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The Centers for Medicare and Medicaid Services (CMS) have proposed a rule to modify the limit on the
total payment rate and other requirements for State directed payments (SDPs) in Medicaid managed
care. The rule also proposes to set a limit for certain targeted Medicaid payments in Medicaid fee-for-
service.

On July 4, 2025, Public Law 119-21 was enacted (which CMS refers to as the “Working Families Tax
Cut” (WFTC) legislation). Section 71116(a) of the WFTC legislation directs the Secretary to revise §
438.6(c)(2)(iii) to limit the total payment rate for certain State

directed payments for inpatient hospital services, outpatient hospital services, nursing facility services,
or qualified practitioner services at an academic medical center (AMC) (hereinafter referred to as the
“four services”) effective with the first rating period beginning on or after the date of enactment, July
4, 2025.

A copy of the 192-page display version of the proposal is available at: https://public-
inspection.federalregister.gov/2026-10292.pdf. A 60-day comment period is provided.

Comments

CMS is making numerous statements about the need to insure that certain Medicaid payments cannot
exceed the payment amounts that Medicare makes. In reading the proposal, what is clearly evident is
this will significantly reduce Federal expenditures.

CMS says it projects that the proposed rule would reduce total computable (Federal plus non-Federal
shares) Medicaid spending by $774.8 billion from 2026 through 2035 (in real 2026 dollars). The
annual impacts are shown in the rule’s Table 18 (page 156) and below.
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Projected Total Computable Medicaid Spending Impact of Limiting SDPs under Section
71116 of the WFTC Legislation By Year (In Billions Of 2026 Dollars)

Fiscal Year Current Law Proposed Rule Impact
2026 167.4 149.2 -18.2
2027 177.2 147.5 -29.7
2028 182.5 135.0 -47.5
2029 187.8 124.4 -63.4
2030 194.4 116.4 -78.0
2031 200.7 110.4 -90.3
2032 206.3 105.7 -100.6
2033 212.0 103.1 -108.9
2034 217.8 101.7 -116.1
2035 224.0 101.9 -122.1

CMS has not totaled the above, but the total savings do add to $774.8 billion.

In Table 19 (Page 156) CMS states that it projects the proposed rule would reduce Federal Medicaid
spending by $510.1 billion from 2026 through 2035 (in real 2026 dollars).

Further, CMS projects that the proposed rule would reduce State Medicaid spending by $264.4

billion from 2026 through 2035 (in real 2026 dollars). Note, we have added the changes for the 10-
year period and find the amount is $264.7 billion.

The Federal Medicaid reduction and the State Medicaid reduction total $774.8 billion ($510.1+$264.7).

Table of Contents: CMS Proposed Rule on Medicaid State Directed Payments (CMS-2449-P)

In what is typical of recent CMS rulemaking, this document lacks a table of contents. We are using Al to
create a table of contents (TOC). In doing so, the TOC is quite detailed compare to the ones CMS uses.

We have modified the Al version to be consistent with the rule’s PDF terminology and page numbers.
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Provisions of the Proposed Regulations

As previously noted, rule implements Section 71116 of the Working Families Tax Cut (WFTC)
legislation and lowers the payment cap on SDPs - supplemental payments states direct manage care
plans to make to providers.

The total payment rate limit specified in section 71116(a) of the WFTC legislation for SDPs that include
any of the four services is 100 percent of the total published Medicare payment rate for an expansion
State, or 110 percent of the total published Medicare payment rate for a non-expansion States with
respect to a payment made for a service furnished during an applicable rating period.

Under CMS’ proposed definition of "Payment limit” in § 438.6(a), the total published Medicare payment
rate would therefore serve as the basis of the payment limit for each service rendered to a Medicaid
managed care enrollee when that service is included in an SDP.

Consistent with section 71116 of the WFTC legislation, CMS says it believes that using State plan
approved rates that have undergone a State plan amendment (SPA) review process provides the most
appropriate benchmark for the payment limit in the absence of a Medicare payment rate.

