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Consumers, employers, and state and federal governments are increasingly bearing the brunt of the high prices 
charged by hospitals.  Rampant provider consolidation – when hospitals merge with one another or acquire other 
provider practices – is exacerbating this problem. As hospital markets become more concentrated, monopolistic bar-
gaining power allows hospitals to charge payers higher and higher prices. Payers then pass those higher prices onto 
consumers through higher out-of-pocket costs and premiums. As hospitals acquire physician groups and provider 
practices, patients are more likely to be hit with higher prices and facility fees, which are additional costs that hospi-
tals charge on top of professional fees.

Increased facility fee exposure and hospital price hikes occur against a backdrop of broader economic concerns that 
have strained average household budgets. Almost 40 percent of Americans could not afford an unexpected 
$400 expense without selling assets or borrowing money, which is concerning given that the average facility fee 
can be hundreds of dollars.

United States of Care (USofCare) partnered with the Brown University Center for Advancing Health Policy through 
Research (CAHPR) to model the savings potential of the following three policy options to address hospital consoli-
dation and resulting price hikes on consumers in three states (Indiana, Massachusetts, and North Carolina):

A policy requiring a payer to 
charge the same rate for a 
service, regardless of where 
it is delivered, typically tied to 
Medicare payments in either the 
outpatient setting or the lower 
cost setting (i.e., doctors’ offices 
or Ambulatory Surgery Centers).

As payers are able to reduce the underlying prices 
they pay for a subset of services and/or settings, con-
sumers should pay lower amounts for those services 
during the deductible phase of coverage or when 
coinsurance is applied to the service, both of which are 
pegged to the negotiated rate for the service.

Reduced prices also generate more savings for pay-
ers, who should pass those savings onto consumers 
in the form of lower premiums.

A policy setting a price cap, typ-
ically tied to the Medicare hospi-
tal payment, for what hospitals 
can charge for a broader set of 
services and settings than those 
covered by site-neutral payment.

A policy prohibiting providers 
from collecting a facility fee for a 
subset of routine services.

EXECUTIVE SUMMARY

Site-Neutral Payments1. 2. 3. Caps on Commercial 
Hospital PaymentsBans on Facility Fees

For each policy option, the research team estimated the following savings for consumers:

Reduction in out-of-pocket costs. Reduction in premiums.
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Site–Neutral
Payments

Commercial 
Payment CapsFacility Fee Bans

POLICYMAKER CONSIDERATIONS

• Implementing multiple policy options that work in tandem, including more than one of three policies mod-
eled in this report or pairing pricing policies with policies that more directly curb hospital consolidation. 

• Closely assessing state markets, including baseline hospital payment rates, before choosing Medicare 
thresholds to cap payments. 

• Structuring hospital payment policies to reach the largest swath of the market.

• Tailoring policies to care settings and services that will have the biggest impact on consumers.  

• Estimating each policy’s impact on hospital budgets and operating margins using a data-based approach 
and using that data to design policies to reform, not destabilize, hospital financing (e.g., by exempting cer-
tain safety net hospitals from pricing reforms)

• Understanding the impact of federal and state budget volatility on policy approaches to address hospital 
costs and working with payers and hospitals to develop real-time assessment of fiscal health and budget 
outlook amidst a dynamic policy environment. 

• Forecasting and planning for potential hospital responses to these policies, including potential cost-shifting, 
increasing service volume, shifting toward more profitable patients or services, or cutting back on opera-
tions.

The team also assessed the impact of each policy on hospital operating margins, finding that each policy can be 
structured to minimize impact on hospital finances.

Each of the three policy options generated savings to consumers across all three states, with some variation based 
on how the policy was structured.

Indiana
Massachusetts
North Carolina

Indiana
Massachusetts
North Carolina

Indiana
Massachusetts
North Carolina

AVER AGE OUT-OF-POCKE T SAVINGS PER MEMBER PER YE AR

AVER AGE PREMIUM SAVINGS PER MEMBER PER YE AR

AVER AGE TOTAL SAVINGS PER MEMBER PER YE AR

$2,832
$1,402
$2,263

$263
$130
$210

$2,568
$1,271
$2,052

Cap at 100% 
of Medicare

Cap at 100% 
of Medicare

Cap at 400% 
of Medicare

Cap at 400% 
of Medicare

$108
$0
$39

$10
$0
$4

$98
$0
$36

$304
$239
$175

$122
$61
$62

$182
$179
$113

$57
$23
$20

$23
$6
$7

$34
$18
$13

$93
$65
$25

$37
$16
$9

$56
$48
$16

As policymakers identify legislative priorities for 
addressing hospital prices, they should consider:
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Hospital pricing practices are under intense scrutiny as consum-
ers, employers, and state and federal governments are increasingly 
bearing the brunt of the high prices charged by hospitals.1 Rampant 
provider consolidation – when hospitals merge with one another or 
acquire other provider practices – is exacerbating this problem. As 
hospital markets become more concentrated, monopolistic bargain-
ing power allows hospitals to charge payers higher and higher prices. 
Payers then pass those higher prices along to consumers through 
higher out-of-pocket costs and premiums, with a large portion of 
premium dollars going towards hospital spending.2 Despite claims to 
the contrary, evidence does not suggest that consolidation leads to 
improvements in care quality.3

Hospital consolidation – and the combination of mergers and hospi-
tal closures that consolidation spurs – has led to 2,000 fewer inde-
pendent hospitals operating in the United States today compared 
to 1998.4 In addition, hospitals and health systems that own of-
fice-based physician practices are increasing, with more than half of 
physicians employed by hospitals.5 This means that even for primary 
care, practices are far more likely to be hospital-owned, with a 2021 
study finding that 54.1% of primary care physicians were employed 
by a hospital.6 Bigger hospital system footprints means that it is hard-
er for consumers to find independent medical practices not tethered 
to a larger hospital system. And with that often comes higher prices.  

As hospitals acquire physician groups and provider practices, patients 
are more likely to be hit with higher costs and facility fees, which are 
additional costs that hospitals charge on top of professional fees for 
certain health care services.7 When a hospital acquires a physician 
practice, it can add a facility fee to the physician’s professional fee, 
simply by characterizing the outpatient service as hospital-based, 
even though the physical location has not changed. As hospitals buy 
up more medical practices, hospital facility fees are appearing in more 
and more places. Increased hospital ownership of ambulatory set-
tings and practices means that more outpatient care is being billed 
at hospital outpatient departments (HOPDs), which costs consumers 
and payers considerably more for the same service. 

Hospitals have long claimed that facility fees are essential to pay for 
the high infrastructure and staffing costs needed to keep emergen-
cy responses available around the clock. However, these claims are 
harder to justify when facility fees are attached to services that are 
typically performed in provider offices, including for routine care ac-
cessed safely at either on or off-campus HOPDs. 

As hospitals become large 
health system behemoths, their 
market power impacts consumer 
affordability in three major ways:

• Because there are fewer 
independent practices, 
consumers are more likely to 
receive care in a hospital-owned 
practice and be charged a 
facility fee for routine outpatient 
services, which can be an 
expensive surprise for many. 

• Evidence suggests that hospital-
owned physician practices are 
more likely to refer patients to 
hospitals for care, which could 
increase exposure to facility 
fees.8

• As hospitals have increased 
market power, they are 
increasingly the only hospital 
game in town and are able to 
demand higher and higher prices 
from commercial payers, who no 
longer have bargaining power. 
Payers often pass these higher 
prices on to consumers in the 
form of higher premiums.

