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Section 1699:  (1) The department may make separate payments in the amount of 
$45,000,000.00 directly to qualifying hospitals serving a disproportionate share of indigent 
patients and to hospitals GME training programs.  If direct payment for GME and DSH is made to 
qualifying hospitals for services to Medicaid clients, hospitals shall not include GME costs or DSH 
payments in their contracts with HMOs.  (2) The department shall allocate $45,000,000.00 in 
DSH funding using the distribution methodology used in fiscal year 2003-2004.   (3) By 
September 30 of the current fiscal year, the department shall report to the senate and house 
appropriations subcommittees on community health and the senate and house fiscal agencies on 
the new distribution of funding to each eligible hospital from the GME and DSH pools.  (4) The 
department shall form a workgroup on DSH funding consisting of representatives from hospitals 
and hospital systems receiving DSH funding and the Michigan health and hospital association.  
The workgroup shall work to derive a new DSH formula or formulas designed to provide 
equitable payments to qualifying hospitals.  The department shall report to the senate and house 
appropriations subcommittees on community health and the senate and house fiscal agencies on 
the results of the workgroup’s efforts by March 1 of the current fiscal year. 

 

 



Disproportionate Share Hospital (DSH) Report to the Legislature 
In response to and in accordance with Section 1699(4) of Public Act 63 of 2011, the Department 

of Community Health (DCH) convened a workgroup to discuss the objectives outlined in the boilerplate 

language. The following report describes the conclusions of the workgroup.  

The DSH workgroup began discussions on November 28, 2011 and met for two subsequent 

meetings.  The workgroup was chaired by DCH and consisted of representatives of DSH hospitals and the 

Michigan Health and Hospital Association.  Over the course of the three meetings, the following 

conclusions were reached: 

1) The workgroup was not able to reach a unanimous agreement on the definition 

of “equitable payments to qualifying hospitals”, and was therefore unable to 

propose a new funding formula that all represented hospitals could agree upon.  

Several safety net hospitals (Detroit Medical Center, Hurley Medical Center, and 

McLaren Health Care) with a historically high proportion of Medicaid and 

uninsured care have a large vested interest in retaining the current funding 

formula for the $45 Million Regular DSH Pool.  Other hospital systems which have 

seen significant increases in their Medicaid and uninsured business have an 

interest in revising the current funding formula for the $45 Million Regular DSH 

Pool so that the Pool allocation will reflect this growth.  The revised formula put 

forth by the latter group of hospitals is described in item #2 below. 

2) The hospital systems which have seen significant increases in their Medicaid and 

uninsured business recommended a new formula to distribute DSH funds.  The 

formula retains the basic logic of the current formula for the $45 Million Regular 

DSH Pool with one significant exception:  the new formula would distribute funds 



amongst hospitals that have at least a 1% share of the statewide cost incurred by 

hospitals to provide inpatient hospital care to indigent patients, including 

uninsured patients and patients covered by public programs (including Medicaid 

but not Medicare).  This can be contrasted with the current formula which 

requires hospitals to have a minimum facility-specific indigent payer mix of 20% 

(or 50% for one subcomponent of the pool) to qualify for any funding from the 

$45 Million Regular DSH Pool.  The Detroit Medical Center, Hurley Medical 

Center and McLaren Health Care opposed modifying the current $45 Million 

Regular DSH Pool formulas in this manner. These hospitals stressed that funding 

from this pool should continue to recognize hospitals that serve a 

disproportionate share of indigent patients.  All remaining hospitals represented 

on the workgroup advocated for the modified formula. 

3) There was unanimous support on the work group that, if the Legislature does not 

support modification to the $45 Million Regular DSH Pool formulas in isolation, 

(1) the current $45 Million Regular DSH Pool formulas and amounts should be 

continued in FY 2013, AND (2) a new DSH pool should be developed based on the 

modified formulas that were advanced during the workgroup discussion.  Though 

there was not a detailed discussion on the amount of funding recommended for 

this new pool, there was a general understanding among the workgroup 

members that this pool would become a regular part of the DCH budget as 

opposed to a one-time funding item.  

