[OWA HOSPITAL
ASSOCIATION.

September 21, 2026

Dr. Mehmet Oz, Administrator

Centers for Medicare & Medicaid Services

U.S. Department of Health and Human Services
Attention: CMS-2452-P

P.O. Box 8010

Baltimore, MD 21244-8010

Re: CMS-2452-P; Medicaid Program: Indirect Hold Harmless Threshold of Health Care-
Related Taxes

Dear Administrator Oz:

On behalf of lowa’s 123 hospitals, the lowa Hospital Association (IHA) appreciates the opportunity
to comment on Amending the Indirect Hold Harmless Threshold of Health Care-Related Taxes
Proposed Rule, which would implement Section 71115 of the Working Families Tax Cut Act
(WFTCA) legislation, Public Law 119-21.

lowa’s hospitals recognize that Congress established new state- and provider-class-specific
indirect hold harmless thresholds and, for expansion states, a phased reduction in the maximum
permissible threshold beginning in federal fiscal year (FFY) 2028. IHA does not ask CMS to
disregard those statutory requirements. Rather, we urge CMS to distinguish between the statutory
changes Congress expressly mandated and the additional policy decisions reflected in the
agency'’s proposed implementation.

The proposed rule would layer new measurement and reporting requirements onto the statutory
changes, eliminate a longstanding regulatory compliance pathway, impose substantial
retrospective compliance risk, and adopt other policy changes that are not necessary to
implement Section 71115. Collectively, these discretionary provisions would impose significant
administrative burden and uncertainty for states and providers without a clear corresponding
program-integrity benefit. They also risk compounding the significant financing reductions
Congress already enacted, as well as the separate reductions facing lowa hospitals under CMS’s
proposed Medicaid State Directed Payment rule, CMS-2449-P, on which IHA previously
submitted comments.

Background on lowa’s Hospital Assessment and Medicaid Financing Structure

Healthcare-related taxes are one of the principal mechanisms states use to finance the non-
federal share of Medicaid expenditures, subject to the requirements of section 1903(w) of the
Social Security Act: a permissible tax must be imposed on a permissible class of healthcare items
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or services, be broad-based, be uniform, and not constitute a hold harmless arrangement. Since
1992, the indirect hold harmless threshold has generally permitted a state to collect healthcare-
related tax revenue up to six percent of net patient revenue (NPR) attributable to the taxed class
without triggering a reduction in federal Medicaid matching funds.

lowa’s private acute care and critical access hospital assessment is currently structured in
accordance with the existing six percent indirect hold harmless framework. lowa Medicaid relies
on hospital assessments to finance the non-federal share of the hospital State Directed Payments
(SDPs), which are essential to preserving Medicaid beneficiaries’ access to emergency, obstetric,
trauma, behavioral health, and other essential services while supporting hospital financial
sustainability. Consequently, reducing the indirect hold harmless threshold would have effects
extending well beyond the assessment itself. Such a change would jeopardize a key source of
Medicaid financing and further strain hospitals’ ability to maintain access to care in communities
across lowa. The practical consequence of these financing changes is not confined to Medicaid
budgets or hospital balance sheets. When resources available to support care delivery are
reduced, patients and communities may experience diminished access to essential services,
particularly in rural areas where hospitals often serve as the primary source of healthcare.

SDPs, funded through provider taxes, are an indispensable component of hospital funding,
especially for providers serving rural, underserved, and economically vulnerable populations.
These payments are not merely a hospital financing mechanism; they are a critical tool that
enables lowa Medicaid to maintain beneficiary access to comprehensive services. Insufficient
Medicaid funding threatens hospitals’ ability to sustain services and, in some communities,
undermines their long-term financial viability, affecting access to care for the entire community.
Accordingly, policies that constrain provider taxes and significantly reduce SDP funding will
directly affect beneficiary access to care, network adequacy, and the ability of providers to
maintain essential healthcare services.

CMS Should Preserve Prospective Compliance Methodologies and Protect Good-Faith
Reliance on Prospective and Interim Thresholds

IHA urges CMS to preserve a prospective approach to determining compliance with the indirect
hold harmless threshold. States should be permitted to calculate applicable NPR using the best
information reasonably available at the time an assessment is established, including reasonable
and consistently applied projections of historical data. This approach allows states to determine
compliance before taxes are imposed and collected and reflects CMS's longstanding
administration of the indirect hold harmless test.

Nothing in Section 71115 requires CMS to abandon this established framework. While the statute
creates new state- and class-specific thresholds, it does not require compliance to be evaluated
based on retrospective recalculations using subsequently finalized NPR data. Instead, CMS can
continue evaluating whether a state's methodology and assumptions were reasonable based on
the information available when the assessment was established while upholding the directives in
the WFTCA.