Professional fee = what hospi-
tals (and other providers) charge 
for specific services related to 
“professional” activities, such as 
a provider’s time
Facility fee = additional fee that 
hospitals levy to cover hospital 
operating costs

Increasing urgency for action to rein 
in hospital prices and consolidation1.

THE PROBLEM
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• Facility fee exposure, out-of-pocket 
costs, and premiums increase
A growing body of research shows that provider 
consolidation is raising health care costs for consum-
ers. As more sites of care fall under hospital owner-
ship, consumers have more exposure to facility fees 
even for routine services. In addition, as hospital 
prices rise, consumers face increased out-of-pocket 
costs through deductibles and coinsurance, which 
are tied to the underlying cost of the service. One 
study found that between 2011 and 2017, outpa-
tient surgeries saw a 53% increase in facility fee 
charges and consumer out-of-pocket expenses grew 
by 50 percent.9 These additional charges and high-
er prices are expected to only increase as provider 
consolidation also increases. And finally, as overall 
hospital prices go up, commercial payers are more 
likely to pass those costs onto consumers in the form 
of higher premiums.10

• Quality either worsens or stays the 
same
Evidence suggests that consolidation negatively 
impacts patient access and quality of care.11 Multiple 
studies have found that patient quality metrics 
decreased following provider consolidation12 as 
did patient satisfaction.13 Instead of promoting 
integrated care delivery models or providing newly 
acquired off- and on-campus hospital outpatient 
departments (HOPDs) with additional expertise 
and resources to boost patient outcomes, 
consolidation has mainly impacted bargaining 
power and pricing dynamics, but not patient care 
or health outcomes. 

All of this occurs against a backdrop of broader economic concerns facing many people because of the aftermath 
of an extended period of high inflation, stubbornly high prices for goods and services, and political volatility im-
pacting global economic markets. Almost 40 percent of Americans could not afford an unexpected $400 ex-
pense without selling assets or borrowing money, which is concerning given that the average facility fee can be 
hundreds of dollars.18 There is also a growing body of evidence suggesting that in addition to affordability chal-
lenges of facility fees, higher hospital cost sharing, and higher premiums, hospital consolidation also has broader 
economic impacts. The increasing costs to the health care system following hospital mergers have depressed 
employee wages in the surrounding geographic area and increased unemployment, not just for those working 
within health care, but for those in the surrounding area as well.19

• Affordability and access challenges 
increase
The negative effects of rampant provider consol-
idation disproportionately impact communities 
that are already more vulnerable to affordabil-
ity challenges and access barriers.14 Increasing 
prevalence of facility fees coupled with higher 
cost-sharing for hospital services exacerbate the 
nation’s growing medical debt crisis, which re-
searchers have found is primarily driven by hos-
pital debt.15 Structural barriers that influence site 
of care may contribute to the disparate impact of 
facility fees on certain communities. Black and 
Latino individuals are more likely to visit hospi-
tals and HOPDs as usual sources of care, which 
could expose these communities to more facility 
fees and hospital price gouging.16 People in rural 
areas are also more likely to be impacted by high 
hospital prices and facility fees. These people 
are more likely to lack health insurance coverage, 
have fewer provider choices, and are more likely 
to be older and have more health care needs than 
people who live in urban areas, all of which may 
increase their exposure to facility fees and higher 
hospital cost-sharing.17

Provider consolidation is causing significant affordability and access 
challenges for consumers, reducing the places people can get care 
while not leading to improvements in quality.

Hospital facility fees, increased hospital cost 
sharing, and increased premiums are hitting 
consumers at a time when prices of goods 
and services remains stubbornly high and 
individuals and families worry about their 
household budgets.
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Across the country, policymakers are taking on the affordability challenges that unchecked hospital consolidation 
and rising hospital prices are causing for their residents. State policymakers are specifically filling in a void left by 
fairly minimal federal action and have been motivated to tackle this issue because of the growing strain hospital 
pricing dynamics have on state budgets. 

States have a number of policy levers available to them, which are discussed in more detail below. While ERISA 
preemption places limits on state authority to regulate private health insurance to the state-regulated private 
insurance market (individual plans, fully insured group plans, and public employee plans), ERISA does not preempt 
states’ broad authority to regulate what hospital and providers charge, even if these policies affect self-funded 
ERISA plans.20 States can also regulate hospital pricing for Medicaid and for state-employee benefits plans. The 
federal Centers for Medicare & Medicaid Services (CMS), however, sets the hospital pricing schedule for Medicare.

While this research project focuses on state authority over the commercial group market (the rows highlighted in 
blue in Table 1) and the actions states can take to regulate hospital prices, including facility fees, in those markets, 
the findings discussed below are relevant for the entirety of the state-regulated private insurance market and 
could inform policies that would impact the individual market. 

As more states tackle hospital pricing reform, there is a growing body of evidence documenting the savings that 
can be generated from these reforms.21

Insurance market

Individual (including marketplace plans)

Small and large fully insured group

Self-funded group

State and public employee benefits 
(even if self-funded)

Medicaid

Medicare

State 

State 

State as long as the reform is 
structured as hospital price 
regulation. Self-funded plans are 
primarily federally regulated under 
ERISA and states cannot regulate 
them directly.

State

State and federal

Federal

State and Federal Authority to Regulate Hospital Pricing Table 1:
Regulator with Oversight over 

Hospital Pricing Practices

STATE ROLE IN TACKLING HOSPITAL PRICING

July 2025   8



United States of Care (USofCare) partnered with the 
Brown University Center for Advancing Health Policy 
through Research (CAHPR) to model the savings potential 
of the following three policy options to address hospital 
consolidation and resulting price hikes on consumers in 
three states (Indiana, Massachusetts, and North Carolina):

These policy options and focus states were 
chosen following an extensive environmental 
scan and in consultation with subject matter 
experts and state policy stakeholders.22

For each policy option, the CAHPR research 
team developed an analytic approach to 
estimate the savings from hospital pricing 
reforms. First, for the relevant set of services, 
the team calculated price reductions based on 
specified caps tied to Medicare or through the 
elimination of facility fees. These reductions 
were aggregated to the state level to estimate 
total savings for commercial purchasers and 
patients. 

Savings accrue to consumers from 
implementation of these policies through 
reductions in out-of-pocket (OOP) costs and 
premiums. As payers are able to reduce the 
underlying prices they pay for a subset of 
services and/or settings, consumers will pay 
lower amounts for those services after they’ve 
met their deductible or when coinsurance is 
applied to the service, both of which are pegged 
to the negotiated rate for the service (see figure 
on the next page). Reduced prices also generate 
more savings for payers, who should pass those 
savings onto consumers in the form of lower 
premiums.23 For each policy, we allocated total 
savings between out-of-pocket spending and 
premium reductions using data on average cost-
sharing rates by state and type of service. 

A policy requiring a payer to charge the same rate for 
a service, regardless of where it is delivered, typical-
ly tied to Medicare payments in either the outpatient 
setting or the lower cost setting (i.e., doctors’ offices 
or Ambulatory Surgery Centers).

Site-Neutral Payments1. 