4) The Department of Community Health would like to acknowledge two key points 

that emerged during the discussions and interactions with the DSH workgroup.  



First, hospitals and hospital systems across the State have seen the Michigan 

Medicaid caseload nearly double over the last decade, and, as a result, have 

experienced significant growth in their Medicaid volumes, especially during the 

last several years.  This has created additional pressure on the hospital industry 

as a whole and also enhanced the visibility and scope of Medicaid 

reimbursement including, but not limited to, DSH payments.  Second, and related 

to the first point, the hospital reimbursement landscape is changing and 

becoming more reliant on public payers such as the Medicaid program.  These 

factors increase the visibility of the Medicaid reimbursement system, including 

DSH, and explain why the industry is very interested in exploring new options for 

distributing limited pools of funding. 

Attachments: 

1.  List of DSH work group members and their affiliations 

2. Summary of current policy on and distribution of the $45M DSH pool 

3. Summary of current vs. alternative DSH distribution methodology 

4. DMC White Paper distributed to the workgroup 

MDCH would like to acknowledge the following comments that were received from workgroup 

members. 

• Some workgroup members expressed a strong concern that this report does not reflect the 

thinking of the workgroup. Specifically, they felt the report does not reflect the position of 

hospital systems that have seen indigent care grow significantly in recent years, nor did they feel 



that the recommendation of the majority of the workgroup to switch to an alternative formula 

for FY 2013 was reflected.  

• Several members of the workgroup requested that other, non-DSH Medicaid reimbursement be 

considered as part of this process.  

• One workgroup member recommended increasing the threshold for the new DSH formula to a 

number greater than 1%.  
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Disproportionate Share Workgroup Members 
 
 
 
Ed Bruff – Covenant Health System 
Dave Buckley – St. John Ascension 
Craig Clarady – Sparrow Health System 
Brian Connolly – Oakwood Healthcare 
Doug Darland – Beaumont Hospital 
Chip Falahee – Bronson Health System 
Marilyn Litka-Klein – Michigan Health and Hospital Association 
Conrad Mallett- Detroit Medical Center 
Kevin Murphy – Hurley Health System 
Clarence Sevillian – McLaren Health System 
Cathy Sinning – Spectrum Health Services 
Mike Tomkovich – Trinity Health System 
Mary Whitbread – Henry Ford Health System 
Mary Whitbread – Kingswood Psychiatric Hospital 
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Summary -- Regular $45 Million Pool 
MSA Actuarial Division -- 2/7/2012 
 
All DSH Payments 
In order to qualify for any DSH payment, hospitals must meet both of the following 
federal criteria: 
 

1. Medicaid inpatient days must be no less than 1% of the hospital’s total number of 
inpatient days. 

 
2. The hospital must fall into one of the following categories: 

*  Have two obstetricians on staff; 
*  If in a rural area, have two physicians on staff that can perform obstetrics; 
*  Be classified as a Children’s hospital; or 
*  Have existed in 1987 and not offered obstetrics at that time. 

 
 
Regular $45 Million DSH Pool 
Hospitals that meet the criteria above may qualify for the Regular DSH pool.  To qualify, 
hospitals must have a minimum 20% Indigent Volume (IV). 
 
Indigent Volume is a State requirement.  It is a proxy for the proportion of the hospital’s 
business that is devoted to public programs (including Medicaid but not Medicare) and 
the uninsured.  The IV formula is a follows: 
 
IV = indigent inpatient charges / total inpatient charges. 
 
Hospitals with at least 20% IV can qualify for one or more of the following four 
components of the Regular DSH pool based on their designation specified below: 
 

1. Hospitals reimbursed via DRG payments with at least 50% IV share 
proportionally in $7,300,000.   

 
2. Hospitals reimbursed via DRG payments with at least 20% IV share 

proportionally in $30,200,000. 
 

3. Hospitals reimbursed via per diem payments with at least 20% IV share 
proportionally in $7,000,000. 

 
4. Hospitals with distinct part rehabilitation units with at least 20% IV share 

proportionally in $500,000. 
 
