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July 20, 2026 

Dr. Mehmet Oz, Administrator 

Centers for Medicare & Medicaid Services 

U.S. Department of Health and Human Services  

Attention: CMS-2449-P 

7500 Security Boulevard 

Baltimore, MD 21244 

 

Re: CMS-2449-P – Medicaid Program; Medicaid Managed Care State Directed Payments and 

Medicaid Fee-for-Service Targeted Medicaid Practitioner Payments 

 

Dear Administrator Oz: 

On behalf of Iowa's 121 hospitals, the Iowa Hospital Association (IHA) appreciates the opportunity to 

provide comments on the Centers for Medicare & Medicaid Services' (CMS) proposed rule addressing 

Medicaid Managed Care State Directed Payments (SDPs) and Medicaid Fee-for-Service Targeted 

Medicaid Practitioner Payments. 

Medicaid is an essential component of Iowa's healthcare system and serves as a critical source of 

health coverage for more than 700,000 Iowans, which is 22 percent of the state’s population. The 

program provides coverage for children, pregnant women, individuals with disabilities, low-income 

adults, and older Iowans who rely on Medicaid for access to medically necessary services. Because 

approximately 95 percent of Iowa Medicaid beneficiaries receive coverage through managed care 

arrangements, the policies governing Medicaid managed care payments have a direct and significant 

impact on the availability of healthcare services throughout the state. 

Iowa hospitals play a central role in ensuring that Medicaid beneficiaries have access to care. Hospitals 

provide inpatient and outpatient services, emergency care, labor & delivery services, behavioral health 

treatment, pediatric services, trauma care, and specialty care in communities across Iowa. Many 

hospitals serve as the sole source of healthcare services within their regions, particularly in rural and 

medically underserved areas where provider shortages and financial pressures continue to grow. 

For these hospitals, Medicaid reimbursement is not simply a payer, it is a fundamental component of 

maintaining access to care. SDPs approved by CMS have become an important tool for helping states 

address longstanding gaps between Medicaid reimbursement and the actual cost of providing care. 

These payments support provider participation, strengthen managed care networks, improve access 

and quality of care for beneficiaries, and help preserve essential services in communities that might 

otherwise face reductions in healthcare capacity. 

While we support CMS's goals of transparency, accountability, and program integrity, we are 

concerned that several aspects of the proposed rule extend well beyond what Congress contemplated 



in Section 71116 of H.R. 1 and would have significant unintended consequences for providers, 

beneficiaries, and state Medicaid programs. 

Accordingly, IHA respectfully urges CMS to: 

1. Maintain consistency with longstanding Upper Payment Limit (UPL) aggregate methodologies 

for calculating Medicare-equivalent payment limits under managed care; 

2. Implement the SDP phase-down consistent with the statute by reducing payment rates by 10 

percentage points annually, not reduce total annual payment amount by 10 percent, and 

implement the phase-down at the program level rather than on a service-by-service basis, 

consistent with both the language and intent of Congress; 

3. Preserve separate payment terms that promote transparency, accountability, and payment 

accuracy through the phasedown period and beyond; 

4. Maintain flexibility for states to utilize targeted provider classes and uniform increase 

methodologies; and 

5. Limit implementation of Section 71116 to those changes expressly required by statute. 

At its core, Section 71116 establishes new limits on certain Medicaid managed care directed payments. 

Congress identified specific payment categories and established a framework for reducing payment 

levels over time. Importantly, however, Congress did not direct CMS to fundamentally redesign the 

SDP program, eliminate longstanding payment methodologies, prohibit uniform increases, redefine 

provider classes, or impose broad new operational requirements on states, managed care 

organizations, and providers. 

The distinction is significant. Congress chose to place limits on payment amounts while preserving the 

existing structure of the SDP program. Nothing in Section 71116 suggests an intent to abandon the 

framework that states and CMS have spent years developing and refining. Nor does the statute indicate 

that Congress intended to restrict states' ability to design directed payments that address unique 

access challenges, support vulnerable providers, or advance quality and delivery-system goals. 

Yet the proposed rule would do far more than implement the statutory payment limits. CMS proposes to 

expand the application of Medicare-equivalent payment caps beyond the provider categories expressly 

identified by Congress, require detailed service-level and provider-specific payment calculations, 

restrict the use of longstanding uniform increase methodologies, impose new reporting and validation 

requirements, and alter existing payment structures that have already been reviewed and approved 

through established federal oversight processes. 

Taken together, these proposals represent substantial policy changes that are independent of, and 

unnecessary to, the implementation of Section 71116. They would significantly increase administrative 

complexity for states, managed care organizations, hospitals, actuaries, and vendors while reducing the 

flexibility that states currently rely upon to address local healthcare needs and preserve beneficiary 

access to care. 