A policy setting a price cap, typically tied to the Medi-
care hospital payment, for what hospitals can charge for 
a broader set of services and settings than those cov-
ered by site-neutral payment.

3. Caps on Commercial Hospital Payments

A policy prohibiting providers from collecting a facility 
fee for a subset of routine services.

2. Bans on Facility Fees

Modeling three state policy options to address hospital 
prices in three study states2.
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As part of this analysis, we also examined the impact of each policy on hospital operating margins in each of 
the three states. Statewide hospital operating margins were calculated by aggregating total patient revenues 
and expenses across all hospitals in each state, subtracting total expenses from total revenues, and dividing 
this difference by total revenues. To estimate the impact of each policy on statewide hospital operating margins, 
savings estimates were deducted from patient revenues in both the numerator and denominator.  

While our analysis provides meaningful estimates of potential savings from three policies targeting hospital 
facility fees, there are important limitations and caveats to consider. First, our data sources do not capture the 
full commercial market in each state, so we scale our estimates and assume that payments and patient mix are 
similar across represented and non-represented insurers. Second, our estimates of premium and out-of-pocket 
savings rely on average cost-sharing assumptions and may not reflect individual benefit designs or the actual 
pass-through of savings to enrollees, particularly those enrolled in self-funded insurance plans. Third, because 
of billing inconsistencies or errors, our approach likely underestimates savings. Additionally, per-member savings 
reflect population averages; actual impacts will vary based on individual service use. Finally, while we estimate 
changes in hospital operating margins, we do not model potential downstream effects, such as changes to 
service availability or staffing, which should be accounted for and monitored as part of policy development and 
implementation. For more information on the data sources used and methodology, please see Appendix I. 

Commercial payers accrue savings because of reduced or 
eliminated facility fees and/or reduced across-the-board 
hospital reimbursement rates for all three policies 

PAYER SAVINGS

Hospital Payer Patient
CONSUMER SAVINGS

Consumer share 
of deductibles and 
coinsurance go down 
as underlying price of 
services drop

Payers should pass on 
savings from reduces 
prices to consumers in 
form of lower premiums

Each of the three study states – Indiana, Massachusetts, 
and North Carolina – has a slightly different health care 
landscape and policy baseline, which may contribute 
to variable impacts of the three policy solutions mod-
eled. For example, Indiana already has a facility fee 
ban in place, which prohibits hospitals from charging 
facility fees for outpatient services provided at their 
own off-campus facilities.24 That legislation was initially 
slated to go into effect in January 2025 and was subse-
quently amended with more detail with an effective date 
of January 1, 2026.25 The more recent Indiana law also 
includes a provision that would allow the state to revoke 
the nonprofit status of certain large hospital systems if 
their inpatient and outpatient commercial prices exceed 
the state average price. The effects are not included in 
the analysis below, but should be considered moving 
forward. 

CURRENT LANDSCAPE OF EACH STATE DETERMINES POLICY SOLUTION IMPACT 

Similarly, commercial hospital prices relative to Medicare 
payments in Massachusetts are already well below the 
commercial prices in Indiana and North Carolina. This is 
the result of a number of factors, including that a dom-
inant payer drives a lower commercial reimbursement 
rate that has helped to push the commercial rate for 
hospitals in the state to 195.3% of the Medicare rate for 
hospital services, one of the lowest relative rates in the 
country.26 Medicare hospital payments also tend to be 
higher in Massachusetts than in other states because 
of a relatively obscure federal provision that takes into 
account wage data when setting Medicare hospital reim-
bursement.27 This may skew the comparison of commer-
cial rates relative to Medicare. 

As states explore these policies, it’s important to assess 
their own markets and current policies and regulations 
to determine which policy option will yield the desired 
impact.

1.

2.

3.

Site Neutral

Facility Fee Ban

Commercial Hospital 
Payment Cap
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A site-neutral payment policy aims to equalize reimbursement for certain 
services across settings (i.e. “same service, same price”). The policy is a 
disincentive to further provider consolidation and has gained traction in 
federal policy debates around Medicare payment reform. The policy would 
place limits on payments for outpatient services that can be provided safely 
outside of a hospital.28 In the commercial market, paying a set price is not 
usually feasible because prices are determined through market negotia-
tion. Placing a limit on how much hospitals can collect for services targets 
the highest prices, but allows for market negotiations to occur underneath 
those limits. 

The Medicare Payment Advisory Commission (MedPAC) has developed the 
most comprehensive list of services that meet this definition. In 2023, Med-
PAC identified 57 ambulatory payment classifications (APCs)–or groups of 
services–that can be safely performed in a freestanding provider office and 
recommended aligning payment rates for these services with the Medicare 
office payment, regardless of the setting in which they were provided.29 
MedPAC also identified 9 service categories that can be performed safely in 
an Ambulatory Surgical Center (ASC) and recommended aligning payments 
for those services with the Medicare ASC payment (see Appendix II).30 
States are using this list of 66 “MedPAC services” in addition to evaluation 
and management services as a jumping off point to design site-neutral pay-
ment policies for the commercial market. Some states are assessing addi-
tional services not captured in the MedPAC list that may be more relevant 
for the commercial market. 

The research team used 2022 Health Care Cost Institute (HCCI) profes-
sional and outpatient claims data from Indiana, Massachusetts, and North 
Carolina to estimate potential savings from the site-neutral payment policy 
as well as hospital operating margins impact. A comprehensive description 
of the modeling methodology is described in Appendix I.

The savings accruing to consumers from reductions in OOP costs and premiums from implementing a site-neutral 
payment policy vary considerably depending on what percentage of the Medicare non-hospital payment the site-
neutral rate is set (see Figure 2). In other words, more savings accrue to consumers the closer the site-neutral rate 
is to the Medicare rate for the non-hospital payment. Across the three states, the most dramatic consumer savings 
from reduced commercial OOP costs and premiums were achieved through capping prices at 100 to 200 percent of 
the Medicare non-hospital payment. For instance, if site-neutral reimbursement rates were capped at 100 percent 
of the Medicare non-hospital payment–regardless of where the service was provided–the estimated OOP savings 
for commercial payers in 2022 would have totaled $421 million ($122 per member per year (PMPY)) in Indiana, 
$223 million ($61 PMPY) in Massachusetts, and $299 million ($62 PMPY) in North Carolina. Corresponding 
premium reductions would have amounted to $631 million ($182 PMPY) in Indiana, $656 million ($179 PMPY) 
in Massachusetts, and $545 million ($113 PMPY) in North Carolina, assuming all insurer savings would be fully 
passed through to enrollees. Savings become far smaller and nearly negligible at 350 to 400 percent of the 
Medicare non-hospital payment because that is closer to the baseline commercial price in most states. 

Site neutral policy modeled 
in IN, MA, and NC

Require commercial pay-
ment rates for state-regu-
lated private insurance plans 
to pay no more than a set 
proportion of the Medicare 
non-hospital payment rate 
for the 66 MedPAC services 
that can be performed safely 
in non-hospital settings (re-
ferred to below as “MedPAC 
services”).

The non-hospital rate is de-
fined as the Medicare phy-
sician fee schedule (MPFS) 
rate for services that could 
safely be delivered in the 
doctors’ office or the Medi-
care ASC payment rate for 
services that could safely 
be delivered in the ASC. 
The non-hospital payment 
rate can be set at 100% up 
to 400% of the Medicare 
non-hospital rate, with dif-
ferential savings depending 
on what proportion is used. 

