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C H R T HR1 IMPACTS ON MICHIGAN MEDICAID

An Overview of HR1 Impacts on the State of
Michigan

Introduction

The federal One Big Beautiful Bill Act (HR1), signed into law in 2025, introduces sweeping changes to the
Medicaid program with profound consequences for Michigan. HR1 will reshape how Michigan’s Medicaid
program is funded, who can access it, and how health care providers are compensated. The law
restructures Medicaid along two key dimensions: eligibility and financing. New work requirements and
more frequent eligibility redeterminations are projected to significantly reduce enrollment, threatening to
reverse more than a decade of coverage gains. Simultaneously, new restrictions on provider taxes and
state directed payments will reduce the revenue Michigan relies on to fund the program and limit
payments to health care providers. Together, these changes represent the largest federal cuts to Medicaid
in the program's history. This brief explains the core policy changes embedded within HR1 and examines
what they mean for Michigan's enrollees, providers, and the state budget.

Background

At a high level, the core changes made by HR1 impact the Medicaid program through two pathways: 1)
eligibility and 2) revenue and payment.

1. Eligibility changes: HR1 will require many Medicaid expansion enrollees to do 80 hours of
work or other community engagement per month and to renew their eligibility every six months
to maintain their Medicaid coverage.i In addition to the increased frequency of redeterminations,
HRA1 also limits the retroactive coverage window for all Medicaid enrollees. Because of
administrative barriers, these eligibility changes are expected to reduce Medicaid enrollment,
even among people meeting the new requirements.

2. Revenue and payment changes: Michigan finances its share of Medicaid costs in part by
taxing certain health care providers. HR 1 caps the use of these taxes. Nearly all states, including
Michigan, use state directed payments (SDPs) to increase payments from Medicaid managed care
plans to health care providers. HR1 caps the use of SDPs and places overall limits on how much
Medicaid can pay providers.

Eligibility changes

In May 2026, nearly 2.5 million Michigan residents were enrolled in the Medicaid program. Of these,
roughly 668,000 are part of the Healthy Michigan Plan (HMP), Michigan’s Medicaid expansion program
(Figure 1).

! The CMS Interim Final Rule requires the completion of 80 hours of qualifying activities or a monthly income that
is not less than the federal minimum wage multiplied by 80 hours. Because Michigan minimum wage will be $15
per hour in 2027, HMP enrollees may reach the monthly income threshold by working approximately 39 hours per
month.
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Figure 1

Michigan Medicaid enrollment (traditional Medicaid and healthy Michigan Plan) in May 2026 '
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Work requirements

By January 1, 2027, many Medicaid expansion enrollees will be required to work, attend school, or
perform community service for at least 80 hours each month. Some will be exempt, including those who
are pregnant or postpartum, caring for a child age 13 or younger, or medically frail.2 In the coming
months, Michigan must inform beneficiaries about these requirements and implement systems to enforce
them.

Mandatory outreach

States are required to implement a robust outreach process to notify Medicaid enrollees of work
requirements via regular mail or email and at least one other form of communication (e.g., text or
telephone). This outreach must begin by September 30, 2026.

Exemptions

Certain individuals are exempt from the work requirements, including, but not limited to, people serving
as caregivers to a disabled individual or a dependent child age 13 or younger, disabled veterans, pregnant
or postpartum women, and individuals deemed to be “medically frail.” The law stipulates that those who
are blind or disabled, as well as those with substance use disorders, disabling mental disorders, or
physical, intellectual, or developmental disabilities must be considered medically frail.3 Beyond this,
states must define medical frailty subject to federal requirements and guidance. The June 1, 2026
guidance from CMS offers a more restrictive framework for defining medical frailty than what states had
expected; in particular, states cannot exempt broad groups of people with specific conditions, such as
cancer or multiple sclerosis.4 Rather, it will be necessary to show that such conditions make an individual
unable to work. It remains to be seen how Michigan and other states will operationalize the definition of
medical frailty in compliance with CMS requirements.

