
The Arizona Medicaid Expansion Experience22



Goldwater Institute 1

As state policymakers consider expanding 
their Medicaid programs under the Patient 
Protection and Affordable Care Act (ACA), 
they should closely evaluate the experiences 
of other states. One of the arguments that 
convinced Arizona lawmakers in 2013 to 
expand the program was that employers and 
employees were paying a “hidden healthcare 
tax.” 

According to this theory, when hospitals treat 
the uninsured, they pass along the unpaid 
treatment costs to private payers, leaving 
employers and employees with higher health 
insurance premiums. 

Arizona lawmakers passed Medicaid 
expansion based largely on the claim that 
more people receiving health insurance 
under Medicaid would mean fewer uninsured 
seeking treatment, and therefore a dip in 
unpaid bills passed along to private payers in 
the form of higher insurance premiums. 

However, ACA Medicaid expansion has had 
unintended consequences. Our analysis using 
2007-2016 data from the Healthcare Cost and 
Utilization Project, the American Hospital 
Association Annual Survey Database, and the 
Centers for Medicare and Medicaid Services’ 
Healthcare Cost Report Information System 
suggests the following:

• Arizona’s Medicaid expansion did not
alleviate the so-called hidden healthcare
tax on the insured. Before Medicaid was
expanded, proponents in 2007 claimed
that the cost shifting to private payers
amounted to 14 percent above hospitals’
costs, and expansion was necessary to
alleviate that number. But our study
found that private payers paid 27 percent
above hospital costs in 2016—yes, three
years into the Medicaid expansion, the
proportion of cost shifting had actually
increased.

• Hospitals’ list prices for services increased
more for insured patients than for the
uninsured. Total charges for all payment
groups (public and private) went up, but
Medicaid charges in Arizona’s emergency
departments alone increased more than
300 percent.

The Arizona experience is a cautionary 
tale for lawmakers: A program should be 
evaluated based on outcomes, not intentions. 
Arizona’s expansion not only failed to deliver 
on its promise to alleviate supposed cost 
burdens on private payers, it exacerbated 
them.

The Arizona Medicaid Expansion Experience: 
Beware the Peddlers of Cost-Shifting Claims

Executive Summary
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Arizona is a state with a rich history of 
resisting federal encroachment on healthcare. 
Although Medicaid was established in 1965, 
Arizona waited until 1982 and was the last 
state to join the program when it established 
the Arizona Health Care Cost Containment 
System (AHCCCS), the state’s Medicaid 
department.2

The Medicaid program was established as a 
joint healthcare program operated and funded 
by the federal government and participating 
states. For every dollar the state spent in the 
administration and provision of healthcare 
services, the federal government would 
roughly match the state’s contribution. 

Arizona’s AHCCCS program originally covered 
acute care services to about 150,000 low-
income children, pregnant women, aged, 
blind, and disabled, but today’s program goes 
far beyond that.3 Of the 1.6 million Arizonans 
currently enrolled in the program, about one-
fifth are adults above the poverty level.4

Program history

Despite having 17 years of data and 
lessons from other states that participated 
in Medicaid, Arizona still encountered 
tremendous unanticipated costs. When in 
2000 the state opted to open its Medicaid 
rolls to childless adults with incomes up to 
100 percent of the federal poverty level, the 
expansion was supposed to be funded by 
money from the Arizona tobacco litigation 
settlement. But that fund was unable to meet 
the explosive growth in Medicaid spending 
that the state experienced. 

The legislature made up the difference from 
the general fund—which plunged the state 
into a “deepening budget crisis.”5  In 2005, for 
example, the cost of expanding the program 
exceeded the state’s expectations by almost 
one billion dollars.6 In response, the legislature 
passed a state law retaining coverage for 
current Medicaid recipients but suspending 
future enrollment for additional childless-
adult enrollees,7 a measure signed by then-
Governor Janet Napolitano and approved by 
the U.S. Department of Health and Human 
Services.