Site-Neutral Payment ReformsAnalysis of Policy 1:

SITE-NEUTRAL PAYMENT SAVINGS: Consumer Out-of-Pocket (OOP) Costs and Premiums Impact
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OOP savings

IN

Premium savings
MA

NC

Total savings 
in millions $

421100% of MED 631 1,052

232150% of MED 347 579

168200% of MED 251 319

132250% of MED 198 330

108300% of MED 163

91

271

350% of MED 137

78

228

400% of MED 117 195

223100% of MED 656

123

879

150% of MED 363

69

486

200% of MED 202

48

271

250% of MED 142

37

190

300% of MED 108 145

28 83350% of MED 111

22400% of MED 64 86

299100% of MED 545

149

844

150% of MED 271

88

420

200% of MED 160

64

248

250% of MED 118 182

51300% of MED 92 143

41350% of MED 74 115

33400% of MED 61 94

0 400 800 1,200

For an individual patient, these 
savings could be significant. Figure 
3 shows an example of how an 
individual patient would benefit 
from the savings from a site-neutral 
policy. The example represents a 
hypothetical scenario that applies 
to all three states and estimates 
the savings for an individual patient 
who has tonsils removed in an 
outpatient setting. In this example, 
the site-neutral payment policy 
would cap reimbursement for 
the service at 200 percent of the 
Medicare non-hospital payment. 
The patient, who has a 20% 
coinsurance obligation, would pay 
eight times more without the site-
neutral payment policy (an over 
$1,000 difference), a significant 
amount for most consumers. 

Setting

CPT (Description)

Patient OOP Obligation

Current Commercial Price 

Patient Coinsurance Payment 
(20% of Price)

Medicare physician office price with 
200% Site-Neutral Rate Medicare Non-
Hospital Payment
Commercial Price Under Site-Neutral 
Payment Policy (200% of the Medicare 
office price)

Patient Coinsurance Payment 
(20% of Price)

Patient OOP Savings 
(Coinsurance Payment Without 
Site-Neutral Payment – Coinsurance 
Payment With Site-Neutral Payment)

Outpatient Hospital
42821 (Removal of 
Tonsils and Adenoids)
20% Coinsurance

$5,715

$1,143

$319

$638

$127.60

$1,015.40

PAYMENT WITHOUT 200% SITE-NEUTRAL PAYMENT POLICY

PAYMENT WITH 200% SITE-NEUTRAL PAYMENT POLICY

FIGURE 2. Estimated Total Savings from Site-Neutral Payment Policy for MedPAC Services that are Deemed 
Safe to Perform in Lower-Cost Settings in Indiana, Massachusetts, and North Carolina, 2022

FIGURE 3. Example of Patient Savings Using 
a Site-Neutral Payment
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A different way that policymakers can approach a site-neutral payment policy is to cap only the facility 
fee part of the payment for the MedPAC services at a percentage of the Medicare facility fee payment 
(as opposed to setting a limit for the entire payment pegged to the Medicare non-hospital payment). 
When services are delivered in a physician’s office, Medicare pays a higher professional fee to account 
for practice expenses (e.g., supplies, equipment, and staff). For many routine, low-complexity outpatient 
services, it is more appropriate for hospitals to receive a facility fee closer in value to what physicians 
receive in office settings. To reflect this, we also modeled savings under a policy that caps facility fees 
for these services at a low percentage of the Medicare facility payment. While the savings are smaller—
since the cap applies only to facility fees and only in hospital settings—states could still realize meaning-
ful reductions in spending. The idea behind the modified policy is to align the facility practice expense 
payment plus the facility fee with the non-facility practice expense. Table 4 includes a breakdown of the 
pros and cons of the traditional site-neutral payment policy compared to the modified site-neutral pay-
ment policy. 

Traditional Site-Neutral

Pros: Accomplishes site 
neutrality. Greater savings because 
applied to all settings. Aligns with 
MedPAC’s recommendations. Helps 
remove incentives to deliver these 
services in more expensive settings. 

Pros: Aligns the facility practice 
expense and facility fee with the 
non-facility practice expense. 
May be relatively straightforward 
to implement, as hospitals are 
already reimbursed under Medicare 
outpatient prospective payment 
system (OPPS) for Medicare patients. 
Leaves professional fees untouched. 
More specifically addresses facility 
fees without a ban.Cons: Likely would experience 

pushback from hospitals, physicians, 
and other providers. Because the cap 
is a combined rate, it may be more 
difficult to implement for independent 
physicians who bill separately from 
hospitals, potentially incentivizing 
vertical integration to streamline 
these processes.

Cons: Because physician fees 
are not part of the cap, they could 
increase over time, particularly for 
hospital-affiliated practices.

Pros and Cons of Traditional and Modified Site-Neutral PoliciesTable 4:

Modified Site-Neutral

APPLYING A MODIFIED SITE-NEUTRAL POLICY FOCUSING ONLY ON THE FACILITY FEE 
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We also assessed how a site-neutral payment policy would impact hospital financial health. Using data from the 
National Academy for State Health Policy Hospital (NASHP) Cost Tool, operating margins were calculated the 
following way: (net patient revenue - operating expenses related to patient care) / net patient revenue. To account 
for lost revenue, the team subtracted savings from net patient revenue.31

Setting site-neutral payment rates at 100 percent of Medicare non-hospital rates for the MedPAC services – the 
lowest amount analyzed – would have had a fairly minimal impact on total operating margins, reducing margins by 
less than 5 percentage points for each state. Total operating margins (which include margins related to commercial 
reimbursement in addition to other payers) would have decreased from 21.9 to 18.9 percent in Indiana, 4.5 to 1.5 
percent in Massachusetts, and 16.9 to 15.0 percent in North Carolina (see Figure 5).

The impact of a site-neutral payment policy on commercial operating margins – which are often the primary reve-
nue generator for hospitals32 – is slightly higher, but still fairly low. If reimbursement rates were set at 100 percent 
of the Medicare non-hospital rate for MedPAC services only, commercial operating margins would have dropped 
from 53.0 to 49.8 percent in Indiana, 18.9 to 13.6 percent in Massachusetts, and 41.0 to 38.4 percent in North 
Carolina. At 400 percent, neither total nor commercial margins change meaningfully in any of the three states).

FIGURE 5.

NOTES:

Estimated Hospital Total Operating Margins Under Site-Neutral Payment for 
MedPAC Services in Indiana, Massachusetts, and North Carolina, 2022 
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Hospital total operating margins are calculated as the difference between net patient revenue and 
operating expenses for all patient care, divided by net patient revenue and multiplied by 100 to 
express the result as a percentage. 

The red bar shows aggregate hospital total operating margins at the state level in 2022. 

The pink bars represent projected margins with site neutral payments, ranging from 100% to 
400% of Medicare rates.

