
U.S. Delays Hospital Payments as 

Medicaid Scrutiny Intensifies 

Hospitals across the country are laying off staff and pausing payments to 

medical suppliers as they wait for millions in funding 
By  
Dominique Mosbergen – The Wall Street Journal 
Follow 

May 2, 2025 5:30 am ET 

  

Key Points 

•   Medicaid payment delays are forcing some U.S. hospitals to cut costs, impacting staffing 

and supplier payments. 

•   CMS is slow in processing state-directed payment applications, causing financial strain on 

hospitals. 

•   Hospitals rely on these payments to offset underfunding, crucial for maintaining services.  

  
Unexpected delays in billions of dollars of supplemental Medicaid payments have forced some hospitals across 
the country to cut costs including laying off staff and pausing payments to medical suppliers.  

Hospital associations in at least 10 states said the Centers for Medicare and Medicaid Services, the federal 
agency responsible for approving funds known as state-directed payments, has been unusually slow at 
processing applications for them. Some of the delays date to the fall of 2024.  

“There are tens of millions of dollars a month not coming to hospitals. They are depleting their cash reserves,” 
said Hilton Raethel, CEO of the Healthcare Association of Hawaii, which represents all 28 hospitals in the state. 
Hawaii’s 19 private hospitals are awaiting about $240 million in funds, which they had expected at the 
beginning of the year, Raethel said.  

CMS didn’t approve any applications for state-directed payment programs between Jan. 17 and late 
February, according to its website. It has since approved a handful of applications. Hospitals still waiting for a 
decision from CMS said the recent approvals give them hope that funds will start flowing again.  
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CMS said it has seen a substantial increase in the volume of applications for the payment programs. It has 
received “more than 150 since late 2024 compared to just four in entire years past,” a spokesperson said.  

This surge, combined with new federal standards finalized in a May 2024 rule that strengthened federal 
oversight, “has extended review timelines as CMS works closely with states to ensure compliance with updated 
requirements,” the spokesperson said, adding that communications were temporarily delayed during the 
administration transition.  

“CMS continues to process applications and issue approvals in accordance with the law,” the spokesperson 
said.   

State-directed payments can help boost Medicaid funds to hospitals and other healthcare providers, many of 
which operate at a loss. Base payments for Medicaid are, on average, below hospitals’ costs of providing 
services to enrollees. Hospitals say these supplemental funds can raise payment rates for Medicaid to levels 
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comparable with Medicare or even average commercial insurance rates, and are lifelines that help mitigate slim 
or negative margins and underpayment for Medicaid. Congress is weighing steep cuts to Medicaid, including 
possible changes to these payment programs. 

A nurse checks a patient’s blood pressure after a stress test at Olympic Medical Center in Washington 

state. PHOTO: OLYMPIC MEDICAL CENTER 
In Washington, hospitals across the state have paused launching new services, replacing staff and buying 
equipment because of delays to state-directed payments, said Cassie Sauer, chief executive of the state’s 
hospital association. One hospital with a broken MRI machine can’t afford to purchase a new one, she said.   

At Olympic Medical Center, the rural healthcare system is desperately awaiting $12 million in state-directed 
payments that it expected to start receiving in March. 

“It’s kept us alive,” said Darryl Wolfe, CEO of OMC, which serves a population of more than 80,000 people and 
runs the only level III trauma center in the area. About 75% of its patients are on Medicare or Medicaid. OMC 
had an operating loss of $28 million in 2023, an estimated $10 million loss in 2024 and has budgeted to lose $3 
million this year. The supplemental payments, which it began receiving in 2024, have helped slow its losses, 
Wolfe said. 

The continued delay of the state-directed payments “accelerates our need to figure something out really fast,” 
said Wolfe, who is exploring possible partnerships with other health organizations.  

A recently remodeled operating room at Olympic Medical Center. PHOTO: OLYMPIC MEDICAL CENTER 
Valley Medical Center in Renton, Wash., said it laid off some 100 employees in March because of delays to the 
estimated $80 million to $100 million in state-directed payments that it had anticipated for 2025. 

