effectively donating the care. In return,
the hospitals received supplemental payments that exceeded their costs, effectively holding
them harmless for the costs of care, making the donation impermissible.

1025 Connecticut Avenue NW, Suite 1100, Washington, DC 20036 e« www.crfb.org < Phone: (202) 596-3597



10

1 Centers for Medicare & Medicaid Services (CMS), “February 2026: Medicaid & CHIP Eligibility
Operations and Enrollment Snapshot,” https://www.medicaid.gov/resources-for-states/downloads/eligib-
oper-and-enrol-snap-feb2026.pdf.

2 Percent of Medicaid costs contributed by federal government computed by Committee for Responsible
Federal Budget (CRFB) using data from the Medicaid and CHIP Payment and Access Commission
(MACPAC), “EXHIBIT 16. Medicaid Spending by State, Category, and Source of Funds, FY 2024,”
https://www.macpac.gov/macstats/program-enrollment-and-spending/;  cost projections based on
Congressional Budget Office (CBO), “The Budget and Economic Outlook: 2026 to 2036,”
https://www.cbo.gov/publication/61882.

% Federal policy requires that intergovernmental transfers occur before the state makes a Medicaid payment

to the provider and that the amount of the transfer cannot be greater than the nonfederal share of the
Medicaid payment amount.

4+ See Sec. 71115 and Sec. 71116: Omne Big Beautiful Bill Act, H.R. 1, 119th Congress,
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213, https://www.law.cornell.edu/uscode/text/42/1396w-6; as implemented by 42 CFR Part 433.51,
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CMS Needs More Information on States’ Financing and Payment Arrangements to Improve Oversight,”
GAO-21-98, Washington, DC, December 2020, https://www.gao.gov/products/gao-21-98. See also Kaiser
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https://www.macpac.gov/wp-content/uploads/2024/10/Directed-Payments-in-Medicaid-Managed-
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over $440 billion over a decade. Those estimates would differ significantly today due to changes in the
Medicaid law under OBBBA, differences in the budget window, and other differences in the baseline. See
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