SITE-NEUTRAL POLICY IMPACT ON HOSPITAL OPERATING MARGINS
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The second policy option modeled would eliminate facility fees for a 
narrower subset of outpatient services that could be provided safely in 
non-hospital settings, not the entire range of 66 APCs covered in the 
site-neutral policy above. In this model, we analyzed the impact of ban-
ning facility fees for (1) evaluation and management (E&M) services, (2) 
telehealth services, and (3) preventive services.33 These services were 
chosen because they are routine, most often provided in office settings, 
and are services for which a surprise facility fee bill can seem particu-
larly unfair to consumers because hospital facilities were not needed or 
used. A number of insurers also do not cover the facility fee for these 
services, foisting the entire fee onto the consumer. For these services, 
we analyzed claims from both on-campus and off-campus HOPDs and 
assessed savings attributed to the ban across both settings.

Eliminating facility fees for E&M, preventive, and telehealth services 
delivered in on-and off-campus HOPDs would generate meaningful 
savings for consumers in Indiana, Massachusetts, and North Carolina in 
on- and off-campus hospital outpatient departments (See figure 6).34 
Under a facility fee ban for E&M, preventive, and telehealth services at 
on-campus hospital outpatient departments, estimated out-of-pocket 
savings in 2022 would have been $129.0 million ($37 per member per 
year (PMPY)) in Indiana, $60.2 million ($16 PMPY) in Massachusetts, 
and $43 million ($9 PMPY) in North Carolina. Corresponding premium 
reductions would have totaled $193.5 million ($56 PMPY) in Indiana, 
$176.9 million ($48 PMPY) in Massachusetts, and $77.6 million ($16 
PMPY) in North Carolina, assuming all insurer savings would be fully 
passed through to enrollees.

Because this policy targets a more limited set of services, the overall savings would likely be smaller than those 
achieved under broader site-neutral payment caps, especially caps set at lower percentages of the Medicare rate, 
ranging from 100 to 300 percent. Still, it represents a concrete step toward lowering prices and spending for 
routine services.

Facility fee ban policy modeled 
in IN, MA, and NC

Prohibit any facility fee in HOPD 
on-campus and off-campus 
settings for subset of routine 
services that can be safely 
delivered in lower-cost settings. 

Routine services defined as:

Evaluation and management 
(E&M) services: provider 
visits and services that involve 
evaluating and managing patient 
health (e.g. patient office visit). 

Telehealth services: services 
provided remotely to patients via 
video and/or audio conferencing.

Preventive services: services 
recommended by the U.S. 
Preventive Services Task Force, 
the Advisory Committee on 
Immunization Practices, and the 
Health Resources and Services 
Administration.

FIGURE 6.

Estimated Total 
Savings in Millions from 
Facility Fee Bans for 
E&M, Preventive, and 
Telehealth Services and 
at On-and Off-Campus 
HOPDs in Indiana, 
Massachusetts, and 
North Carolina, 2022 250 50 75 100 125 150 175 200 225 250 275
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Facility Fee BansAnalysis of Policy 2:

FACILITY FEE BAN SAVINGS: 

Consumer Out-of-Pocket (OOP) Costs and Premiums Impact
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NOTES:

FIGURE 7

FIGURE 8 Estimated Hospital Total Operating Margins Under a 
Facility Fee Ban for Preventive, Telehealth, and E&M 
Services in Indiana, Massachusetts, and North Carolina, 2022

Figure 7 shows how a facility fee 
ban would hypothetically impact an 
individual patient who had a routine 
office visit in a hospital outpatient 
setting. The example represents a 
hypothetical scenario that applies to all 
three states. For a patient with a 10% 
coinsurance, eliminating the facility 
fee would save them $28.60 in OOP 
costs.

We looked at the difference between 
on-campus and off-campus HOPDs 
and found minimal consumer savings 
from just eliminating facility fees in 
off-campus HOPD settings. While 
this finding could be partly attributed 
to discrepancies in hospital billing and 
coding practices that make it difficult 
to identify facility fee by setting, it is 
also an important data point for states 
as they look to tailor a policy response 
that best addresses consumer harm. 
Facility fee policies that focus solely 
on off-campus outpatient HOPDs may 
not yield significant consumer OOP 
and premium savings. 

We found that eliminating facility 
fees for E&M telehealth, and 
preventive services, on- and off-
campus, would have a minimal 
impact on both total operating 
margins (see Figure 8) as well as 
commercial operating margins. 

Setting
CPT (Description)

Patient OOP Obligation

Current Commercial Price 
Commercial Facility Fee
Commercial Professional Fee
Patient Coinsurance Payment (10% of Price)

Commercial Price with Facility Fee Ban
Commercial Facility Fee
Commercial Professional Fee
Patient Coinsurance Payment (10% of Price)

OOP Savings (Coinsurance Payment Without 
Ban - Coinsurance Payment with Ban)

Outpatient Hospital
99212 (Established 
Patient Office Visit)
10% Coinsurance

$329
$286
$43
$33

$43
$0
$43
$4.30

$28.60
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Hospital total operating margins 
are calculated as the difference 
between net patient revenue and 
operating expenses for all patient 
care, divided by net patient revenue 
and multiplied by 100 to express 
the result as a percentage. 

The red bar shows aggregate 
hospital total operating margins 
at the state level in 2022. 

The blue bars represent 
projected margins with a 
facility fee ban.

FACILITY FEE BAN IMPACT ON HOSPITAL OPERATING MARGINS
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The third policy option modeled is a cap on ALL commercial hospital 
payments. Payment caps are a form of reference-based pricing.35 This 
policy is broader than the former two, aimed at reducing hospital facility 
fees for all inpatient and outpatient services. A commercial payment cap 
may be better able to address underlying price hikes associated with 
monopolistic contracting practices by hospitals and health systems in 
heavily consolidated markets. While payment caps are similar to site-
neutral payment policies, the main problem these policies are trying to 
solve are a bit different. Site-neutral payment policies primarily curb 
unfair hospital charging practices that result from hospital acquisition of 
outpatient settings. Payment caps are a broader policy tool and are better 
able to target monopolistic price-setting behavior by capping what a 
hospital can charge commercial payers.

Commercial payment caps could yield significant savings for consumers, particularly when the caps are pegged to 
the Medicare payment or close to it (See Figure 9). Capping payments at 100 percent of Medicare payments across 
all hospitals in each state would have reduced out-of-pocket spending by $911 million ($263 PMPY) in Indiana, $479 
million ($130 PMPY) in Massachusetts, and $1,013 million ($210 PMPY) in North Carolina. Corresponding premium 
reductions could have totaled $8.9 billion ($2,568 PMPY) in Indiana, $4.7 billion ($1,271 PMPY) in Massachusetts, 
and $9.9 billion ($2,052 PMPY) in North Carolina, assuming all insurer savings would be fully passed on to enrollees. 
Both out-of-pocket savings and premium reductions would have declined at higher payment caps. The relatively 
lower savings in Massachusetts likely reflects the different market dynamics resulting in lower hospital commercial 
prices relative to Medicare payments in that state described above.

Commercial hospital 
payment caps modeled in 
IN, MA, and NC
Cap commercial payments for 
hospital inpatient admission 
and outpatient procedures 
based on a percentage of 
Medicare rates

FIGURE 9

Estimated 
Total Savings  
from Capping 
Hospital 
Prices for All 
Commercial 
Lives in Indiana, 
Massachusetts, 
and North 
Carolina, 2022
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APPLYING A MODIFIED COMMERCIAL PAYMENT CAP, EXCLUDING CERTAIN SAFETY NET HOSPITALS

To put these savings 
in context, figure 10 
provides an example 
of how this policy 
could impact an 
individual patient. If a 
patient received a hip 
replacement during an 
inpatient hospital stay 
and owes 20% of the 
prices of the service 
through coinsurance, the 
price would decline by 
$2,178.04 if the price 
were capped at 200 
percent of the Medicare 
payment, $435.61 
of which would be 
experienced through 
lower OOP costs. 