To provide States sufficient time to redesign SDPs, work with interested parties and legislative bodies,
and engage in technical consultation, the agency proposes to apply the payment limit to all SDPs in the
50 States, D.C., and the Territories effective with the first rating period beginning on or after January 1,
2029.

Questions? Contact Andrew Wheeler, MHAS Vice President of Federal Finance, 4712 Country Club Drive, Jefferson City, Mo. 65109
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Payment Limit Monitoring and Compliance

To assess and monitor State compliance with the new payment limit, we propose in new §
438.6(c)(8)(ii)(A)(1) to require States to submit, for CMS’ review: a list of all providers eligible

for the SDP and their National Provider Identifiers (NPIs), the total published Medicare payment
rate or State plan approved rate (only when no total published Medicare payment rate exists for
the covered service) that serves as the basis of the payment limit for each service covered under
the SDP. CMS also proposes in § 438.6(c)(8)(ii)(A)(2) that States would be required to provide a

detailed description of how the State would ensure that payment to each provider for each furnished
service would not exceed the payment limit.

Grandfathered SDPs (§ 438.6(a) and (c)(2)(iii))

The first criterion for an SDP to qualify to be grandfathered is that it be described under §
438.6(c)(2)(iii), which is limited to SDPs that require written prior approval and are for inpatient hospital
services, outpatient hospital services, nursing facility services, or qualified practitioner services at an
AMC.

The second criterion is that the SDP must be for a “rating period occurring within 180 days of the date
of enactment” of the WFTC legislation. CMS interprets "180 days” to refer to 180 business days.

The third criterion to determine whether an SDP is eligible for the grandfathering pertains to the status
of an eligible SDP preprint. Specifically, SDPs for an eligible rating period with one of the below statuses
could qualify for the grandfathering provision, consistent with section 71116(b) of the WFTC legislation.

e SDPs (other than for rural hospitals) for which written prior approval was made by CMS before
May 1, 2025;

e SDPs (other than for rural hospitals) for which a good faith effort to receive approval was made
before May 1, 2025;

e SDPs for rural hospitals for which written prior approval was made by CMS before July 4, 2025;

e SDPs for rural hospitals for which a good faith effort to receive approval was made before July
4, 2025; and

e SDPs for which a completed preprint was submitted to CMS prior to July 4, 2025.

Comment

CMS’ definition of days is being defined as business days. This appears to be a departure from the
standard use of days being calendar days.

Questions? Contact Andrew Wheeler, MHAS Vice President of Federal Finance, 4712 Country Club Drive, Jefferson City, Mo. 65109
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Temporary Grandfathering Period

Grandfathered SDPs are eligible for a temporary grandfathering period and subject to a phase down of
the total amount of the SDP to the payment limit beginning with the first rating period on or after
January 1, 2028.

CMS believes the estimated total dollar amount listed in item 4 of the preprint would be the most
reasonable, practical, and consistent way to interpret and implement “total amount” in section 71116(b)
of the WFTC legislation.

Phase Down of Grandfathered SDPs

Section 71116(b) of the WFTC legislation requires that beginning with the first rating period on or after
January 1, 2028 for grandfathered SDPs, the State would be required to decrease the total dollar
amount of a grandfathered SDP by at least 10 percentage points annually, until the payment limit
proposed in § 438.6(c)(8) is met.

Types of Permissible SDPs and Provider Classes (8§ 438.6(c)(1)(iii), (c)(2)(i), and
(c)(2)(iii)(E))

a. Minimum Fee Schedule SDPs

CMS proposes in § 438.6(c)(1)(iii)(B)(1) that States would be permitted to direct managed care plans to
adopt a minimum fee schedule for providers that provide a particular service under the contract and that
minimum fee schedule is no greater than the payment limit.