 
Again, only hospitals that meet or exceed the IV thresholds listed above qualify for any 
Regular DSH payments.  Additionally, payments increase significantly to the extent that 
qualifying hospitals’ IV ratios exceed the minimum qualifying threshold. 
 



Attachment 3 -- Current vs. Alternative DSH Methodology

Current DSH Methodology:

I. $45M in DSH payments for Med\Surg, Psychiatric and Rehab hospitals are split into four pools. They are:

A Hospitals with at least 50 percent MedSurg Indigent Volume (IV) ($7,300,000).  The share of the DSH payment 
for hospitals with at least 50 percent IV is based on a DSH share computed as follows:

1 Title XIX Med\Surg Charges x Operating Ratio x (IV - 0.5)
2 Each hospital's share will be reduced proportionately if computation exceeds $7.3M.

NOTE: Only  2 DMC  hospitals are typically eligible for the $7.3M DSH pool. ( Children's & Detroit Receiving)

B Hospitals with at least 20 percent MedSurg IV ($30,200,000). The share of the DSH payment
for hospitals with at least 20 percent IV is based on a DSH share computed as follows:

1 Title XIX Med\Surg Charges x Operating Ratio x (IV - 0.2)
2 Each hospital's share will be reduced proportionately if computation exceeds $30.2M.

NOTE: Both Childrens & Detroit Receiving are also eligible to receive DSH payments from the $30.2M pool

C Hospitals with at least 20 percent Psychiatric IV ($7,000,000). The share of the DSH payment
for hospitals with at least 20 percent IV is based on a DSH share computed as follows:

1 Title XIX Psych Charges x Operating Ratio x (IV - 0.2)
2 Each hospital's share will be reduced proportionately if computation exceeds $7M.

D Hospitals with at least 20 percent Rehab IV ($500,000). The share of the DSH payment
for hospitals with at least 20 percent IV is based on a DSH share computed as follows:

1 Title XIX Rehab Charges x Operating Ratio x (IV - 0.2)
2 Each hospital's share will be reduced proportionately if computation exceeds $500,000.

II. Proposed Methodology:
A Consolidate the current two Med\ Surg DSH Pools into one Med\ Surg DSH Pool totaling $37.5M
B Retain the current Psych DSH Pool at $7M
C Retain the current Rehab DSH Pool at $500,000
D Change the minimum IV% threshold requirements to 1% for the Med Surg Pool  and 0% for the Psych and Rehab Pools to   

allow all higher volume Michigan hospitals to receive DSH payments
E The share of a DSH Pool payment for hospitals would be computed separately for each of the three DSH pools as follows:

1 Indigent Charges x Medicaid Cost Ratio = Indigent Care Cost
2 Calculate each hospital's percentage of Statewide Indigent Care services provided
3 Eliminate hospitals from the cost pool whose Statewide Indigent Care percentage is less than 1% for the Med Surg Pool
4 Recalculate an Indigent Care percentage based on the Indigent Care Cost related to hospitals with greater than 1%
5 Each hospital's percentage of recalculated Indigent Cost percentage x Pool Dollars = Each Hospital's DSH Pool Payment

Talking Points:

The existing methodology is outdated and should be reviewed to determine if it is still achieving its intent.
The current calculation of using a 50% threshold and 20% threshold excludes many Michigan hospitals who
provide a significant amount of indigent care services.
All higher volume eligible Michigan hospitals who provide indigent care services should receive their fair share of 
Medicaid DSH Pool payments.

The existing Medicaid DSH payment policy causes employers in areas with a higher commercial mix
to subsidize the Medicaid shortfalls in their local communities by paying higher health care premiums due to the
inequitable distribution of limited Medicaid funds.  In the current economy and as healthcare reform
becomes a reality, this "employer tax" is not sustainable.

The proposed methodology reimburses each hospital according to their share of indigent cost as a 
percentage of the Statewide Indigent Care cost distributing Medicaid DSH dollars equitably to all 
higher volume eligible hospitals providing indigent care.  It is simple and uses the existing data collected by the 
State.
This proposed methodology recognizes the importance of the current smaller DSH pool which would  
continue to distribute DSH dollars to hospitals with less than 1% Statewide Indigent Care Cost.
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Disproportionate Share
White Paper

Disproportionate Share Hospital (DSH) pool is  
NOT A “PrO rATA” PrOGrAM.