We also modeled savings for commercial payment caps that exclude critical access hospitals—small, rural facili-
ties that often operate at or near financial losses and may be unable to absorb further reductions. Several states 
with payment cap policies have chosen to exempt these hospitals for this reason.36 Because critical access hospi-
tals account for a small share of overall hospital revenue at the state level, excluding them has minimal impact on 
statewide savings or average statewide hospital margins. States should consider any exclusions to commercial 
payment caps carefully. Each hospital market is different, with different justifications for excluding or including 
safety net hospitals.

=
FIGURE 10

Setting

DRG (Description)

Patient OOP Spend 

Current Commercial Facility Price

Patient Coinsurance Payment (20% of Price)

Medicare Facility Payment

Commercial Facility Price Under Price Cap (Cap 
at 200%)

Patient Coinsurance Payment (20% of Price)

OOP Savings

Inpatient Hospital

470 (Major Hip/ Knee Joint 
Replacement)

20% Coinsurance

$33,301

$6,660

$15,561

$31,123

$6,224.59

$435.61

PAYMENT WITHOUT 200% CAP

PAYMENT WITH 200% CAP

Example of Patient Savings from Commercial Price Caps
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FIGURE 11

NOTES:

Estimated Hospital Total Operating Margins Under Hospital Payment Caps for All Commercial Lives in Indiana, 
Massachusetts, and North Carolina, 2022

COMMERCIAL PAYMENT CAP IMPACT ON HOSPITAL OPERATING MARGINS

For the same reason commercial payment caps yield the greatest consumer OOP and premium savings, these 
caps would also have a significant impact on statewide hospital operating margins. At cap levels of 100 or 150 
percent of Medicare, statewide hospital operating margins turn negative, suggesting that caps at these levels 
could significantly hinder hospitals’ ability to cover their costs and remain financially viable (see Figure 11). How-
ever, the financial impact to hospitals would lessen as the cap increases. Total margins become positive at 200 
percent or above. 

Hospital total operating margins are calculated as the difference between net patient 
revenue and operating expenses for all patient care, divided by net patient revenue and 
multiplied by 100 to express the result as a percentage. 

The red bar shows aggregate hospital total operating margins at the state level in 2022. 

The blue bars represent projected margins under different hospital payment caps, 
ranging from 100% to 400% of Medicare rates.

IN MA NC

21
.9

-1
7.

6

-5
.6

3.
9 11

.2 16
.5 19

.7 20
.8

4.
5

-1
5.

8 -4
.0

2.
7 4.

1 4.
5

4.
5

4.
5

16
.9

-1
8.

2

-5
.8

3.
1

9.
1 12

.8 15
.4 16

.5

A
gg

re
ga

te
 h

os
pi

ta
l o

pe
ra

tin
g 

m
ar

gi
ns

, %
 % of 

Medicare

100%

150%

200%

250%

300%

350%

400%

No cap-15
-10

-20

-5
0
5

10
15
20
25

July 2025   19



The findings above should inform policymaker action to rein in hospital prices at both the state and federal levels. 
While this paper evaluates the impact on affordability and average hospital operating margins within three example 
states, federal policymakers can look to these findings as proof points that, if explored on a larger scale, these policy 
interventions would achieve significant and meaningful savings for consumers across the country depending on how 
they are structured. As policymakers identify legislative priorities for addressing hospital prices, they should:

Consider implementing multiple policy options working in tandem, including implementing more than 
one of the three policies modeled.  Each of the three policy options described above can be implemented as 
a standalone policy; however, states could also consider implementing policies together to achieve maximum 
impact. For instance, pairing a site neutrality policy with a facility fee ban would equalize payments across 
settings while at the same time protecting consumers from a surprise fee attached to a specific set of 
routine services.37 Policymakers could also consider pairing payment reforms with reforms aimed at curbing 
or better regulating hospital consolidation.

Closely assess state markets, including baseline hospital payment rates, before choosing Medicare 
thresholds to cap payments. Each of the three states modeled had different baselines for commercial 
hospital costs, which meant that the impact of each policy option varied. Massachusetts hospitals, for 
instance, have relatively high Medicare prices and smaller differentials between commercial and Medicare 
prices at baseline, which means that each of the three policy interventions (pegging commercial prices 
to Medicare prices) will have a relatively smaller impact, and no impact when set at high proportions of 
Medicare rates (see Figure 11). The savings included in Table 12 are averages per member per year. Some 
consumers will see much higher savings depending on their utilization of hospital services within a plan year, 
while others may only see savings from reduced premiums.

Next steps for reform implementation3.

TABLE 12:

Average Savings Across 
the Three Policies in Indiana, 
Massachusetts, and North 
Carolina, 2022

Site–Neutral
Payments

Commercial 
Payment CapsFacility Fee Bans

Indiana
Massachusetts
North Carolina

Indiana
Massachusetts
North Carolina

Indiana
Massachusetts
North Carolina

AVER AGE OUT-OF-POCKE T SAVINGS PER MEMBER PER YE AR

AVER AGE PREMIUM SAVINGS PER MEMBER PER YE AR

AVER AGE TOTAL SAVINGS PER MEMBER PER YE AR

$2,832
$1,402
$2,263

$263
$130
$210

$2,568
$1,271
$2,052

Cap at 100% 
of Medicare

Cap at 100% 
of Medicare

Cap at 400% 
of Medicare

Cap at 400% 
of Medicare

$108
$0
$39

$10
$0
$4

$98
$0
$36

$304
$239
$175

$122
$61
$62

$182
$179
$113

$57
$23
$20

$23
$6
$7

$34
$18
$13

$93
$65
$25

$37
$16
$9

$56
$48
$16
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To yield consumer OOP and premium savings, states with lower relative commercial hospital prices may consider 
either setting their site-neutral payment or hospital payment caps at a lower proportion of Medicare payments or 
pursuing more targeted policies that aim to eliminate specific hospital pricing practices, such as a ban on facility 
fees for a subset of services. States may also consider hospital pricing policies for certain segments of their mar-
kets, such as state employees, as opposed to the entirety of the state-regulated market. In addition, states may 
want to assess their safety net hospital landscape and consider possible tailored exemptions to mitigate financial 
harm for hospitals with unique considerations, including rural hospitals.

Consider how to structure hospital payment 
policies to reach the largest swath of the market. 
For instance, specifically capping hospital prices 
and not payer reimbursement rates could insulate a 
policy from ERISA preemption, allowing it to apply 
to the entire commercial market. At the same time, a 
state may have limited ability to require self-funded 
employers to pass savings generated from any of the 
policies mentioned above to employees in the form of 
lower premiums.  