In 2010, the Patient Protection and Affordable 
Care Act (ACA), popularly known as 
Obamacare, increased federal eligibility for 
the Medicaid program from “medical services 
for four categories of the needy: the disabled, 
the blind, the elderly, and needy families with 
dependent children” to “the entire nonelderly 
population with income below 133 percent 
of the [ federal] poverty level.” For the newly 
eligible, the federal match rates were 100 
percent for calendar years 2014 to 2016, 
declining to 90 percent for calendar years 2020 
and beyond.8 Although participation in the 
federal Medicaid program had always been 
voluntary for states, the ACA imposed harsh 
penalties on states that chose not to expand 
Medicaid eligibility: They would lose all federal 
Medicaid funding.9 

Arizona, still recovering from its costly 
experiment with expansion, sought 
clarification from the federal government 
regarding its options. The Obama 
administration’s letter responding to then-
Governor Jan Brewer made clear that 
if Arizona did not expand its Medicaid 
enrollment to the full extent provided 

How Arizona Expanded Medicaid1
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under the ACA, the state would lose every 
dollar of federal Medicaid funds.10 That 
letter confirmed that Medicaid had been 
transformed from a voluntary federal-state 
partnership to a de facto mandate on the 
states since federal Medicaid funds comprised 
more than 20 percent of the average state’s 
budget.11 Arizona’s Gov. Brewer and 25 
other states challenged the ACA’s expansion 
mandate.

In 2012, the U.S Supreme Court ruled 7-2 that 
the federal government cannot force states to 
expand their Medicaid rolls to unprecedented 
levels. The ACA’s provisions force states to 
transform their Medicaid programs from “a 
program for the neediest among us” to “an 
element of a comprehensive national plan to 
provide universal health insurance coverage,” 
the court said, exceeded Congress’s power 
under the Spending Clause. Instead, states 
must remain free to choose whether or not to 
adopt Medicaid expansion.12

But the next year (and only two years after 
the state was forced to suspend future 

enrollment due to unanticipated costs under 
the previous Medicaid expansion), Gov. 
Brewer inexplicably changed course and 
demanded that Arizona implement the new 
Medicaid program she had so successfully 
resisted. Many legislators objected to such 
an expensive and risky expansion, especially 
because the plan lacked any taxpayer 
protections, such as a guarantee that when 
the federal government scaled back financial 
assistance, Arizonans would not be stuck 
picking up the tab.13

Proponents argued that expansion would 
be funded in large part by federal assistance, 
and that remaining costs to Arizona would 
be covered by a provider tax levied on 
hospitals, not by the taxpayers at large. 
But the expansion plan did not require an 
independent audit to ensure that hospitals 
complied with rules forbidding them from 
passing on the cost of expansion to patients. 
Nor did it even establish an annual study on 
the program’s quality of care. As a result, 38 of 
90 legislators voted against expansion.14

Charges, Costs, and Payments
SIDEBAR 1

The key to understanding uncompensated care is grasping these three elements of 
hospital finances: charges, costs, and payments. 

•	 Charges are the “list prices” for services and care. The list price is the amount the 
hospital charges with no applied discounts. In other words, this is the highest price the 
hospital will charge for a service. 

•	 Costs are the amount hospitals must charge to break even for the provided services 
and care. 

•	 Payments are what payers (private insurers, government insurance programs, 
individuals, etc.) actually pay the hospitals for the services and care. 

Uncompensated care is defined as the total price of all healthcare services provided to 
patients who are either unable or unwilling to pay their bills. The amount is based on 
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The most common justification for Arizona’s 
Medicaid expansion was that Medicaid 
expansion would reduce the “hidden 
healthcare tax,” where employers and 
employees pay higher health insurance 
premiums to cover hospitals’ uncompensated 
care charges15 and costs. 

A 2009 study by the Lewin Group, an insurer-
owned healthcare consulting and research 
firm, commissioned by the Arizona Chamber 
Foundation,16 claimed the following:

“Given the low margins and the level of 
cost efficiency, Arizona hospitals will need 
to recoup the AHCCCS payment shortfalls 
through higher payments from private payers 
in order to maintain the current levels of 
profitability, which could increase the cost 

shift for each privately insured person by 16 
percent from $398 to $462 by 2010.”17

In other words, the Lewin Group study argued 
that if Arizona did not further expand its 
Medicaid population under the ACA, cost 
shifting from the uninsured to private payers 
would continue. The idea is that some payers 
pay higher prices (above cost) to offset the 
lower prices (below cost) of other payers. 

Cost-shifting claims have been 
repeatedly debunked

But that conclusion is not supported by the 
substantial academic literature on hospital 
cost shifting and cost shifting related to 
uncompensated care for the uninsured,18 
which generally concludes that prices move 

hospital charges, not the actual cost the hospital incurs. The uncompensated care total can 
include both charity care (services the hospital willingly gives away for free) and bad debt 
(services the hospital expects to be paid for but is not).