States would also have flexibility to design their own fee schedules for services that have a published
Medicare rate as is permitted under current § 438.6(c)(1)(iii)(C), as long as that fee schedule on a per
service basis would not exceed the applicable payment limit.

b. Maximum Fee Schedule SDPs

CMS proposes to revise the existing language in § 438.6(c)(1)(iii)(E) and move to newly proposed §
438.6(c)(1)(iii)(B)(2). Proposed § 438.6(c)(1)(iii)(B)(2) would allow States to require managed care
plans to adopt a maximum fee schedule for providers that provide a particular service under the
contract and the maximum fee schedule would be no greater than the payment limit, so long as the
MCO, PIHP, or PAHP (which are not defined) retains the ability to reasonably manage risk and has
discretion in accomplishing the goals of the contract.

c. Uniform Increase SDPs

Questions? Contact Andrew Wheeler, MHAS Vice President of Federal Finance, 4712 Country Club Drive, Jefferson City, Mo. 65109
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Uniform increases are the most common type of SDP, and in CMS’ experience reviewing SDPs, are
increasingly designed to ensure that managed care plans expend a specific amount on payments to a
provider class and that providers receive that specific aggregate amount.

States are structuring uniform increase SDPs not to improve care quality or access, but effectively as
financing mechanisms to funnel federal Medicaid matching funds back to specific providers (typically
Academic Medical Centers (AMCs) that originally contributed the non-federal share via IGTs or provider
taxes. In practice, these providers are guaranteed a predetermined payout regardless of actual patient
utilization.

Starting with the first rating period on or after January 1, 2028, new uniform increase SDPs and
renewals of non-grandfathered ones would be prohibited. States would instead be limited to minimum
and/or maximum fee schedule SDPs, which CMS believes can achieve the same legitimate program
goals without enabling the financing manipulation described above. A temporary grandfathering period
is proposed to give states time to transition.

d. Grey Area Payments and Other Prohibited Practices

Under § 438.6(c)(1), States are not permitted to direct in any way the expenditures of a Medicaid
managed care plan under the contract between the State and the plan except when the direction is: (1)
an SDP that complies with § 438.6(c); (2) permissible under a specific Federal legal authority under Title
XIX of the Act and its implementing regulation related to payments to providers and applicable to
managed care; or (3) a permissible pass-through payment that meets requirements in § 438.6(d).
States are also not permitted to make payments directly to providers for services covered under the
contract between the State and a managed care plan as specified in § 438.60.

CMS proposes to amend § 438.6(c)(2)(ii)(A) to explicitly clarify that SDPs must be based solely on the
utilization and delivery of services by the furnishing provider, and that states cannot condition provider
SDP participation on paying any portion of funds to any other entity.

e. Provider Classes

One of the standards for all SDPs in § 438.6(c)(2)(ii)(B) is that a State must direct expenditures equally
and using the same terms of performance for a class of providers (hereafter referred to as a “provider
class”) providing the service under the contract. This means that when a State defines an eligible
provider class under an SDP, all providers within that provider class must be treated equally with regard
to payment and performance under the SDP.

CMS is not proposing to define “provider class” in this rule.

CMS solicits comments on possible approaches to defining “provider class”, including the advantages and
disadvantages of each approach, as well as alternative definitions or factors that should be considered.
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f. Written Prior Approval

Beginning with the first rating period on or after January 1, 2028, States would no longer be required to
submit permissible minimum fee schedule or maximum fee schedule preprints for written prior approval.

CMS is reminding States that SDPs that do not require prior approval must comply with the
requirements at § 438.6(c)(2)(ii) and be appropriately documented in the managed care contract(s) and
rate certification(s).

Targeted Medicaid Payment Limit in an FFS Delivery System (§ 447.381)

CMS is proposing to limit the total payment a State may make when payments are targeted to a subset
of practitioners or providers, rather than to all practitioners or providers participating in the State
Medicaid program.

The proposed limits would apply to both the base and supplemental payments made to practitioners or
providers when either or both are targeted to a subset of practitioners or providers. Targeting of base
payments generally occurs when a State sets a new base rate under an alternate fee schedule for a
subset of participating practitioners or providers furnishing the applicable services.

Current UPLs are applied on an aggregate basis, meaning the limit applies to the total payments made
to all entities within a UPL class, such as hospitals, and are generally calculated as a reasonable
estimate of the amount Medicare would pay for the specified services based on Medicare cost principles
or using cost report data as the basis for the estimate that is no more than 2 years old and trended to
the current payment period. By contrast, the limits CMS is proposing would be specific to a practitioner
or provider, for that practitioner’s or provider’s total payments. In addition, the practitioner or provider-
specific limit would be based on actual Medicare payment rates applicable to the practitioner or provider
for the same time period as the Medicaid State plan payment rate year.