DSH is a program to help offset losses hospitals incur due  
to high Medicaid and Uncompensated Care patients.

• One system – DMC – having 24.43% of the statewide 
Medicaid case load is extraordinary. 

• DMC has provided $2.1 BilliOn in uncompensated care  
over eight years.

• Value Health Partners (VHP) is proposing a $21 milliOn CUt 
to One system so the remaining 133 hospitals can receive an 
average of $270 thousand per hospital. 

• VHP hospitals CAn receive more of the DSH pool – nOW  
– by seeing more Medicaid patients!

Is thIs sound publIc polIcy?!

Attachment 4
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Disproportionate Share Hospital (DSH) Program

Background:
Today, approximately 50 million Americans lack health insurance coverage. An estimated 1.4 million 
Michigan citizens have no health insurance whatsoever. The number of uninsured individuals in 
Wayne County is nearly 300,000 and about two thirds of those individuals live in Detroit. The number 
of uninsured and under-insured people in Michigan continues to grow. 

The uninsured gain access to health care services through a “safety net,” which includes hospitals, 
community health centers, and some private physicians – all of whom help shoulder the burden of 
uncompensated care. Although a broad range of providers serve the uninsured, the largest share of 
uncompensated care is delivered by urban hospitals. 

Medicaid enrollment in Michigan is now approaching 2 million. Approximately 500,000 Medicaid 
beneficiaries reside in Wayne County. Nearly 300,000 of these Medicaid beneficiaries reside in the 
City of Detroit.

History of the Medicaid DSH program
Prior to 1981, Medicaid based its payments to hospitals on reasonable costs for services provided to 
program beneficiaries. Congress was concerned that this “cost-based” reimbursement was inherently 
inflationary. To address this concern, Congress passed the Omnibus Budget Reconciliation Act of 1981 
(OBRA 1981), which contained provisions allowing states to experiment with prospective hospital 
payment systems, as long as reimbursement was “reasonable and necessary to the efficient and 
economical delivery of services” (often referred to as the “Boren Amendment”). However, Congress 
wanted to protect facilities that treat a large volume of Medicaid patients and patients who are not 
covered by other third party payers. Therefore, the law also mandated that states consider the special 
payment needs of hospitals that serve a large volume of Medicaid and uninsured patients. OBRA 1981 
established the Disproportionate Share Hospital (DSH) program to address this issue by providing 
additional special Medicaid payments to this group of hospitals. 

The rationale behind these special payments was that hospitals rendering high volumes of care to 
low-income patients often lose money as a result of low Medicaid reimbursement rates. They also lose 
money because they generally provide high volumes of care to the uninsured and to indigent patients, 
thus have high uncompensated care burdens. Since these hospitals have low private case loads, they 
are not able to shift this burden to other payers. many safety net hospitals rely on these special DsH 
payments in order to maintain their charitable missions.

continued…

Please see Exhibit A page 10

Attachment 4
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History of the Medicaid DSH program continued…

The original language was broad and states were given wide latitude to adopt optional benefits, 
expand coverage, and establish payment methods and levels. The provision did not define which 
hospitals were to be assisted, nor did it specify how states should provide the assistance. To help 
remedy this situation, Congress included an amendment in the Omnibus Budget Reconciliation 
Act of 1987 which established a federal definition of DSH hospitals and required states to make 
payments to certain hospitals. The new federal DSH definition required states to include, at a 
minimum:

• Any hospital with a Medicaid utilization rate (Medicaid days divided by total days) 
of one standard deviation or more over the mean Medicaid utilization rate in the 
state, or

• Any hospital with a low-income utilization rate of 25% or more (the low-income 
utilization rate is the sum of the ratio of Medicaid revenues divided by total 
revenues and the ratio of inpatient charity care charges divided by total charges).

In addition to the above, to be eligible to receive DSH funds, a hospital must meet at least one of 
the following federal criteria:

• At least two obstetricians with staff privileges at the hospital must have agreed to 
provide obstetric services to individuals who are eligible for Medicaid.