CMS's proposal already recognizes the necessity of prospective estimation by relying on
estimated, projected, and extrapolated data to establish interim thresholds when final NPR
information is unavailable. States that reasonably rely on those prospective calculations, or on
CMS-established interim thresholds, should not later be found noncompliant solely because
finalized data results in modest threshold changes. Without that assurance, states may be forced
to under-collect taxes simply to guard against future data revisions, unnecessarily reducing
Medicaid financing without advancing program integrity. Those reductions would have real-world



consequences for the services Medicaid programs can support and for the hospitals that rely on
those resources to maintain access to care for patients in their communities.

Accordingly, CMS should allow states to demonstrate compliance prospectively using reasonable
methodologies and the best available data, subject to CMS review for reasonableness. At a
minimum, CMS should establish a reasonable-reliance safe harbor so that immaterial differences
resulting from later data revisions do not retroactively render an otherwise compliant tax
impermissible.

CMS Should Adopt a Materiality Standard and Proportionate Consequences for
Inadvertent Excess Collections

If CMS determines that retrospective reconciliation is necessary and identifies an overcollection,
it should adopt a materiality standard and proportionate consequences for inadvertent excess
collections. Minor variances are inevitable when compliance is based on prospective estimates
of NPR and tax collections, particularly given the timing of cost-report settlements, revisions, and
other data updates. Treating every immaterial overcollection as a violation would be inconsistent
with CMS's historical reliance on prospective methodologies and would discourage states from
administering taxes near the allowable threshold. Instead, where a state has acted in good faith
and relied on a reasonable methodology or CMS-approved interim threshold, CMS should
distinguish between material and immaterial variances and tailor any corrective action
accordingly. For example, immaterial overcollections could be addressed through prospective
assessment adjustments or other reasonable remediation mechanisms, while more significant
deviations could warrant additional review. Such an approach would preserve program integrity
while recognizing the practical realities of administering provider taxes under a prospective
framework. It would also help ensure that technical or immaterial variances do not trigger
consequences that ultimately reduce funding for patient care and essential healthcare services in
lowa communities.

CMS Should Permit State Fiscal-Year Administration or Provide an Equivalent Safe Harbor

The proposed rule would calculate a state's indirect hold harmless threshold using data from the
state fiscal year (SFY) that includes July 4, 2025, but would then monitor and enforce compliance
with that threshold, including every step of the expansion-state phase-down, strictly on a FFY
basis beginning October 1, 2026. CMS acknowledges that most expansion states, including lowa,
have a SFY that does not align with the FFY. lowa's fiscal year runs from July 1 through June 30,
three months out of step with the October 1 start of the FFY. Because the phase-down thresholds
change every October 1 from FFY 2028 through FFY 2032, this misalignment is not a one-time
transition cost; it recurs mid-year, every year, for the life of the phase-down, requiring lowa to
administer a threshold that changes partway through its own fiscal year, budget cycle, and
provider tax assessment period in each of five consecutive years. CMS recognizes elsewhere in
the proposed rule that state fiscal-year administration may remain appropriate once the applicable
threshold is established, underscoring the unnecessary complexity of requiring states to shift to
an FFY-based framework solely for the years in which the phase-down is occurring.

The statutory language also supports greater state fiscal-year flexibility. Section 71115 applies
the new threshold to “fiscal years beginning on or after October 1, 2026, rather than simply
providing that the new threshold takes effect on October 1, 2026. Moreover, Congress amended
a statutory provision implemented through regulations that historically have evaluated compliance
with the indirect hold harmless threshold on a SFY-year basis. At minimum, that statutory and
regulatory history supports allowing states to implement the new limits through an administrable
methodology aligned with their existing tax cycles.



CMS's own preamble illustrates how burdensome this mismatch would be in practice. To stay
within a threshold that shifts mid-SFY, CMS suggests that a state would need either to assess its
provider tax at two different rates within a single fiscal year, or to pro-rate a full year of NPR
between the pre- and post-October 1 periods using an assumed even distribution of revenue that
CMS itself acknowledges may not reflect how revenue is actually earned throughout the year.
CMS is still soliciting comment on how states should operationalize this exercise, which means
the proposed rule would obligate lowa to solve, on a recurring annual basis, an implementation
problem CMS has not yet solved itself.

This outcome cuts directly against CMS’s stated goals of consistency, administrative simplicity,
and reduced risk of error. CMS itself recognizes that an FFY interpretation can create operational
difficulty where a state administers its tax on a different fiscal-year cycle, and the preamble solicits
comment on how states should implement the required phase-down in those circumstances.