Businesses often charge different prices to different customers. An auto repair shop might 
charge a lower labor rate to a taxicab company with a fleet of cars consistently needing 
service than to someone who walks in off the street seeking a repair.

Similarly, a department store might put a $50 price tag on a sweater. The store may sell 
that same sweater to its credit card holders for a 10 percent discount or to its employees 
at a 20 percent markdown. Even if the store paid $25 for the sweater, it might charge only 
$20 during a seasonal clearance. The store is willing to sell the sweater for below actual 
cost because that revenue goes toward other expenses such as advertising and holiday 
personnel.

In much the same way, some hospital patients are charged full price for services. Preferred 
customers (whose insurance company includes the hospital among its network providers) 
might pay a lower price. The idea that different payers are charged different prices does not 
necessarily reflect cost shifting. 

Claims to justify Medicaid expansion
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in tandem across payers, either higher or 
lower.19 In addition, hospitals can afford 
to take below-cost payers for a variety of 
reasons.

For example, studies show that hospitals 
may rely on private payers to cover fixed 
costs such as physical infrastructure, and 
on lower-paying government programs 
to cover the variable costs of operations. 
Another theory posits that higher costs are 
the result of hospitals dominating a particular 
market where they can command higher 

charges from private payers due to the lack of 
competition. This means that hospitals with 
significantly higher charges than costs can 
take bigger losses from government payers 
and uncompensated care. And they can do so 
with little pressure to contain costs.20 

The Lewin Group study offered a single-year 
snapshot of purported cost shifting. However, 
with multiple years of post-expansion 
hospital financial data now available, the 
usefulness of the Lewin Group’s analysis 
warrants reexamination.

Methodology
SIDEBAR 2

To evaluate and analyze the hospital cost-shifting claim, we re-created the Lewin Group 
calculations for 2007 and replicated them for 2016. These years represent snapshots both 
before and after the Medicaid expansion in Arizona.

We used data from the American Hospital Association’s (AHA) Hospital Financial 
Database. The AHA data for 2016 includes information from the Centers for Medicare 
and Medicaid Services’ (CMS) Healthcare Cost Report Information System for 2013 
through 2016. We compare these data to an analysis of the CMS’s 2007 data. Specifically, 
we measured payment-to-cost ratios and percent of costs for different insurance groups 
for Arizona’s community hospitals in 2007 and between 2013 and 2016. 

We calculated patient service revenues by adding up the payment-to-cost ratios 
multiplied by the percent of costs for each insurance group. More detailed information 
on this analysis can be found in Appendix I. 

To analyze whether Medicaid expansion alleviated any of the so-called hidden 
healthcare tax, we explored changes in emergency department usage and charges from 
the Healthcare Cost and Utilization Project’s State Emergency Department’s Databases 
(SEDD) for Arizona in 2007 and 2016.21 The SEDD data provided records of each use of 
a hospital’s emergency department when that visit did not result in the patient being 
admitted to the hospital. We linked the data with information from the AHA survey for 
each hospital. To compare 2007 to 2016, only observations from hospitals that show up 
in both years were used. 
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1.	 The Healthcare Cost and Utilization Project’s State Emergency Department’s Databases 
(SEDD) for Arizona in 2007 and 2016.

2.	 The AHA Annual Survey Databases for Arizona from 2007 and 2016.

If there is a hidden healthcare tax, we would expect the expansion of insurance to reduce 
the charges for the insured in comparison to the uninsured. We measure the hidden 
healthcare tax by conducting a difference-in-differences analysis. This analysis compares 
charges among the insured and uninsured groups in Arizona between 2007 and 2016. 

The SEDD data provide charges only for emergency department use and not actual costs 
or payments/revenues. Charges are based on a set price for each service and item provided 
by a hospital. Charges are different from the actual cost to the hospital for providing those 
services or items. A review of charges for people of the same age, gender, and diagnosis 
shows a wide variation in charges between payer groups.

However, despite seeing this variation, it is possible any hidden healthcare tax is not 
measurable using charges because they should not vary based on whether the patient 
is insured. Also, every insurance provider, including the government, has negotiated 
a different amount it will pay. These negotiations may be where the tax lies. Given the 
data, charges are our best proxy to try to measure any hidden healthcare tax based on 
emergency department use. More information about the econometric model and results 
can be found in Appendix I.