Consider tailoring policies to care settings and 
services that will have the biggest impact on 
consumers. The modeling above demonstrates that 
hospital payment reforms may have variable impact 
depending on the specific setting or suite of services 
targeted. For instance, applying either a site-neutral 
payment policy or facility fee ban policy to only off-
campus HOPDs could yield relatively little savings for 
consumers as compared to broadening the policy to 
include on- and off-campus HOPDs. Similarly, focusing 
a facility fee ban on solely telehealth services will have 
a much smaller consumer impact than widening the 
policy to capture other routine services, including E&M 
and preventive services. In addition, states should 
assess the extent to which they are able to require 
plans to pass through savings from reduced hospital 
costs to consumers through premium reductions. This 
may be difficult to do for self-funded plans because of 
ERISA preemption, but could be a policy option for the 
fully insured market. 

Estimate impact on hospital budgets and operating 
margins using a data-based approach and use that data to 
design policies to reform, not destabilize, hospital financing 
(e.g., by exempting certain safety net hospitals from pricing re-
forms). Each of the three policy options described above has an 
impact on both total and commercial hospital operating costs. 
The impact on hospital margins is the average impact at the 
state-level, and the impacts will likely vary by individual hos-
pital based on their rates relative to Medicare, payer mix, and 
other aspects. While the thrust of each policy option is to rein 
in hospital pricing not tethered to patient need or efficient care 
delivery, hospitals may contend that pricing cuts will impact 
their ability to continue to deliver high-quality care, particularly 
in underserved areas. Assessing the differential impact of set-
ting site-neutral and commercial payments at varying propor-
tions of Medicare rates is essential to picking the appropriate 
rate that will drive down costs for consumers while ensuring 
hospitals remain financially viable. States may also consider 
exempting certain hospitals from policies if they play an out-
sized role in providing access through the safety net and may 
be more sensitive to the financial impact of the three reforms 
described above. This could include exempting critical access 
hospitals and/or rural hospitals from payment caps. 

Consider federal and state budget volatility in designing 
policy approaches to hospital costs and work with payers and 
hospitals to develop real-time assessment of fiscal health and 
budget outlook amidst a dynamic policy environment. 

Forecast potential hospital responses to these policies. 
For example, hospitals may try to make up for lost revenue 
through cost-shifting, increasing service volume, shifting 
toward more profitable patients or services, or cutting back 
on operations.

CONCLUSION

Developing policies to address hospital pricing dynamics that are harming consumers is a complex endeavor, made 
even more difficult by volatility in state economic dynamics and federal health policy. However, it is clear that con-
sumers would benefit from the reforms described above through reduced OOP costs and premiums. In most cases, 
impact on hospital operating margins would be fairly limited, and policies could be structured to limit impact on 
certain safety net hospitals. State and federal policymakers should use the analysis included in this report to inform 
their policy development and tailor policies that are best suited to protect consumers from unaffordable hospital 
costs while also recognizing the vital role hospitals play as part of the health care safety net.
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CAHPR used the following methodologies to calculate three primary measures for each policy option: 1) impact on 
consumer out-of-pocket costs; 2) impact on premiums; and 3) impact on hospital operating margins. 

The team used the 2022 Health Care Cost Institute (HCCI) professional and outpatient claims data from Indiana, 
Massachusetts, and North Carolina to estimate potential savings from site-neutral payment. This policy would 
cap total payments for a subset of services—those that can be safely delivered in lower-cost settings—at a fixed 
percentage of the Medicare payment made in lower-cost settings (the “Medicare non-hospital payment”). These 
services include evaluation and management (E&M) services and procedures that are associated with 66 ambula-
tory payment classifications (APCs)—groups of services within the outpatient prospective payment system. The 
Medicare Payment Advisory Commission (MedPAC) identified that E&M services and 57 of the 66 APCs could 
safely be performed in doctors’ offices, as these services were already conducted in the office setting more than 
half the time. MedPAC identified that the remaining 9 APCs were too complex for doctors’ offices but could safe-
ly be performed in Ambulatory Surgery Centers (ASCs). 

The Medicare non-hospital payment is defined as the Medicare physician fee schedule (PFS) payment for E&M 
services and 57 of the APCs, and as the Medicare ASC payment for the remaining 9 APCs. The team restricted 
the analysis to claims from the doctors’ office (place of service [POS] code 11), ASC (POS code 24), and on-cam-
pus (POS code 22) and off-campus (POS code 19) hospital outpatient department. The team first estimated 
price reductions if payments for E&M services and the 66 APCs were capped at a percentage of the Medicare 
non-hospital payment, applied across all care settings (e.g., 100% of the Medicare PFS rate for services that 
could safely be delivered in the doctors’ office or 100% of the Medicare ASC payment rate for services that could 
safely be delivered in the ASC). Then, the team aggregated the price reductions across service types and set-
tings to estimate overall statewide savings. Finally, the team used data on average patient cost-sharing for these 
outpatient services to estimate the portion of savings that would be experienced directly by patients through 
lower out-of-pocket spending and estimated that the remaining would be passed through as premium reduc-
tions. Because HCCI data represent only a subset of the commercially insured population in each state, the team 
adjusted for representativeness using claims volume estimates from Transparency in Coverage (TiC) data. 

The team used 2022 HCCI outpatient claims data from Indiana, Massachusetts, and North Carolina to estimate 
potential savings from implementing a facility fee ban on preventive, telehealth, and evaluation and management 
(E&M) services. For these services, the team analyzed claims from both on-campus and off-campus HOPDs. For 
telehealth services, the team also included claims where care was delivered at the patient’s home (POS code 10) 
or another remote location (POS code 02), but where a facility fee was still billed—suggesting that the provider 
was located in an on- or off-campus hospital outpatient department. We used the American Medical Associa-
tion (AMA) billing guide for private payers for a list of Affordable Care Act (ACA) preventive services procedure 
codes. To estimate potential savings from facility fee bans, the team aggregated facility fees paid for preventive, 
telehealth, and E&M services delivered in on-campus and off-campus hospital outpatient departments by state. 
Because HCCI data represent only a subset of the commercially insured population in each state, the team ad-
justed for representativeness using claims volume estimates from the TiC data.

APPENDIX I: Methodology

Site-Neutral Payment ReformsPolicy 1:

Facility Fee BansPolicy 2:
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The team used 2022 hospital-level pricing data from the Employer Hospital Price Transparency Study (Round 5.1) 
to estimate potential savings from commercial-wide hospital payment caps. Using data on hospital-level standard-
ized inpatient and outpatient prices, as well as prices relative to Medicare payments, the team calculated the Medi-
care-equivalent average payment per inpatient admission and outpatient procedure at the hospital level. Then the 
team identified the cap based on a percentage of the average Medicare payment per inpatient admission or outpatient 
procedure. For hospitals with prices above the cap, the team estimated price reductions and accounted for a slight 
increase in service use due to price reductions experienced through reductions in out-of-pocket spending. To estimate 
how total savings would be split between out-of-pocket savings and premium reductions, the team assumed that, 
on average, out-of-pocket spending represents 9.3% of total payments for inpatient and outpatient hospital services 
among commercially insured enrollees, based on data from the HCCI 2022 Health Care Cost and Utilization Report. 
This means that 9.3% of the total savings would go toward reducing deductibles, coinsurance, and copays, with the 
remaining 90.7% passed on through lower premiums, assuming carriers pass on all savings to enrollees. 