The financial implications of these proposals are also considerable. Iowa hospitals are already 

preparing for significant funding reductions associated with the statutory SDP changes enacted by 

Congress. Layering additional regulatory restrictions on top of those reductions will magnify the impact 



on providers and the communities they serve. Hospitals operating on narrow margins will face difficult 

decisions regarding service lines, workforce investments, facility improvements, and access points that 

are often critical to the health of rural and underserved populations. 

Most importantly, the consequences of these reductions will not be borne solely by providers. They will 

ultimately affect Medicaid beneficiaries who depend on hospitals for emergency services, behavioral 

healthcare, obstetrical services, pediatric care, trauma treatment, and other essential healthcare 

services. Policies that substantially reduce funding without a corresponding demonstration of program 

integrity benefits risk undermining access to care, weakening provider networks, and frustrating the 

broader objectives of the Medicaid program. 

For these reasons, IHA respectfully urges CMS to focus this rulemaking on the faithful implementation 

of Section 71116 as enacted by Congress and to avoid adopting broader policy changes that Congress 

neither required nor authorized. Iowa's experience demonstrates that SDP programs can successfully 

advance access, accountability, transparency, and quality while operating within an existing framework 

that already includes substantial federal oversight and program integrity safeguards. 

Background on Iowa's SDP Program 

Iowa hospitals are an essential component of the state's healthcare infrastructure, serving millions of 

residents in communities across the state. Medicaid SDPs are an essential source of hospital funding. 

Iowa's SDP program incorporates extensive safeguards and oversight mechanisms that ensure 

compliance with federal requirements and demonstrate that directed payment programs can operate 

responsibly, transparently, and effectively. 

SDPs are not merely financing mechanisms for hospitals. They are vital tools that help ensure Medicaid 

beneficiaries maintain access to inpatient, outpatient, emergency, behavioral health, obstetrical, 

pediatric, trauma, safety-net, and specialty care services. Hospitals that rely most heavily on these 

payments disproportionately serve rural communities, economically distressed regions, and patients 

with high Medicaid utilization. As a result, policies that significantly reduce SDP funding will directly 

affect beneficiary access, provider network adequacy, and hospitals' ability to sustain essential 

services. 

Iowa's SDP program was established to strengthen Medicaid reimbursement and improve access and 

quality while maintaining transparency and strict regulatory compliance. The program operates under 

substantial CMS oversight, including actuarial review, financing analysis, quality metric evaluation, and 

approval through the Section 438 preprint process. These safeguards demonstrate that robust 

accountability and program integrity already exist under the current regulatory framework. 

Iowa's SDP Program Advances Access, Quality, Accountability, and Efficiency 

Iowa's SDP program supports access to care for Medicaid managed care beneficiaries while advancing 

quality-improvement goals that align with both state and federal priorities. The program is not designed 

to generate excess reimbursement or provider windfalls. Instead, it helps address longstanding gaps 

between Medicaid payments and the actual cost of delivering care, enabling hospitals to maintain 

critical services throughout Iowa. 

SDP funding helps hospitals sustain essential services that are often financially challenging to maintain 

under Medicaid reimbursement alone. This is particularly true for providers serving communities with 

high Medicaid enrollment and significant economic challenges.  



Without SDP support, many hospitals would face increased financial strain, threatening access to care 

for vulnerable populations, and exacerbating existing health disparities. 

Iowa's experience demonstrates that directed payments can simultaneously advance access, 

accountability, and quality. The state's SDP framework incorporates quality metrics, actuarial review, 

federal oversight, and transparency requirements to ensure payments support measurable program 

objectives. Rather than illustrating weaknesses in the SDP model, Iowa's program demonstrates how 

states can responsibly use directed payments to strengthen provider networks, improve beneficiary 

access, support quality initiatives, and promote financial stability within Medicaid managed care. 

These outcomes are fully consistent with CMS's broader goals of improving network adequacy, 

improving quality, strengthening access to care, and ensuring the availability of essential healthcare 

services. 

Federal Medicaid law requires payment methodologies that support adequate provider participation and 

beneficiary access. Policies that substantially reduce reimbursement without demonstrating 

corresponding program integrity benefits risk undermining these statutory objectives. 

CMS Has Not Demonstrated That Existing SDP Oversight Is Insufficient 

CMS justifies many of the proposed changes based on concerns regarding program integrity, excessive 

payment levels, and oversight. However, the agency provides little evidence that the existing oversight 

framework is inadequate, or that additional restrictions are necessary. 

States already submit extensive documentation to CMS annually, including SDP preprints, actuarial 

certifications, average commercial rate (ACR) analyses, financing documentation, quality measures, 

and supporting materials. CMS routinely exercises authority to approve, modify, condition, or deny SDP 

proposals based on these submissions. 