We also analyzed total visits and median charges between 2007 and 2016. To test whether 
the changes were statistically significant and to control for the various factors that could 
affect the change in some visits between 2007 and 2016, this report relied on a basic 
ordinary least squares regression of the SEDD data (see Appendix I). 
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ACA Medicaid expansion enrollees joined the 
state’s program in January 2014, providing 
three full years of hospital finance data for 
evaluation. To evaluate if and to what extent 
the claims that Arizona’s Medicaid expansion 
was necessary to alleviate the shifting of 
uncompensated care costs to private payers, 
we analyzed private and public data sources 
for Arizona, comparing the state of hospital 
finances pre- and post-expansion. See Sidebar 
2 and Appendix for more details on data 
sources and methodology.

Arizona’s expansion increased private 
payer costs, with hospitals upping 
charges for all payers

1. Expansion did not alleviate the 
mythical “hidden healthcare tax.”

Our analysis suggests that private payers have 
not seen any relief from the expansion. The 
Lewin Group study calculated a cost shift 
“payment hydraulic” for Arizona community 
hospitals in 2007. Lewin’s researchers 
claimed that hospitals, to offset losses from 
the uninsured and government payers, were 
increasing prices on what the insured paid 
and that those increased costs were being 
passed along to private payers. The term 
“hydraulic” was used as an artful way to 
describe pressure to cost shift. 

To evaluate the claims of cost shifting, as well 
as the impact of expansion on supposed cost 

Analysis and Key Findings

Figure 1:
2007 Cost Shift Payment Hydraulic for Arizona 

Community Hospitals

Source: CMS’s Healthcare Cost Report Information System for Arizona 2007, and authors’ calculations.
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shifting, we replicated the findings from the 
Lewin analysis of its 2007 data and used 2016 
data to create a comparison (see Figures 1 
and 2).

This analysis shows that private payers, 
which include insurance companies and 
individuals paying directly for care, are paying 
even more as measured by the payment-to-
cost ratio than before Medicaid expansion. 
Using the Lewin Group study analysis, private 
payers and Medicare paid 14 percent more 
than the hospitals’ costs—$1.4 billion in 
2007—to offset underpayments and losses 
from Medicaid and the uninsured.22 Using 
that same methodology, private payers and 
Medicare paid 27 percent more than the 
hospitals’ costs, which was approximately 
$2.1 billion. In other words, Medicaid 
expansion exacerbated the cost shift.

Since we know that Medicare underpays 
compared to private payers23 and Medicare is 
included as a private payer in this analysis,24 
we can assume that the additional costs 
covered by private payers was even higher 
than this analysis suggests. Private payers 
and Medicare paid an additional $700 million 
more than the hospitals’ costs after the 
Medicaid expansion while underpayments 
and uncompensated care costs were reduced 
by only $120 million. See Appendix I for 
calculations.

Arizona’s Medicaid expansion did not 
alleviate any of the so-called hidden 
healthcare tax on the insured. Proponents of 
Medicaid expansion in Arizona expected the 
hidden healthcare tax to diminish as fewer 
uninsured sought hospital care. Instead, the 
supposed cost shift dramatically increased.

Figure 2:
2016 Cost Shift Payment Hydraulic for Arizona 

Community Hospitals

Source: AMA’s Hospital Financial Database for Arizona 2016, and authors’ calculations.
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2. Expansion did alleviate emergency 
department use by the uninsured—
but it now costs significantly more.

To help understand why private payers might 
now be paying more, we decided to examine 
hospital charges. Since available hospital data 
and utilization data are both available, we 
examined hospital emergency department 
data and charges. Hospital emergency 
departments, often referred to as “emergency 
rooms,” provide care for patients that present 
for unscheduled care.

Our analysis found that fewer uninsured 
patients (self-pay and charity) used 
emergency departments in 2016. There 
was no change in the numbers of privately 
insured who used emergency departments. 
However, there was a drastic increase in 
visits by patients covered by Medicaid 
and Medicare insurance in emergency 
departments. After controlling for changes 
in Arizona’s population, both the decrease in 
the number of uninsured and increase in the 
number of insured covered by government 
insurance using the emergency department 

Table 1: 
10-Year Change in Emergency Department Total Charges Among 

Primary Payer Based on Visits and Mean Charges, Arizona

Source: Healthcare Cost and Utilization Project’s State Emergency Department Databases (HCUP SEDD) 
for Arizona (2007 and 2016), and authors’ calculations.
Note: SEDD data include only emergency department visits that do not result in hospitalizations. All 
charges are in 2016 dollars. Other includes TRICARE, worker’s compensation, Indian Health Services, and 
foreign nationals.
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are statistically significant (see Table I.3 in 
Appendix I).