The impact of each policy option on hospital operating margins was calculated in a uniform way across the three 
policy options. Using data from the National Academy for State Health Policy (NASHP) Hospital Cost Tool, state-level 
operating margins were calculated first by aggregating net patient revenue and operating expenses across all hospitals 
with available data in the state. Then, by using the following formula: (net patient revenue - operating expenses 
related to patient care) / net patient revenue. To account for lost revenue under each of these cap scenarios, the team 
subtracted “total statewide savings” from net patient revenue in both the numerator and denominator. 

• The data sources used do not capture all commercial 
claims within each state for a given year. To address 
this, the team used data from other sources to ap-
ply estimates to the broader commercial population. 
However, this approach assumes that commercial 
rates and patient mix are similar for the portions of 
the commercial population not captured in the data 
sources used. 

• The extent that any premium savings accrued to pay-
ers are passed onto consumers could vary by market 
segment and may also depend on the structure and 
competitiveness of health insurance markets. Con-
sequently, the assumption that enrollees receive the 
full savings—part through reduced out-of-pocket 
spending at the point of service and the rest through 
lower premiums—may overestimate the benefits for 
individuals and families. 

• Estimates of out-of-pocket and per member savings 
rely on assumptions about average cost-sharing and 
may not reflect variation across market segments and 
plan designs. 

• The methods used to estimate savings differ between 
commercial hospital payment caps and site-neutral 
payment caps. The team applied commercial hospital 

Commercial Hospital Payment CapsPolicy 3:

Hospital operating margins impact

payment caps at the hospital level, while applying 
site-neutral payments at the claims level for specific 
services. As a result, savings under commercial caps 
may appear low or nonexistent in some cases, even 
though high-cost claims (above the average) would 
likely decline under such a policy. 

• Errors or inconsistencies in provider billing practices 
may lead to an underestimation of potential savings. 
For instance, a provider may report a service as 
having been delivered in a physician’s office when 
it actually occurred in an off-campus hospital out-
patient department, potentially inflating the profes-
sional fee—as is often observed in Medicare billing. 
In such cases, we may not fully capture savings from 
policies aimed at eliminating off-campus facility fees. 
Additionally, for services billed in outpatient hospi-
tal settings or ASCs, we may have excluded cases 
lacking a clearly matched professional and facility 
claim. Finally, inconsistencies and gaps in claims data 
that make it difficult to accurately match telehealth 
service codes with facility fees. Without a reliable 
way to determine whether this is due to billing prac-
tices or coding errors, some services may have been 
omitted from the analysis, resulting in a conservative 
estimate of savings.

LIMITATIONS The following data limitations were identified: 
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APPENDIX II:

SERVICE TYPE
AMBULATORY PAYMENT 
CLASSIFICATION (APT)/ 
CURRENT PROCEDURAL 
TERMINOLOGY (CPT) CODE

57 APCS 
ALIGNED WITH 
PFS RATES

APC/CPT DESCRIPTION

Medpac Service List

5012 

5693 

5694 

5524 

5593 

5522 

5523 

5521 

5052 

5691 

5373 

5443 

5054 

5442 

5724 

5692 

5441 

5722 

5611 

5051 

5822 

5053 

5734 

5071 

5372 

5723 

5733 

5823 

5101 

5721 

5153 

5731 

Clinic visits 

Level 3 drug administration 

Level 4 drug administration 

Level 4 imaging w/o contrast 

Level 3 nuclear medicine 

Level 2 imaging w/o contrast 

Level 3 imaging w/o contrast 

Level 1 imaging w/o contrast 

Level 2 skin procedures 

Level 1 drug administration 

Level 3 urology and related services 

Level 3 nerve injections 

Level 4 skin procedures 

Level 2 nerve injections 

Level 4 diagnostic tests and related services 

Level 2 drug administration 

Level 1 nerve injections 

Level 2 diagnostic tests and related services 

Level 1 therapeutic radiation treatment preparation 

Level 1 skin procedures 

Level 2 health and behavior services 

Level 3 skin procedures 

Level 4 minor procedures 

Level 1 excision/biopsy/incision and drainage 

Level 2 urology and related services 

Level 3 diagnostic tests and related services 

Level 3 minor procedures 

Level 3 health and behavior services 

Level 1 strapping and cast application 

Level 1 diagnostic tests and related services 

Level 3 airway endoscopy 

Level 1 minor procedures 
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SERVICE TYPE
AMBULATORY PAYMENT 
CLASSIFICATION (APT)/ 
CURRENT PROCEDURAL 
TERMINOLOGY (CPT) CODE

57 APCS 
ALIGNED WITH 
PFS RATES

9 APCS 
ALIGNED WITH 
ASC RATES

APC/CPT DESCRIPTION

5371 

5671 

5164 

5741 

5055 

5481 

5151 

5111 

5163 

5732 

5743 

5102 

5161 

5152 

5413 

5411 

5412 

5162 

5742 

5502 

5501 

5735 

5821 

5621 

5811 

5312

5491

5431

5311

5492

5112

5462

5503

5504

Level 1 urology and related services 

Level 1 pathology 

Level 4 ENT procedures 

Level 1 electronic analysis of devices 

Level 5 skin procedures 

Laser eye procedures 

Level 1 airway endoscopy 

Level 1 musculoskeletal procedures 

Level 3 ENT procedures 

Level 2 minor procedures 

Level 3 electronic analysis of devices 

Level 2 strapping and cast application 

Level 1 ENT procedures 

Level 2 airway endoscopy 

Level 3 gynecologic procedures 

Level 1 gynecologic procedures 

Level 2 gynecologic procedures 

Level 2 ENT procedures 

Level 2 electronic analysis of devices 

Level 2 extraocular, repair, and plastic eye procedures 

Level 1 extraocular, repair, and plastic eye procedures 

Level 5 minor procedures 

Level 1 health and behavior services 

Level 1 radiation therapy 

Manipulation therapy 

Level 2 lower GI procedures

Level 1 intraocular procedures

Level 1 nerve procedures

Level 1 lower GI procedures

Level 2 intraocular procedures

Level 2 musculoskeletal procedures

Level 2 neurostimulator and related procedures

Level 3 extraocular, repair, and plastic eye procedures

Level 4 extraocular, repair, and plastic eye procedures
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SERVICE TYPE
AMBULATORY PAYMENT 
CLASSIFICATION (APT)/ 
CURRENT PROCEDURAL 
TERMINOLOGY (CPT) CODE

E&M SERVICES

APC/CPT DESCRIPTION

Office visit for a new patient requiring a medically 
appropriate history and/or examination, typically 
taking 15-29 minutes.

Office visit for a new patient requiring a medically 
appropriate history and/or examination, typically 
taking 30-44 minutes.

Office visit for a new patient requiring a medically 
appropriate history and/or examination, typically 
taking 45-59 minutes.

Office visit for a new patient requiring a medically 
appropriate history and/or examination, typically 
taking 60-74 minutes.

Office visit for an established patient, which may not 
require the presence of a physician, typically taking 
5-10 minutes.

Office visit for an established patient requiring a 
medically appropriate history and/or examination, 
typically taking 10-19 minutes.

Office visit for an established patient requiring a 
medically appropriate history and/or examination, 
typically taking 20-29 minutes.

Office visit for an established patient requiring a 
medically appropriate history and/or examination, 
typically taking 30-39 minutes.

Office visit for an established patient requiring a 
medically appropriate history and/or examination, 
typically taking 40-54 minutes.

99202

99203

99204

99205

99211

99212

99213

99214

99215
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