The law includes an option for states to allow short-term exceptions for economic hardship when a
county’s unemployment rate is higher than 8% or 1.5 times the national unemployment rate, whichever is
lower. Michigan intends to implement this option, as well as exceptions for counties with a federally
recognized national disaster and for individuals who are hospitalized or must travel to receive medical
care. The June 1, 2026 guidance from CMS indicates that states must implement either all or none of
these options.
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Verification

For beneficiaries who are not exempt, states must determine if they meet the work requirement when they
apply for Medicaid and then again every six months as part of each regularly scheduled redetermination.
Existing rules already require states to use administrative data whenever possible for enrollment and
renewal to reduce burden on enrollees; HR1 requires states to take a similar approach to verifying
compliance with work requirements and exemption criteria. Although some of this can be automated with
state-level data sources (such as data from the Unemployment Insurance system), the Congressional
Budget Office (CBO) expects that this type of ex parte verification may be exceedingly difficult for certain
populations, types of work, and types of exclusion criteria.5

Other major eligibility changes

HRA1 also limits the retroactive coverage window for all Medicaid enrollees. Under current law, Medicaid
covers healthcare services provided up to 9o days prior to the application date, assuming the individual
would have been eligible during that time. Effective December 31, 2026, this retroactive eligibility period
will be reduced to 30 days for Medicaid expansion enrollees and 60 days for traditional Medicaid and
CHIP enrollees.

In addition, Michigan must increase the frequency of Medicaid eligibility redeterminations for HMP
enrollees, which will occur every six months instead of once a year. The state is required to cross-reference
with federal and state data sources to identify instances of duplicate enrollment and deceased enrollees
and providers.

Finally, HR1 limits eligibility for lawfully residing non-citizens. These individuals will lose full Medicaid
coverage and will only be eligible to Emergency Services Only (ESO) coverage, effective October 1, 2026.

Revenue and payment changes

HR1 imposes new limits on both the ways that states can raise revenue for their share of Medicaid
financing and in the level of payments they can set for providers.

Provider tax limits

Michigan, like every state except Alaska, uses provider taxes to raise revenue for its share of Medicaid
financing. Provider taxes are defined as taxes for which at least 85% of the burden falls on health care
items, services, or providers, to help finance their share of Medicaid spending.6 HR1 prohibits some
currently permitted provider taxes that are used to help fund the state share of the Medicaid program. It
also lowers the amount of permitted provider taxes by Medicaid expansion states by 0.5% annually
starting in FY 2028 (Oct. 1, 2027) from 6% to a maximum of 3.5% of net patient revenues by FY 2032.
For all states, taxes on nursing homes and intermediate care facilities are carved out of the reductions so
long as they are at or below 6%.

Michigan has two types of provider taxes— one, levied through the Quality Assurance Assessment
Program (QAAP) and another, the Insurance Provider Assessment (IPA). These taxes account for
approximately $3 billion of the state’s share of Medicaid spending in 2026 (Figure 2).7
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Figure 2
Total Michigan Medicaid budget (left) and state restricted fund breakdown (right), fiscal year 20267
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Michigan’s QAAP levies provider taxes to support Medicaid on three categories of health care providers:
hospitals, skilled nursing facilities and ambulance providers. Based on current CMS guidance, the most
relevant provider tax impact in Michigan is on the hospital provider tax which is currently approximately
5.5% of net patient revenues. Because the current hospital provider tax is equal to the 5.5% maximum
allowed rate for FY 2028, the phase down required by HR1 will not begin to affect revenues for Michigan
until FY 2029. The ambulance provider tax in Michigan is currently at or below the 3.5% maximum. Full
CMS guidance on skilled nursing facilities has not been released by CMS, so a future impact is possible.

Insurance Provider Assessment

The IPA went into effect in Michigan on October 1, 2018, replacing an earlier Health Insurance Claims
Assessment (HICA). The IPA created a fixed and variable rate structure for certain insurance providers,
including Medicaid managed care organizations (MCOs)ii and health insurers. As a result of HR1, certain
variable assessments like those established by the IPA are impermissible. i

Public Act 25-25, which was signed into law with immediate effect by Governor Whitmer on October 7,
2025, replaced the IPA’s variable assessment structure with a uniform or flat tax rate structure for all
payers.8 Whereas certain variable assessments like those established by the IPA in 2018 are impermissible
under HR1, the new law is federally compliant and will result in the same level of revenue for the state as
under the original IPA statute.

ii Medicaid MCOs are health care entities that contract with state Medicaid programs and providers to coordinate the
delivery of medical care for their members.