In addition to increased Medicaid emergency 
departments visits, median charges for visits 
more than doubled in the 10-year period. 
While the median charge for an insured 
patient increased more than for an uninsured 
one, total charges also dramatically increased 
across all payment groups. For Medicaid visits 
to the emergency department, total charges 
increased by nearly 350 percent over that 
period (see Table 1).

In other words, hospitals more than tripled 
the total charges for Medicaid patients 
(representing one million visits in 2016, 

up from 548,000 visits in 2007) using the 
emergency department. This further suggests 
that market power, not cost shifting, is driving 
charges higher.25

Urban vs. rural differences in 
emergency department visits

The changes in emergency department 
use had a larger positive effect on urban 
hospitals compared to rural hospitals. Total 
charges among urban hospitals increased by 
255 percent. Rural hospitals saw an overall 
increase of 162 percent. Most of this growth 
difference is accounted for by urban hospital 
charges increasing at twice the rate of rural 
hospitals (see Table 2). These differences may 

Table 2: 
10-year Change in Emergency Department Total Charges 

Between Rural and Urban Hospitals Based on Visits 
and Mean Charges, Arizona

Source: HCUP SEDD for Arizona (2007 and 2016), and authors’ calculations.
Note: SEDD data include only emergency department visits that do not result in hospitalizations. All 
charges are in 2016 dollars.
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account for some of the difference in urban 
and rural hospital revenues.

Even after controlling for the shifting 
age and gender of Arizona’s population, 
Arizona did not see a reduction in the use 
of emergency departments after Medicaid 
expansion. While there was a significant 

reduction in emergency department visits 
by the uninsured, the overall number of 
emergency department visits increased (see 
Table I.3 in Appendix I). Meanwhile, hospitals 
dramatically increased the charges for these 
visits. Notably, the increase in both emergency 
department visits and charges increased 
more for urban hospitals. 

Another Cautionary Tale for Rural Hospitals
SIDEBAR 3 

When proponents of Medicaid expansion were devising a plan to draw down federal 
subsidies, they did so without considering how future hospitals and patients would foot 
the bill. For example, Green Valley Hospital opened its doors in May 2015, two years after 
the statute expanding Medicaid was enacted.

Beginning in 2016, Green Valley Hospital was forced to pay the Medicaid tax, which cost 
it $600,000 each year.26 The hospital—located about 20 miles south of Tucson, where the 
average age is 7227—overwhelmingly treats Medicare patients, which make up about 80 
percent of its patients. The hospital sees a small number of Medicaid patients (they make 
up only about 7 percent of its total) and receives vanishingly few Medicaid payments.28 It 
is still responsible for paying a full share of the Medicaid tax, as the statute prescribes. 

By contrast, the Mayo Clinic received a special exemption from paying the tax at all, 
although it still collects millions annually in Medicaid subsidies—payments that are 
subsidized by taxes imposed upon hospitals like Green Valley.29 Thus under Arizona’s 
system, Green Valley is forced to pay the Medicaid tax even though it barely treats any 
Medicaid patients, and its money is being used to benefit other hospitals.

While further study and continued evaluation 
are needed, the big lesson for state lawmakers 
from Arizona’s experience is that the primary 
beneficiaries of Arizona’s Medicaid expansion 
are not the people, but the politically 
connected hospitals. The most common 
justification for Arizona’s Medicaid expansion 
was the reduction of the “hidden healthcare 
tax,” where employers and employees are left 

paying higher health insurance premiums 
resulting from hospitals’ uncompensated care 
charges and costs.

•	 Arizona’s Medicaid expansion did not 
alleviate the so-called hidden healthcare 
tax on the insured. This study found 
that if the cost shifting to private payers 
amounted to 14 percent more than 

Conclusion
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hospitals’ costs in 2007 as Medicaid 
expansion proponents claimed, it 
increased to 27 percent in 2016.  

•	 Hospitals’ list prices, or “charges,” for 
services increased more for the insured 
than the uninsured. Total charges for 
all payment groups (public and private) 
increased, but Medicaid charges reflect 
an increase of more than 300 percent 
to Arizona’s Medicaid system from 
emergency departments alone. 