“Enhanced federal Medicaid reimbursement we depend on ended abruptly on December 31, 2024, with no 
notice or time to plan,” the hospital said in a statement.  

State-directed payment programs were formally established by CMS in 2016. State Medicaid agencies typically 
submit annual applications for the programs to CMS, often submitting multiple applications, each of which 
comes with terms that vary from state to state.  

The Washington state Medicaid agency submitted its application before Oct. 1 and has yet to receive a decision, 
according to the state’s hospital association. An estimated $250 million in payments were expected for the first 
quarter of this year, it said.  

The way state-directed payment programs are funded has drawn scrutiny from policymakers on both sides of 
the aisle. Both state and federal dollars fund the programs, but the bulk of state funding comes from provider 
taxes—levies that states impose on hospitals, nursing homes and other healthcare providers—which are used to 
enhance a state’s budget for funding Medicaid.  

 
Olympic Medical Center is budgeted to lose $3 million this year. PHOTO: OLYMPIC MEDICAL CENTER 
For every dollar of provider taxes used by states to pay for Medicaid, the federal government gives the state $1 
to $9 as part of a federal-matching program. Some of those additional funds are then funneled back to hospitals 
and other providers as state-directed payments.  

“It’s a money laundering scheme,” said Brian Blase, a healthcare consultant to President Trump during his first 
term who also advised the transition team before Trump’s second term. Blase now leads Paragon Health 
Institute, a conservative think tank that recently published a report deriding state-directed payment programs 
as a way for states to expand Medicaid and for hospitals to reap profits with the federal government footing the 
bill.  

The payment programs have grown and constitute a sizable chunk of total Medicaid spending. In 2017, 10 
states used these programs. Forty states had approved programs in 2024. The payment programs approved as 
of August 2024 were projected to spend a total of $110 billion a year, a nearly 60% increase from applications 
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approved the year before, according to the Medicaid and CHIP Payment and Access Commission, an 
independent agency that advises the federal government and states on Medicaid issues.  

Cuts to these programs would be politically difficult because many states and hospitals, a powerful lobbying 
force, benefit from them.  

“Without these payments, hospitals in our states would immediately reduce services and close locations, 
jeopardizing healthcare access for millions of patients,” said a coalition of 13 state hospital associations, 
including those in Texas, Florida, Georgia, Louisiana and Pennsylvania, in a February letter to Trump. 

State-directed payments have helped Vandalia Health’s network of 17 hospitals in West Virginia, many of them 
rural, expand services and hire more physicians, said CEO David Ramsey.  

“We’ve been able to go from a couple of neurologists to 12 of them. Three open-heart surgeons to five,” Ramsey 
said.  

The payments account for about 5% of its revenue. The hospital system, which reported an operating margin of 
1.2% last year, cares for about one-third of all Medicaid patients in West Virginia, Ramsey said. 

What will be the ripple effects if states don’t receive expected Medicaid payments? Join the 

conversation below. 

Vandalia had budgeted $144 million in state-directed payments for the state fiscal year 2025, which began in 
July, but hasn’t yet received any payments. 

Ramsey said the delays, coupled with the uncertainty around possible cuts to Medicaid, have prompted 
Vandalia to slow spending and dip into its cash reserves. Further delays could lead to “draconian” changes 
including staffing and service cuts, Ramsey said.  

In Arizona, payments worth about $1 billion were approved by CMS in late March. The application was 
submitted in July 2024, the state’s Medicaid agency said. Arizona had never experienced a delay in these 
payments until this year, according to the state’s hospital association. 

Arizona’s TMC Health, about one-quarter of whose patients are on Medicaid, said it had to pause payments to 
its vendors, including those who provide it with medical supplies and pharmaceuticals, because of the delayed 
funds. 

“We don’t get rich off of this,” said CEO Jennifer Mendrzycki. 

  
 


