Medicaid Cuts Pose Risks to Viability of Nonprofit Insurers (1)
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« Nonprofit insurers may lack financials to weather cuts
o For-profits could gain market share if plans bow out

Updates with additional quote in 20th paragraph. A previous version of this story corrected
Sutten’s role at Cardinal Innovations Healthcare.

Proposals to reduce federal Medicaid funding are prompting concerns the cuts could financially
devastate nonprofit insurers that contract with the program, industry executives and actuaries
say.

House Republicans passed a budget resolution in February that proposes $880 billion in funding
cuts over 10 years to programs under the purview of the House Energy and Commerce
Committee. The committee oversees federal funding for agencies such as the Centers for Disease
Control and Prevention, the Health Resources and Services Administration, and the Food and
Drug Administration, but policy watchers say that the bulk of the cuts could come directly from
Medicaid.

“There really isn’t another program that size that they can get $880 billion from,” said Jeff Van
Ness, a spokesperson for the Association for Community Affiliated Plans (ACAP), a trade group
representing nonprofit health plans.

This specter of a potential funding shortfall has stoked fears from nonprofit insurers that contract
with the Medicaid program. These managed care organizations, also known as safety-net health
plans, cover more than 30 million beneficiaries across roughly 80 member plans.

“There’s not a lot of meat on the bone to cut, so it will really have an impact in terms of access to
care for the entire community, said Felix L. Nufiez, chief executive officer of Ventura Calif.-
based nonprofit Gold Coast Health Plan.

“You can cut the rates for Medicaid plans, but drugs are unlikely to get any cheaper. Hospital
stays are unlikely to get any cheaper. The unit cost of a doctor’s visit is unlikely to go down. All
those costs stay the same or keep going up,” Nuiiez said.

A senior Medicaid industry official told Bloomberg Law that since December, states have been
modeling the impact of various spending reforms—which include everything from the
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introduction of per capita funding caps on reimbursement to reductions in federal matching
payments to states.

All states had budget constraints that ranged from mild challenges to severe structural deficits,
said the official, who spoke on the condition that she not be identified. This shortfall leaves states
with a significant percentage of their budget that they have to make up.

‘Less Capital, Lower Margins’

Medicaid managed care organizations are insurance companies that work in tandem with states
to deliver Medicaid services. Their footprint has grown to cover 75% of all Medicaid
beneficiaries nationwide, in large part because of the greater budget predictability, enhanced
federal flexibilities, and the potential for improved care coordination that these companies
provide.

While both for-profit and nonprofit MCOs are required by law to “provide for all reasonable,
appropriate, and attainable costs,” the Society of Actuaries notes that the businesses have
distinct differences in their overall financial objectives.

Generally, nonprofits have lower expectations for margins and a strategic objective to reinvest
net income into the company, its members, or to provide community services. For-profit MCOs,
on the other hand, tend to have higher expectations for margin and are expected to provide a
return to their owners or shareholders.

These factors, coupled with lower economies of scale, can often put nonprofits in a more
precarious financial position than larger for-profit players, said Sara Teppema, a board member
at the Health Care Cost Institute and chief actuary at the maternal care company Wildflower
Health.

“They tend to have less capital, lower margins, and so that means it’s harder for them to

withstand troubling times,” Teppema said.

Obstacles for Nonprofit Insurers

Medicaid cuts would come at a time when plans are already left vulnerable by financial
headwinds like the unwinding of Medicaid’s pandemic-era continuous coverage requirement and
the introduction of high-cost weight loss drugs, said Jennifer Babcock, a senior vice president for
Medicaid policy at ACAP.
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“The populations who lost their coverage and came back had higher risk profiles,” said Babcock.
“It’s a complicated story—and it’s different plan by plan and state by state—but plans were
faced with a disruptive covered population that changed how their finances looked.”

“At the same time, there was an influx of GLP-1s, very high-cost drugs that challenged plans and

states together to maintain adequate rates so that plans remain solvent,” she said.

Adding Medicaid cuts to this perfect storm of obstacles may be a cross too heavy to bear for
plans, said Trey Sutten, chief executive officer of health-care analytics firm Siftwell and former
CEOQ of the MCO Cardinal Innovations Healthcare. He also previously served as the chief
financial officer for the North Carolina Department of Health and Human Services.

In North Carolina, Sutten has seen the breadth of nonprofit MCOs in the state collapse from
almost two dozen to just four.

In their place came commercial for-profit entities like UnitedHealth, which enrolls over 1.8
million state residents through Medicaid and other government health programs.

“While the ones that we’ve seen go away weren’t for the exact reasons that are being proposed in
these cuts, they are going away regardless,” Sutten said. “And when they go away, they go away

for good.”

KFF estimates that as of February 2025, five for-profit insurers—Centene, Elevance,
UnitedHealth Group, Molina, and CVS Health—have grown to cover over 50% of beneficiaries
enrolled in Medicaid managed care across the US. Medicaid cuts could speed up this
consolidation, Teppema said.

“If the plans go insolvent or decide to not operate anymore, someone’s going to have to pick up

that slack, and it’s probably going to end up being the larger plans,” she said.
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