Not only did Medicaid expansion fail to 
deliver on the promises of alleviating 
the hidden healthcare tax, it allowed 
urban hospitals to increase charges on 
private payers dramatically, and it created 
disproportionate financial benefits for 
urban hospitals at the expense of their 
rural counterparts. The experience and 
track record of Arizona should serve as 
a cautionary tale to states considering 
expansion.
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1.	 Unless otherwise referenced as pre-ACA expansion in 2005, the term “expansion” refers to Arizona’s ACA 
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https://archive.azahcccs.gov/archive/Resources/Reports/Population%20Statistics/HistoricPopu 
lationData_1986toCurrent.pdf. A brief history of the AHCCCS program is found at Arizona Senate Research 
Staff, “Arizona Health Care Cost Containment System,” Arizona State Senate Issue Paper, July 12, 2010,  
https://www.azleg.gov/briefs/senate//arizona%20health%20care%20cost%20containment%20system.pdf. 

4.	 Arizona Health Care Cost Containment System, AHCCCS Population Highlights, July 2018,  
https://www.azahcccs.gov/Resources/Downloads/PopulationStatistics/2018/Jul/AHCCCSPopul 
ationHighlights.pdf. 

5.	 Fogliano v. Brain, 270 P.3d 839, 841–42 (Ariz. App. 2011). 
6.	 Compare JLBC Proposition 204 Fiscal Impact Summary (August 17, 2000) at p. 2 (estimated cost $315 

million), https://www.azleg.gov/jlbc/ballotprop204.pdf; with AHCCCS Appropriation Hearing Information 
(March 5, 2009) at p. 23 (actual cost over $1.3 billion),  
https://www.azahcccs.gov/AmericanIndians/Downloads/Consultations/Meetings/2009/March6 /
FY09BudgetReductionImpacts.pdf. 

7.	 AHCCCS 1115 Demonstration, Fact Sheet, January 2018, p. 1,  
https://www.medicaid.gov/medicaid-chip-program-information/by-topics/waivers/1115/downloads/az/az-
hccc-fs.pdf.

8.	 CMS, Center for Medicaid and CHIP Services, “Medicaid and CHIP FAQS: Newly Eligible and Expansion 
State FMAP,” originally released May 2012 and February 2013,  
https://www.medicaid.gov/State-Resource-Center/FAQ-Medicaid-and-CHIP-Affordable-Care-Act-
Implementation/Downloads/FAQs-by-Topic-Expansion-State-FMAP-2013.pdf. 

9.	 The Henry J. Keiser Family Foundation, “A Guide to the Supreme Court’s Decision on the ACA’s Medicaid 
Expansion,” Focus on Health Reform, August 2012, Table 2, p. 8,  
https://kaiserfamilyfoundation.files.wordpress.com/2013/01/8347.pdf. 

10.	Letter from U.S. Department of Health & Human Services (HHS), Centers from Medicare and Medicaid 
Services (CMS) to Ms. Monica Coury, Assistant Director of Intergovernmental Relations, Arizona Health 
Care Cost Containment System, April 1, 2010 as cited in Josh Blackman, “Obamacare Comes Full Circle in 
Arizona,” The Volokh Conspiracy blog, September 12, 2013 at http://volokh.com/2013/09/12/obamacare-
comes-full-circle-arizona/.

11.	Sara Rosenbaum and Timothy Westmoreland, “The Supreme Court’s Surprising Decision on the Medicaid 
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https://www.healthaffairs.org/doi/full/10.1377/hlthaff.2012.0766. 

12.	Nat’l Fed’n of Indep. Bus. v. Sebelius, 132 S. Ct. 2566, 2606 (2012). 
13.	Senate Floor Session Part 7, COW #4 (51st Leg., 1st Reg. Sess., May 16, 2013), http://azleg.granicus.com/

MediaPlayer.php?view_id=21&clip_id=12716.  
14.	Bill History, HB 2010 (51st Leg., 1st Reg. Sess., May 16, 2013), https://apps.azleg.gov/BillStatus/

BillOverview/32758.  
15.	Uncompensated care can be defined as the total amount of healthcare services provided to patients who are 

either unable or unwilling to pay. The amount is based on the hospital charges, not the cost for providing 
those services. The uncompensated care total can include both charity care and bad debt. 
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We used data from the American Hospital 
Association’s (AHA) Hospital Financial 
Database to analyze cost shifting. Only 
hospitals that reported for a full 365 or 364 
days were included and those with a non-
zero charge-to-cost ratio. In addition, we only 
looked at community hospitals, which are 
defined as “nonfederal, short-term general, 
and other special hospitals” whose services 
and facilities are accessible by the general 
public.1 In 2016, 67 community hospitals 
provided data.