Iowa's program demonstrates that SDP programs can operate transparently, support beneficiary 

access, and comply with existing federal requirements. Before imposing significant new administrative 

burdens and restrictions, CMS should identify specific deficiencies in the current framework and explain 

why existing oversight authorities are insufficient to address them. 

Calculating Specified Total Published Medicare Payment Rates at the Service Level 

CMS proposes to apply Medicare-equivalent payment limits at the individual service or discharge level 

rather than in the aggregate. This approach represents a significant departure from longstanding 

Medicaid financing methodologies and introduces substantial operational challenges. 

Medicaid claims do not align neatly with Medicare reimbursement methodologies. Repricing claims to 

Medicare payment levels would require complex system modifications and substantial administrative 

investments by states, managed care organizations, providers, actuaries, consultants, and technology 

vendors. An example of misalignment between Medicaid and Medicare reimbursement is the significant 

differences in the patient service mix such as labor & delivery and neonatal intensive care services. 

Medicare service-level payment rates do not align to the Medicaid patient service mix and therefore 

states typically need to make some targeted payment adjustments to align payments to the patient 

population differences. 

A service-level approach reduces state flexibility to target payments toward areas of greatest need and 

could result in underpayment for services delivered to Medicaid populations. And because the 



approach limits individual providers to their gap between Medicaid and Medicare pricing, the distribution 

of the program’s benefit could have little correlation with the scale of Medicaid utilization across 
providers; high Medicaid providers could receive lower benefits than low Medicaid providers. 

Furthermore, the proposal threatens to undermine state innovation and value-based payment 

initiatives. By tethering payment limits to individual Medicare service rates, CMS would discourage 

models that bundle services, support care coordination, or provide wraparound services not reflected in 

traditional Medicare payment methodologies. These are precisely the types of innovations that have 

shown promise in improving outcomes and controlling costs for Medicaid's most complex populations. 

For Iowa’s 82 critical access hospitals, CMS’ proposed approach would apply the Medicare payment 
limit at the service or discharge level, which is reimbursed by Medicare on a cost basis with payment 

reconciled retrospectively and, in the aggregate, using Medicare cost report data. Requiring these 

hospitals to derive a per-service or per-discharge limit from the most recent complete cost report is 

particularly burdensome and would risk codifying a limit below Medicare rates for such hospital 

services. CMS itself noted that states would need extensive guidance to attempt to accomplish what is 

proposed under this rule.  

For this reason, CMS should preserve the longstanding approach of allowing states to calculate 

Medicare-equivalent payment limits in the aggregate, consistent with Medicaid fee-for-service 

UPL methodologies. Allowing aggregate payment limit calculations would better account for 

differences between Medicare and Medicaid populations, enabling states to ensure payment 

policies accurately reflect the unique service needs, utilization patterns, and provider costs 

associated with serving Medicaid beneficiaries. 

Services Without a Medicare Equivalent Should Not Be Limited to State Base Rates.   

CMS’ proposal to default to base Medicaid rates, without including supplemental payments, is 
inconsistent with its recognition that the payment to the total Medicare published rate includes payment 

adjustments under Medicare.     

For services without a true Medicare equivalent, CMS should not default to Medicaid state plan rates, 

which often reflect historical budget constraints rather than the cost of furnishing care or the payment 

levels needed to maintain access. CMS should instead allow states to use reasonable, documented 

alternative benchmarks, including supplemental payments, cost-based methodologies, ACR-based 

demonstrations, or state-developed methodologies subject to CMS review. This is particularly important 

for pediatric, behavioral health, obstetric, and other services for which Medicare is an incomplete or 

inappropriate comparator. 

Separate Payment Terms and Retroactive Adjustments 

Iowa currently utilizes separate payment terms and relies on retroactive adjustments for inpatient and 

outpatient hospital SDPs. We appreciate CMS's decision to permit their continued use during the SDP 

phase-down period. 

However, we remain concerned that CMS intends to eliminate separate payment terms and retroactive 

adjustments more broadly under the 2024 final rule. Iowa's experience demonstrates that separate 

payment arrangements improve transparency, accountability, and payment accuracy. They enable both 

hospitals and the state to verify that managed care organizations make required payments accurately 

and on time. Retroactive adjustments allow for updates based on more recent enrollment data and 



utilization trends to ensure that the program continues to operate appropriately as Medicaid enrollees 

access services throughout the rating period.   

Contrary to concerns about program integrity, separate payment terms and retroactive adjustments 

strengthen oversight. Embedding these payments within claims or capitation rates would make 

payment verification more difficult, reduce transparency, and increase administrative complexity without 

improving accountability. Eliminating retroactive adjustments would deprive states of an important 

mechanism for ensuring payment accuracy and program integrity, as it would limit their ability to 

account for actual enrollment, utilization, and other factors that become known only after the rating 

period begins.  