1. General (§ 447.381(a))

CMS proposes at § 447.381 to establish limits on payment for services when those payments are
targeted to certain Medicaid practitioners or providers. Specifically, CMS proposes that this section would
establish “a Medicaid practitioner or provider-specific limit for the total Medicaid FFS payment authorized
under the State plan in instances where all or a portion of such payment is targeted to a subset of
participating practitioners or providers furnishing the applicable Medicaid-covered services.” In other
words, a payment is considered targeted when it is not available to all practitioners or providers
furnishing the same Medicaid-covered service.

2. Scope (§ 447.381(b))

CMS proposes at § 447.381(b) to specify the scope of when the limit on Medicaid payments described in
proposed § 447.381(c) would not apply. Specifically, CMS first proposes that the limit would not apply

Questions? Contact Andrew Wheeler, MHAS Vice President of Federal Finance, 4712 Country Club Drive, Jefferson City, Mo. 65109
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when a State’s FFS payment methods are uniform for all participating practitioners or providers within
the State, or within a geographic region of the State (that is, a county, parish, borough, or other
municipality) that is referenced under a payment methodology specified in the State plan. As mentioned
previously, when a State targets payment to certain practitioners or providers, the payment is not
available to all practitioners or providers furnishing the same Medicaid-covered services under the State
plan. If the payment is uniform across the State, or within one or more counties, parishes, boroughs, or
other municipalities in the State, CMS would not consider such payments to be targeted and therefore
the limit would not apply. A State must still be prepared to demonstrate that the uniform (that is, non-
targeted) rate is economic and efficient, as is the case for all rate proposals under section
1902(a)(30)(A) of the Act.

CMS also believes that excluding payment rates that are uniform for a geographic region from the scope
of the limits would provide the necessary flexibility for States to establish rates that account for rural
providers. CMS expects geographic boundaries such as counties to allow a State to sufficiently identify a
rural region consisting of one or more counties, for example, to establish separate but uniform rates for
those regions. As such, CMS is not proposing a distinct policy or separate limit for rural areas. Rather,
States could explain any rural considerations relevant to a proposed geographic rate when
demonstrating that the payment rate is economic and efficient for the applicable county, parish,
borough, or municipality.

CMS proposes that the limit would not apply when the total payment is subject to another limit.
Specifically, the limit would not apply when the total payment for a Medicaid-covered service is already
subject to a limit under §§ 447.271, 447.272, 447.321, or 447.325, or sections 1903(i)(7) or
1903(i)(27) of the Act, but only to the extent that the total payments are subject to such other limit.

The regulatory limits listed in this section are the existing UPLs; specifically: § 447.271 (upper limit
based on customary charges for inpatient hospital services); § 447.272 (inpatient services furnished by
hospitals, NFs, ICFs/IID, and IMDs); § 447.321 (outpatient services furnished by hospitals and clinics);
and § 447.325 (other inpatient and outpatient facility services, which includes psychiatric residential
treatment facilities (PRTFs)). Most of these existing limits in regulation are tied to amounts that
Medicare would pay for the relevant services. The primary exception is PRTFs, for two reasons: (1)

§ 447.325 limits Medicaid payment for each facility to the provider’s customary charge and requires that
payments not exceed prevailing charges in the locality for comparable services under comparable
circumstances (also referred to as usual and customary charges); and (2) Medicaid typically is the only
payer of PRTF services and therefore PRTFs typically lack applicable Medicare payment rates to serve as
comparators for a Medicare-based UPL demonstration. In addition, sections 1903(i)(7) and 1903(i)(27)
of the Act limit Medicaid payments for certain durable medical equipment (DME) expenditures and
clinical diagnostic laboratory (CDL) services, respectively.