Below are the variables from the AHA 
Hospital Financial Database and the 
calculations used for the payment-to-
cost ratios and percent of costs. We also 
conducted an analysis of the value of the cost 
shift. The calculations and totals are in Table 
I.1

To compare 2016 with 2007, we pulled 
the comparable data from the Centers for 
Medicare and Medicaid Services’ (CMS) 
Healthcare Cost Report Information System 
for 2007 with one exception.2 The net 
Medicaid revenue variable does not exist in 
the 2007 data. It was obtained by subtracting 
Medicaid cost from gross Medicaid revenue. 
In 2007, 54 community hospitals provided 
data.

We modeled our analysis off of the Lewin 
Group analysis of 2007 AHA data conducted 
in 2009.3 However, we were unable to perfectly 
replicate its analysis given the 2016 and 2007 
data. Figure I.1 of the Lewin Group data is 
provided as a comparison to our results.

Payment-to-Cost Ratios

Private Payer & Medicare = 
(FY1 Net patient revenues - (FY1 Net 
revenue from Medicaid + FY1 Governmental 
appropriations + FY1 Revenues from state 
and local indigent care programs + FY1 
Revenues related to SCHIP + FY1 Total other 
income))
/ ((FY1 Total patient revenues * FY1 Cost to 
charge ratio) – (FY1 Total gross Medicaid 
cost + FY1 Total state and local indigent care 
program cost + FY1 Total SCHIP cost))
Medicaid = 
FY1 Net revenue from Medicaid / FY1 Total 
gross Medicaid cost

Other Government = 
(FY1 Revenues from state and local indigent 
care programs + FY1 Revenues related to 
SCHIP) 
/ (FY1 Total state and local indigent care 
program cost + FY1 Total SCHIP cost)
Uncompensated Care = 

Hospital Cost Shifting

Appendix I: Methodology and Results
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FY1 Governmental appropriations / FY1 Total 
uncompensated care cost

Percent of Patient Costs

Private Payer & Medicare =
((FY1 Total patient revenues * FY1 Cost to 
charge ratio) – (FY1 Total gross Medicaid 
cost + FY1 Total state and local indigent care 
program cost + FY1 Total SCHIP cost))
/ (((FY1 Total patient revenues * FY1 Cost 
to charge ratio) – (FY1 Total gross Medicaid 
cost + FY1 Total state and local indigent care 
program cost + FY1 Total SCHIP cost)) + FY1 
Total gross Medicaid cost + FY1 Total state 
and local indigent care program cost + FY1 
Total SCHIP cost)

Medicaid =
FY1 Total gross Medicaid cost 
/ (((FY1 Total patient revenues * FY1 Cost 
to charge ratio) – (FY1 Total gross Medicaid 
cost + FY1 Total state and local indigent care 
program cost + FY1 Total SCHIP cost)) + FY1 

Total gross Medicaid cost + FY1 Total state 
and local indigent care program cost + FY1 
Total SCHIP cost)

Other Government =
(FY1 Total state and local indigent care 
program cost + FY1 Total SCHIP cost) 
/ (((FY1 Total patient revenues * FY1 Cost 
to charge ratio) – (FY1 Total gross Medicaid 
cost + FY1 Total state and local indigent care 
program cost + FY1 Total SCHIP cost)) + FY1 
Total gross Medicaid cost + FY1 Total state 
and local indigent care program cost + FY1 
Total SCHIP cost)

Uncompensated Care =
FY1 Total uncompensated care cost 
/ (((FY1 Total patient revenues * FY1 Cost 
to charge ratio) – (FY1 Total gross Medicaid 
cost + FY1 Total state and local indigent care 
program cost + FY1 Total SCHIP cost)) + FY1 
Total gross Medicaid cost + FY1 Total state 
and local indigent care program cost + FY1 
Total SCHIP cost)
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Table I.1: 
Cost Shift Calculation, Arizona