IHA urges CMS to permit states to administer and demonstrate compliance with the applicable
threshold on a SFY basis where the state’s assessment, budgeting, and financial reporting
operate on that cycle. For lowa, CMS should permit a SFY-based methodology that translates
the applicable federal phase-down into the July 1—-June 30 assessment cycle without requiring a
mid-year tax-rate change and without accelerating the statutory phase-down relative to the
otherwise applicable federal schedule. Alternatively, CMS should provide an equivalent safe
harbor that achieves the same administrative certainty while preserving the timing and magnitude
of the reductions Congress enacted.

If CMS concludes that the statute requires FFY measurement, the final rule should at minimum
establish a safe harbor allowing a state to use a reasonable, consistently applied allocation
methodology without reconstructing actual quarterly NPR. CMS should expressly permit
proportionate allocation of annual or cost-report-based NPR across the relevant FFYs, similar to
reconciliation approaches used elsewhere in Medicaid, and should protect states from adverse
findings based solely on reasonable differences between allocated and subsequently finalized
data.

CMS Should Minimize New Reporting Burdens and Should Not Use Tax Reporting to Delay
Unrelated Medicaid Payments

CMS proposes substantial one-time and ongoing reporting. States would submit interim tax and
NPR information by December 31, 2026; final actual data by June 30, 2028; and ongoing quarterly
class-specific information through the CMS-64 process. IHA does not object to reporting that is
reasonably necessary for CMS to implement section 71115. But reporting requirements must be
designed around data that states and providers can actually produce consistently. IHA is
concerned that the reporting requirements, as proposed, will create an unnecessary burden on
states and providers and put provider payments at greater risk due to procedural challenges faced
by both states and CMS.

The practical difficulty is particularly acute for NPR. CMS contemplates use of hospital cost reports
or other uniform sources, but hospital cost-report periods do not necessarily correspond to lowa’s
SFY, the FFY, calendar quarters, or one another. Cost reports also may be settled or reopened
after the reporting period. Requiring quarterly “actual” NPR therefore risks creating a level of
precision the underlying accounting systems cannot produce on that schedule.

CMS should expressly permit states to rely on established annual financial sources and use
reasonable, consistently applied allocation or proration methodologies to translate those data into
the required reporting periods. The Medicaid Disproportionate Share Hospital audit process,
which accommodates allocation of cost-report information across reporting periods, provides one



useful precedent. CMS should avoid requiring hospitals to develop new quarterly financial-
accounting systems solely for provider-tax reporting when standardized annual or cost-report
information is more reliable.

CMS also should issue the reporting template, data definitions, permissible allocation
methodologies, and technical instructions sufficiently in advance of enforcement. States should
not face adverse consequences for failing to satisfy requirements that cannot be implemented
consistently until CMS specifies how the required data are to be produced.

CMS should expressly state that quarterly tax collection and NPR reporting will not be used to
evaluate compliance with the indirect hold harmless threshold on a quarterly basis. As the hold
harmless test is an annual calculation, quarterly data may present a distorted picture of
compliance. Tax collections during a particular quarter may include late payments attributable to
prior periods, accelerated collections, reconciliations, or other timing-related variations that do not
correspond to the NPR reported for the same quarter. As a result, comparing quarterly collections
to quarterly NPR can create a misleading and non-comparable analysis and could incorrectly
suggest noncompliance where none exists. CMS should clarify that quarterly reporting is solely a
monitoring tool, and that hold harmless compliance will be assessed based on the appropriate
annual methodology.

Furthermore, CMS should not use reporting compliance as leverage over unrelated Medicaid
payment proposals. The proposed rule indicates that CMS may delay or withhold approval of
state payment proposals, including supplemental and SDPs, when required provider-tax
information has not been submitted. Hospitals should not lose timely access to otherwise lawful
Medicaid payments because of a separate reporting dispute that does not establish the underlying
tax exceeds its threshold. Delays in these payments are not simply administrative matters; they
can affect hospitals’ ability to sustain services that patients rely on, particularly in rural and
underserved communities where financial margins are already strained. Any consequence should
be proportionate and tied to the specific missing information or tax at issue.

Finally, IHA asks CMS to consider delaying the initial data submission, proposed to be due on
Dec. 31, 2026. Delaying the interim reporting deadline would give CMS the opportunity to
deliberate the comments received, finalize the rule and develop and promulgate the detailed
guidance necessary for states and providers to submit accurate and complete data.

CMS Should Not Use Section 71115 to Newly Restrict Taxes on Health Insurers Beyond
What Congress Directed

CMS proposes to establish "services of health insurers," other than services of managed care
organizations, as a new permissible class of healthcare items or services and to subject taxes
imposed on that class to the provider tax requirements, including the new state- and class-specific
thresholds, expansion-state phase-down, and reporting obligations.

Section 71115 did not direct CMS to create a new permissible class or to newly subject health
insurer taxes to these restrictions. Indeed, CMS acknowledges that Congress did not amend the
statutory provision authorizing the Secretary to identify additional classes. Whatever authority
CMS may possess under that separate provision, creation of a new class is a discretionary policy
choice rather than a requirement of Section 71115.