• The hospital is located in a rural area and at least two physicians with staff 
privileges at the hospital must have agreed to provide obstetric services to 
individuals who are eligible for Medicaid.

• The hospital serves an inpatient population that is predominately comprised  
of individuals under 18 years of age.

• On December 22, 1987, the hospital did not offer obstetric services to the general 
population except in emergencies.

In addition to the above, each hospital must have a Medicaid utilization rate of at least 1%. 

the DsH program is not a block-grant program. Like the regular Medicaid program, the state 
must provide matching funds in order to obtain federal DSH funds. However, unlike the regular 
Medicaid program, the federal government “caps” state DSH payments by establishing annual 
allotments for each state. In addition, DSH payments to any specific hospital cannot exceed a 
hospital-specific cap based on the un-reimbursed cost of providing hospital services to Medicaid 
and uninsured patients. 

dMc

dMc

dMc

dMc

dMc

dMc
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Michigan’s Regular Medicaid DSH Pool
When the Medicaid DSH program was first initiated in Michigan, Medicaid DSH was paid as a 
percentage add-on based on hospital specific factors. In the early 1990’s, these payments were 
converted to a regular-fixed pool set at $45 M to facilitate budgeting for both the state and hospitals. 
Eligibility for the regular Medicaid DSH pool distribution is based upon charges for all indigent 
patients including Medicaid as well as uncompensated care as a percentage of the total hospital 
charges. This is known as the Indigent Volume (IV) percentage. To qualify for Medicaid regular 
$45 M DSH pool payments, the hospital’s IV percentage needs to exceed 20%. If a hospital’s IV 
percentage is less than 20%, it does not qualify for Medicaid regular DSH pool payments.

The $45 M regular Medicaid DSH pool is comprised of three smaller pools. A pool of $37.5 M 
for DRG-reimbursed hospitals, with $30.2 M distributed to hospitals having an IV of greater than 
20%, and $7.3 M distributed to hospitals having an IV of greater than 50%. A second pool of $7 M 
distributed to psychiatric and rehabilitation hospitals that are reimbursed on a per-diem basis and 
their IV exceeds 20% and a third pool of $500,000 distributed to Distinct Part Rehabilitation Units 
where the IV exceeds 20%. 

continued…

$ 2.1 bIllIon In uncoMpEnsAtEd
cARE ovER EIght yEARs!

dMc pRovIdEd
MoRE

uncoMpEnsAtEd 
cARE As A

pRIvAtE coMpAny
thAn It 

dId As A 
non-pRofIt!
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Michigan’s Regular Medicaid DSH Pool continued…

the size of the regular DsH pool 
has not increased since its inception. 
meanwhile, uncompensated care costs 
have skyrocketed.  The Michigan Health 
and Hospital Association estimates that 
Michigan hospitals provided more than 
$1.9 B in uncompensated direct patient 
care in FY 2009. 

In Michigan, the $45 M regular DSH pool 
represents only a portion of total state 
DSH-related funding. Although the size of 
the regular DSH pool has not increased, 
overall DSH funding both nationally 
and in Michigan has grown substantially 
over the past ten years. During that 
time, state Medicaid budgets have come 
under increasing pressure and states 
began to explore and implement special 
financing techniques that have made it 
easier to collect increased DSH payments 
from the federal government, such as 
intergovernmental transfers, provider 
donations, provider taxes, etc. Current 
DSH-related funding in Michigan totals 
about $400 M annually. This funding is 
used to help support a variety of health 
care programs, such as:

• Hospitals with indigent care agreements

• Public hospitals

• Special FFS and HMO payments

• A special pool for hospitals that don’t receive significant funding from the regular 
DSH pool

• A special pool that is supported by provider taxes that addresses the cost of 
uninsured in the outpatient setting. This pool focuses on small and rural hospitals.

Many of these payments go to providers and help support various health care programs  
outside of Wayne County. 