Source: CMS’s Healthcare Cost Report Information System for Arizona (2007), AHA’s Hospital Financial Database 
for Arizona (2016), and authors’ calculations.
Note: Data are in millions of dollars and inflation adjusted to 2016 dollars.
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To measure the “hidden healthcare tax” on 
those who are insured compared to those 
who are not, this analysis uses a difference-
in-differences estimation to measure if and 
how Medicaid expansion reduced this tax on 
the insured group. Using HCUP SEDD data, 
total charges (y) were regressed on dummy 
variables representing the policy change 
(β1), the insured group (δ0), and the policy 
change’s effect on the insured group (δ1).4 We 
also controlled from some additional factors 
that may affect the difference between the 

two groups and change over time. We used 
dummy variables for whether the hospital is 
located in an urban environment (γ), if the 
patient was female (θ), the age category of the 
patient (σx), and the length of the patient’s 
stay (τx).

y = β0 + β1(ACA) + δ0(Insured) + 
δ1(Insured*ACA) + γ + θ + σx + τx + ϑx + u

Table I.2 provides the results of the equation.

Figure I.1:
Lewin Group Analysis of 2007 AHA data

Source: The Lewin Group (2009), and authors’ calculations.
Note: Private payer and Medicare information are combined to compare with our data. Other 
government is predominately TRICARE and CHAMPUS.

“Hidden Healthcare Tax” and 
Emergency Departments
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Table I.2: 
Difference-in-Differences 

Output on Effect of ACA 
Charges on Insured Group, 

Arizona, 2007 and 2016

Source: HCUP SEDD for Arizona (2007 and 
2016) and authors’ calculations.
Note: SEDD data include only emergency 
department visits that do not result in 
hospitalizations. Charges are inflation adjusted 
to 2016 dollars.

The urban and rural hospital comparisons use 
the Census Bureau statistical area type from 
the AHA survey. All “metro” observations are 
considered urban and all “rural” observations 
are considered rural. The “micro” 
observations are considered rural unless in 
one of the years the hospital was labeled as 
“metro.”

To compare emergency department visits 
before and after Medicaid expansion, this 
analysis uses the Healthcare Cost and 
Utilization Project (HCUP) State Emergency 
Department Databases (SEDD) data and an 
ordinary least squares (OLS) regression with 
robust standard errors. To control for changes 
in Arizona’s demographics, specifically shifts 
in age and gender, we grouped patients into 
10-year age categories up to 80 years and over 
by gender. We then calculated per capita rates 
of use by the insured and uninsured groups 
for each age-gender category and regressed 
on year, gender, and age category. The per 
capita rate—by gender and age category—of 
use for the insured and uninsured (y) was 
regressed on dummy variables for the year 
2016 (β) , female (θ), and age categories (σX). 
The following model was used:

y (visits per capita) =     + β 2016 + θ( female) + 
σX(age category) + ε

Table I.3 provides the results of the equation.
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Table I.3: 
OLS Regression Output of Per Capita 

Emergency Department Visits, Arizona, 2007 and 2016

Source: HCUP SEDD for Arizona (2007 and 2016), and authors’ calculations.
Note: Rate of emergency department use is per 1,000 people calculated by age and gender groupings. 
SEDD data include only emergency department visits that do not result in hospitalizations. The overall 
rate of emergency department use has increased and is statistically significant. The regression results for 
the overall rate can be provided upon request.
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1.	 AHA, Fast Facts on U.S. Hospitals, 2018, https://www.aha.org/statistics/fast-facts-ushospitals.
2.	 To link the data fields from AHA to the 2007 CMS data, we used the following two sources: AHA, Custom 

Report Data Elements: Financial Database Fields, August 2014, 
https://www.ahadataviewer.com/Global/Database%20Fields/AHA%20DataViewer%20Financial%20
Database%20glossary_August%202014.pdf, and CMS, 
http://www.nber.org/hcris/2552-10/docs/HOSP2010_CROSSWALK.xlsx.

3.	 The Lewin Group, “Analysis of Hospital Cost Shift in Arizona,” final report, prepared for the Arizona 
Chamber Foundation, March 6, 2009.

4.	 Total charges do not reflect the actual revenue recovered from primary payers. Charges are the best proxy we 
have for actual revenue from the insured and uninsured groups within HCUP SEDD.

Works Cited

https://www.aha.org/statistics/fast-facts-ushospitals
https://www.ahadataviewer.com/Global/Database%20Fields/AHA%20DataViewer%20Financial%20Database%20glossary_August%202014.pdf
https://www.ahadataviewer.com/Global/Database%20Fields/AHA%20DataViewer%20Financial%20Database%20glossary_August%202014.pdf
http://www.nber.org/hcris/2552-10/docs/HOSP2010_CROSSWALK.xlsx