3. Targeted Medicaid Payment Limit (§ 447.381(c))

CMS proposes to limit these payments to a percentage of Medicare rates, depending on the
circumstances of the State. Specifically, CMS proposes that “a State’s Medicaid State plan fee-for-service
payment methodology must specify that total Medicaid payments made to a practitioner or provider for
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a Medicaid-covered service may not exceed the percentages, listed in paragraphs (c)(1) and (2), of the
Medicare fee-for-service payment rate that would be paid to the practitioner or provider for the service if
it were paid under the applicable Medicare payment rates established under Parts A or B of

Title XVIII of the Act effective for the FY or CY, as applicable, that corresponds to the State plan rate
year. For this purpose, the State plan rate year is the first State plan rate year that begins during the
FFY or CY in which the Medicare payment rate is in effect.” Then, CMS specifies the applicable
percentages: for Expansion States, as defined in proposed § 438.6(a), the limit would be 100 percent of
Medicare rates, and for Non-Expansion States, the limit would be 110 percent of Medicare rates. These
thresholds align this proposal with the treatment of Expansion and Non-Expansion States in the
managed care proposals, which would implement the statutory framework established in section 71116
of the WFTC legislation.

The Medicare Physician Fee Schedule sets different payment rates by provider type (that is, physician
versus non-physician practitioner), site of service (that is, facility versus non-facility), and geographical
location. CMS is proposing States account for these different payment rates when ensuring compliance
with the payment limit proposed at § 447.381, if this proposed rule is finalized.

4. Exceptions (§ 447.381(d))

The first exception would apply when there is no reasonable Medicare equivalent rate. In such
circumstances, a State would be unable to demonstrate compliance with a Medicare-based limit, and an
alternative approach would be necessary.

The second exception would apply to payments that are reconciled to a practitioner’s or provider’s
actual, incurred costs. In these circumstances, CMS has historically viewed payment methodologies that
reconcile to allowable costs, consistent with applicable cost principles, as generally consistent with
economy and efficiency.

For payment rates reconciled to cost, CMS follows the cost principles set forth in the Office of
Management and Budget (OMB) cost principles at 2 CFR part 200, which are also used by the Medicare
program.

If this proposed rule is finalized, CMS would consider the context of the State’s proposal and approved
payment methodologies when assessing whether exceptions to the proposed targeted Medicaid payment
limit at § 447.381 apply. For example, where a State proposes to pay governmental providers or
practitioners based on reconciled costs while continuing to pay private providers under an existing,
uniformly applicable fee schedule, payments to governmental providers would fall within the exception
in § 447.381(d)(2). In such circumstances, CMS would not consider payments to the private providers
to be targeted within the meaning of this proposed rule based only on the different treatment of
governmental providers, because the underlying fee schedule methodology continues to apply uniformly
to all providers within that category.

5. Transition Period (§ 447.381(e))

Questions? Contact Andrew Wheeler, MHAS Vice President of Federal Finance, 4712 Country Club Drive, Jefferson City, Mo. 65109
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CMS is proposing in § 447.381(e) that States would have until the start of the first State fiscal year that
begins on or after January 1, 2029, to comply with the limit at § 447.381(c).

6. Compliance with the Targeted Medicaid Payment Limit (§ 447.381(f))

CMS proposes to specify the compliance actions to which a State may be subject to if it fails to address
payments that exceeds the proposed limit. If this proposed rule is finalized as proposed, should a State
submit a SPA that proposes a targeted Medicaid practitioner or provider payment that exceed the
proposed limits after the effective date of the final rule, CMS would advise the State via formal written
communication during the SPA review process to amend their payment methodology to adhere to the
applicable payment limit. Should the State submit a SPA that does not amend its payment methodology,
CMS would document that in a Request for Additional Information (RAI) and if the State continued to
not adhere to the payment limit, then CMS would proceed to disapprove this SPA for non-compliance
with the payment limit.

Final Observations

This is a complex proposal. While many changes are aimed at state Medicaid programs, providers -
hospitals, physicians and others, are sure to be impacted.

To truly understand the changes being proposed, all impacted need to review the proposal and not rely
entirely on this brief summary.
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