DMC is the largest safety net provider in 
the state. In 1987, the City of Detroit was 
home to 19 hospitals. In 2010 it is home 
to six — four are DMC Hospitals

DMC Children’s Hospital of Michigan
DMC Detroit Receiving Hospital

DMC Harper University Hospital
Hutzel Women’s Hospital

DMC Sinai-Grace Hospital

City of Detroit

St. John Hospital
and Medical Center

Henry Ford
Hospital

Saratoga HospitalHoly Cross Hospital
Sinai Hospital

of Greater Detroit

Mt. Carmel
Mercy Hospital

North Detroit General Hospital
and Greater Detroit Hospital

Detroit Osteopathic Hospital

Detroit Memorial
HospitalNorthwest Detroit

General Hospital

Southwest Detroit
Hospital

Doctor’s
Hospital

Mercy Hospital

St. John Detroit 
Riverview Hospital

City of Detroit

St. John Hospital
and Medical Center

Henry Ford
Hospital

DMC Children’s Hospital of Michigan
DMC Detroit Receiving Hospital

DMC Harper University Hospital
Hutzel Women’s Hospital

DMC Sinai-Grace Hospital

City of Detroit Hospitals with Emergency Departments
1987

City of Detroit Hospitals with Emergency Departments
2011
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Why the current regular DSH pool distribution 
formula should be maintained
The history of the DSH payment program 
reflects a long-standing and continuing 
commitment to protect hospitals treating 
large volumes of Medicaid patients and 
those who do not have access to health 
insurance coverage.

In the FY 2011 MDCH appropriation bill, 
language was included asking the MDCH 
to review the current distribution formula 
for the regular DSH pool and submit 
their recommendations to the legislature. 
Since 1983 (nearly 30 years) Governors 
Blanchard, Engler, Granholm and Snyder; 
162 Senators and 584 Representatives 
have reviewed the DSH policy. Each 
administration and each session of the legislature have concluded that the current DSH policy and 
formula are sound public policy and have continued it. Today, facts are even more compelling that the 
current DSH formula is fair, and a case can be made that DMC’s allotment should be increased.

Statewide Uncompensated Care Comparison

Source: Michigan Health & Hospital Association
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The DMC Reality

Please see Exhibit B page 18

The most seriously ill 
and injured children 
are transferred to 
Children’s Hospital 
of Michigan from 
hospitals across 
the state because 
they are unable 
to provide the 
same level of 
acute, specialized 
pediatric care

10%

38%
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27%

14%
4%

22%

80%
67 % OUTSIDE THE 

       CITY OF DETROIT

24%3%
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4%

3%
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4%

EVERYBODY benefits from DMC Children’s Hospital of Michigan

Cuts to DMC’s DSH payment hurts kids the most 

Medicaid Inpatient Discharges by County
FY 2010

One in four children covered 
by Medicaid admitted to the 
hospital are treated at CHM

CHM treats more kids 
than any other provider 
in the State overall
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Why the current regular DSH pool distribution formula should be 
maintained  continued…

it sHOUlD AlsO Be nOteD that under the recently passed national health reform law 
[Patient Protection and Affordable Care Act (PPACA)] federal Medicaid DSH allotments to states 
will be reduced by $14.1 B over 10 years, beginning with a $500 M cut in FY 2014. The Secretary 
of HHS is required to develop a methodology for reducing federal DSH allotments to each state. 
The largest DSH reductions would be imposed on states that have the lowest uninsured percentages 
and on states that do not target their DSH payments based on high Medicaid inpatient volumes and 
have high levels of uncompensated care (excluding bad debt). Therefore, one might interpret this as 
congressional intent to protect DSH funding in states like Michigan and more importantly to protect 
the DSH pools that are targeted to safety net providers. Changing the current distribution of the 
regular $45m DsH to spread payments among more hospitals might be considered contrary 
to this language and could place our federal DsH payments in jeopardy when it comes time to 
impose the reductions across the nation.

Source: Statewide Disproportionate Share Hospital (DSH) Coalition

70% CUT

Statewide DSH Coalition’s

Cut one system (DMC) $21 million

$14 million from Children’s Hospital ALONE

‘‘Fairness’’ Proposal

To give the remaining hospitals 
an average of $270 thousand 

IS THIS SOUND
PUBLIC POLICY?!