The proposal also appears to extend beyond the purpose of Section 71115. Congress enacted
Section 71115 to strengthen oversight and integrity of Medicaid financing arrangements that rely
on healthcare-related taxes. However, many taxes and assessments imposed on insurers support
activities unrelated to Medicaid financing, including insurance regulation, Marketplace operations,



consumer assistance programs, and other state health policy initiatives. Subjecting those taxes
to Medicaid provider tax restrictions solely because CMS elects to place insurers within a newly
created permissible class would expand the reach of Section 71115 well beyond taxes that
finance Medicaid expenditures. As a result, the proposal could unnecessarily constrain legitimate
state revenue sources without advancing Medicaid program integrity or addressing the financing
arrangements that were the focus of the statute.

IHA therefore urges CMS not to finalize the new permissible class as part of this rule. At a
minimum, CMS should narrow the provision so that taxes unrelated to Medicaid financing are
excluded from the Section 71115 restrictions and provide substantially greater clarity regarding
which insurers, revenues, and assessments would fall within the new class.

CMS Should Preserve a Workable, Historically Consistent Definition of Net Patient
Revenue

CMS proposes to define “Net Patient Revenue” as revenues received by the taxpayer attributable
to the assessed permissible class of healthcare items or services, regardless of payer source.
CMS further explains that revenues unrelated to the service being assessed may not be included.
Although CMS characterizes this approach as consistent with its longstanding interpretation, the
proposed rule supplies considerably more detail concerning the calculation of NPR than states
and providers have historically had available.

IHA supports greater clarity regarding the calculation of NPR, but the final rule should ensure that
the methodology is consistent with established hospital financial reporting and Medicare cost-
reporting principles. The proposed rule appears to contemplate reliance on Medicare cost reports
and other standardized financial information while also suggesting that patient revenue owed but
not collected should be excluded from NPR. To the extent that this treatment differs from generally
accepted accounting principles or the manner in which patient revenue is reported on Medicare
cost reports, hospitals should not be required to develop a separate set of financial calculations
solely for purposes of the indirect hold harmless test.

CMS should therefore clarify that states may rely on standardized Medicare cost-report and other
established financial data and that hospitals and other providers will not be required to recalculate
NPR using accounting conventions that are inconsistent with those underlying data sources.
Where adjustments are necessary to apply the statutory permissible-class requirements, CMS
should provide clear, nationally consistent instructions regarding those adjustments rather than
requiring individual states or providers to develop separate methodologies.

Accordingly, CMS should issue national guidance identifying acceptable NPR data sources,
accounting conventions, and allocation methodologies and should permit states to continue using
reasonable methodologies that are consistent with established financial and cost-reporting
principles. Any substantive change from previously accepted methodology should apply
prospectively and only after states and providers have received sufficient guidance and a
reasonable implementation period.

Congress enacted substantial reductions in the Medicaid financing capacity available to
expansion states through Section 71115. lowa hospitals recognize those statutory changes and
do not ask CMS to rewrite the thresholds or phase-down Congress selected. But Congress’s
decision to reduce provider-tax financing does not require CMS to magnify those reductions
through additional restrictions, compliance risks, and administrative burdens that are the product
of agency discretion.

That distinction is especially important in lowa. Provider-tax revenue supports an interconnected



Medicaid financing structure that helps fund coverage for Medicaid beneficiaries and payments
necessary to maintain hospital access. At the same time that lowa’s available provider-tax
financing will decline, hospitals face significant reductions and structural changes under CMS’s
separate proposed SDP rule. The cumulative effect matters to patients even if those policies
appear in separate regulations.

IHA therefore respectfully urges CMS to implement Section 71115 in a manner that is consistent
with both the text and intent of the statute while preserving every reasonable area of state
flexibility.

While many of the issues addressed in this letter are technical in nature, their impact extends far
beyond state Medicaid agencies and hospital finance offices. The financing structures affected
by this rule help support access to emergency services, behavioral health care, obstetrical care,
trauma services, and other essential healthcare services for Medicaid beneficiaries and
communities across lowa.

As CMS finalizes this rule, we urge the agency to consider not only the administrative
consequences of its implementation decisions, but also their effect on patient access to care and
the long-term sustainability of the healthcare delivery system on which lowa communities depend.
The decisions made through this rule will ultimately be measured not by their effect on financing
formulas or reporting requirements, but by their impact on the ability of patients to access the care
they need close to home.

IHA appreciates CMS’s consideration of these comments and urges the agency to adopt an
implementation framework that protects program integrity while allowing lowa to sustain Medicaid
coverage and beneficiary access to essential hospital services.

Sincerely,

Chris Mitchell
President/CEO
lowa Hospital Association