CMS should preserve separate payment terms and retroactive adjustments for hospital SDPs 

beyond any grandfathering period. 

Phase-Down of Grandfathered SDPs 

Congress directed that grandfathered SDPs be reduced by 10 percentage points annually until they 

reach the applicable Medicare-equivalent payment limit. 

CMS proposes instead to apply annual reductions equal to 10 percent of the original approved payment 

amount, using that figure as a fixed dollar reduction until statutory limits are reached. This interpretation 

produces significantly larger and more accelerated cuts than Congress intended. 

By tying reductions to an original dollar value rather than reducing the payment percentage relative to 

Medicare, CMS would create steeper funding declines and shorten the transition period available to 

hospitals. 

IHA urges CMS to implement the phase-down as a reduction in payment levels relative to Medicare, for 

example, from 200 percent of Medicare to 190 percent, then 180 percent, and so forth. This approach 

reflects Congress's use of "percentage points" and provides a more orderly and predictable transition. 

Uniform Increase SDPs Should Be Preserved 

Iowa's SDP program relies heavily on uniform increase methodologies that have been reviewed and 

approved by CMS and have successfully advanced Medicaid access and quality objectives. 

The proposal to eliminate these arrangements is unwarranted. 

Uniform increase SDPs provide states with an efficient and transparent mechanism for supporting 

providers that serve high Medicaid populations, rural communities, and economically distressed areas. 

Folding these payments into increasingly complex capitation methodologies risks reducing 

transparency and limiting states' ability to target resources where they are needed most. 

CMS should preserve the flexibility for states to continue utilizing uniform increase SDPs. 

Concerns Regarding Provider Classes 

IHA recognizes CMS's concern that some provider classes may be defined too narrowly and may not 

serve a legitimate Medicaid policy purpose. 

However, any reforms should preserve states' ability to establish targeted provider classes that 

advance valid Medicaid objectives, including supporting rural hospitals, safety-net providers, providers 

serving communities with high Medicaid utilization, and regions facing documented access challenges. 



CMS Is Applying Broader Cuts Than Congress Directed 

IHA remains deeply concerned that the proposed rule applies payment limitations and associated policy 

changes more broadly than Congress intended. 

CMS proposes to: 

• Extend Medicare-equivalent payment limits to SDP arrangements beyond those expressly 

identified in statute; 

• Apply Medicare-based limits to certain Medicaid fee-for-service practitioner payments; 

• Eliminate uniform increase SDPs; 

• Impose new reporting, validation, and compliance requirements that create significant 

administrative burden. 

These expansions substantially exceed what is necessary to implement Section 71116 and will result in 

deeper and more widespread payment reductions than Congress contemplated. 

CMS should realign the final rule with the statutory framework and limit its actions to changes expressly 

required by Congress. 

Conclusion 

Iowa hospitals support CMS's goals of accountability, transparency, and program integrity. However, 

the proposed SDP changes would significantly reduce Medicaid funding, impose substantial new 

administrative burdens, and extend well beyond the changes Congress enacted in Section 71116 of 

H.R. 1. 

Hospitals are already preparing for significant funding reductions resulting from H.R. 1. CMS should not 

compound those impacts by adopting additional policy changes that Congress neither required nor 

contemplated. Such actions will inevitably force hospitals to reduce services, delay capital investments, 

defer workforce initiatives, and reevaluate access points that are already financially vulnerable. These 

consequences will be felt first by Medicaid beneficiaries and the rural and underserved communities 

this program is intended to serve. 

Accordingly, IHA respectfully urges CMS to: 

• Reject service-by-service Medicare-equivalent payment calculations; 

• Retain provider-class-based compliance methodologies; 

• Implement the statutory phase-down using annual reductions of 10 percentage points; 

• Preserve flexibility for targeted provider classes and uniform increase SDPs; 

• Maintain separate payment terms for hospital SDPs; 

• Delay implementation of any new payment-limit methodologies to allow for adequate operational 

transition; and 

• Refrain from extending Medicare equivalent payment caps including to targeted practitioner 

payments. 



At a minimum, CMS should finalize only those changes necessary to implement Section 71116 of H.R. 

1, withdraw proposals that expand Medicare-equivalent payment limits beyond the categories identified 

by Congress, preserve provider-class and uniform increase methodologies, and establish a prospective 

transition period that avoids unnecessary disruption for states, managed care organizations, hospitals, 

and Medicaid managed care beneficiaries. 

IHA respectfully urges CMS to faithfully implement Section 71116 as enacted while preserving the 

flexibility states need to maintain adequate networks, and beneficiary access to care. Iowa's experience 

demonstrates that these objectives can be achieved without the additional restrictions proposed in this 

rule. 

Sincerely, 

 

Chris Mitchell 

President/CEO 

Iowa Hospital Association 

 

 