iit The fixed and variable rate structure of the IPA was designed to meet the requirements of the CMS statistical test
for non-uniform taxes demonstrating the tax is generally redistributive — meaning it does not place a disproportional
burden on certain providers. HR1 prohibits these non-uniform or variable tax structures for the Medicaid program.
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State directed payments

SDPs are a mechanism which most states, including Michigan, use to help fund payments to health care
providers. In Michigan, the SDP applies revenue from hospital provider taxes to draw down additional
federal funds that are used to enable Medicaid managed care plans to pay hospitals based on average
commercial rates (ACR). Michigan transitioned to an ACR-based SDP for hospitals in FY24 (10/1/23 —

9/30/24).

HR 1 limits the supplemental payments that can be made beyond the Medicaid base rates. The reduction
lowers the maximum rate of all SDPs down to 100% (for expansion states) or 110% (for non-expansion
states) of the equivalent Medicare published payment rate for relevant services. SDPs approved or
submitted in good faith before May 1, 2025, were permitted to remain above the new caps (grandfathered)
temporarily. In grandfathered states, the rates must begin to be phased down by 10% annually beginning
with rating periods starting on or after January 1, 2028, until they reach the new Medicare-based cap (by
2037 at the latest).

When fully phased in in Michigan, Medicaid managed care payments to hospitals will be reduced by about
27% from current levels.v Because Michigan is a grandfathered state and based on Michigan’s managed
care rating period (October 1 — September 30), these changes will not begin to affect provider payments
until FY 2029.

Figure 3

Current at-risk SDP revenue and HR1’s potential impacts on provider reimbursement °

At-risk SDP revenue

Hospital Rate Adjustment (HRA), Specialty Network Access Fee [SNAF)
$5.07 Billion $610 Million

Potential reductions in provider reimbursement associated with at-risk SDP

Physician Payment Reductions  Hospital Payment Reductions,
$309 Million $2.5 Billion

¥ The reduction in payments results from reducing supplemental managed care hospital payments by 10% a year for
four years (i.c., a 40% reduction in these supplemental payments yields a 27% reduction in total managed care
hospital payments). These percentages are based on “total computable” amounts (federal dollars + the non-
federal/state share).
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The SDPs in Michigan that will be impacted by HR1 are the $5.07 billion Hospital Rate Adjustment
(HRA) and the $610 million the Specialty Network Access Fee (SNAF), which supplement Medicaid
payments to hospitals and physicians, respectively.1° The at-risk SDP payments and the potential impacts
on reimbursement to hospitals and providers is depicted in Figure 3, using estimates provided by
MDHHS on the impact SDP caps will have on payments.

Figure 4

Timeline of Medicaid-related HR1 provision implementation dates.
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Conclusion

The Medicaid provisions of HR1 represent the largest cuts in the program’s history. The projected
reduction in federal spending arises mainly from reduced enrollment due to work requirements and more
frequent eligibility redeterminations. The budget released by Governor Whitmer in February 2026
assumes a reduction in HMP enrollment of about 40,000 in FY2027. This projection was made before
recent federal guidance suggesting that exemptions based on medical frailty would be more narrowly
defined than had been expected. In light of this new guidance, the decline in enrollment will likely be even
greater than 40,000.

The implications of declining enrollment depend entirely on what becomes of former HMP enrollees. It is
expected that the large majority of Michiganders who lose HMP coverage will become uninsured. In 2013,
before the Medicaid expansion and other coverage provision of the Affordable Care Act went into effect,
more than 1 million Michiganders were uninsured and hospitals reported more than $1 billion in
uncompensated care.!2 Following the implementation of HMP and the Health Insurance Exchange
Marketplace in 2014, both the uninsured rate and hospital uncompensated care in Michigan were cut in
half.13 The increase in the uninsured population caused by HR1 can be expected to increase the
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uncompensated care burden on hospitals and other health care providers to levels closer to what we saw
in 2013 than any year since 2014.

Other provisions of HR1 will magnify this negative financial impact on providers. Limits on how Michigan
can finance its share of Medicaid spending and limits on the amount that the program can pay providers
will also reduce hospital revenues. These provisions of the law will not be effective immediately but will
have a significant financial impact once fully implemented.

We thank the Michigan Health Endowment Fund for supporting this work.
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