Attachment 4
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Detroit Medical Center and DSH Dollars
The Detroit Medical Center is the state’s largest provider of hospital 
services for Medicaid and the uninsured. The DMC system alone 
provides about 24.43% of all Medicaid hospital-related services 
delivered annually in Michigan. The Medicaid program represents about 
34% of the DMC’s overall payer mix. The estimated uncompensated 
care burden for the DMC in 2010 is estimated to be approximately $260 
M, an increase of nearly $80 M over the past 10 years. Meanwhile, the 
size of the regular Medicaid DSH pool has remained the same.

Medicaid DSH payments to the DMC cover only a small portion of the 
costs related to serving these populations. The disproportionate burden 
borne by the DMC is significant. For example, indigent volume is 
significantly higher at some DMC hospitals, such as Hutzel Women’s 
Hospital (80%), Children’s Hospital of Michigan (70%), and Detroit 
Receiving Hospital (53%). 

DMC-Vanguard Partnership
The DMC and Vanguard Health System closed on a final purchase agreement in December 2010. 
As a part of that agreement, Vanguard has committed to invest $850 M in facility improvements, 
new equipment, and other related capital projects. Vanguard has also committed to:

• Continue to operate the DMC as a Detroit-based health care system.

• Keep all DMC hospitals open for at least 10 years.

• Maintain current DMC charity care policies for at least 10 years.

• DMC Vanguard will provide an estimated $274 m of uncompensated care in 2011 – 
more than DMC provided as a non-profit company – and more than any other system 
in the state.

• DMC Vanguard will pay $21 m in taxes  
in 2011, non-profit hospitals in 
Michigan will pay $0 in taxes.

Since the DMC will continue its charity care 
mission and will continue serving essentially 
the same population, it is critical that DSH 
funding levels remain at current levels during 
this transitional period. Failure to do so could 
jeopardize this agreement and the proposed 
$850 M investment in the DMC and the City  
of Detroit. 

VHP DMC

State

Systemwide Percentage of
Medicaid & 

Uncompensated Charges

18.8%

19.5%
41.4%

Medicaid & Uncompensated charges

Insured, Medicare & other forms of payment

STATE OF MICHIGAN 

DEPARTMENT OF ATTORNEY GENERAL 

P.O. BOX 30212

LANSING, MICHIGAN 48909

MIKE COX 

ATTORNEY GENERAL

The attached Report summarizes the Attorney General’s review of the proposed sale of 

Detroit Medical Center’s hospital system to Vanguard Health Systems.  The reliance of indigent 

patients on DMC’s hospitals for quality health-care services cannot be overstated.  DMC is also 

the largest employer in Detroit and provides training resources for future physicians, nurses, and 

other health-care professionals.  It is essential that DMC continue to operate.

DMC has successfully weathered periods of financial distress, in particular rebounding 

from a crisis in 2003-2004 that threatened to close hospitals.  Because DMC is a charitable 

organization, it cannot raise funds through private equity offerings and must instead raise needed 

capital through debt financing.  Due to DMC’s poor credit rating, the Michigan Hospital Finance 

Authority has not issued tax-exempt hospital revenue bonds for DMC since 1998, and DMC’s 

limited access to private bond financing was extinguished by the credit crisis of 2008.  As a 

result, DMC lacks capital to make the necessary improvements to its facilities in order to remain 

financially viable in the long term.   

Vanguard’s offer includes a commitment to invest $850 million in Detroit to improve the 

DMC facilities.  Vanguard also promises to maintain charity care, to continue operating DMC’s 

hospitals, and to provide essential core health-care services. But DMC hospitals will no longer 

be owned and operated by a Michigan charitable nonprofit hospital system. 

As the Michigan official charged with overseeing charitable gifts and trusts, the Attorney 

General must ensure that charitable assets are preserved and protected for their designated 

charitable uses.  To this end, I assigned a core team of eight professionals on my staff, including 

seven attorneys and an accountant, to conduct a thorough and independent evaluation of this 

complex transaction and to consider every comment received from the public.    

After extensive review, I approve the proposed sale, provided that the parties agree to 

make additional commitments necessary to safeguard the public interest.  These commitments 

include protections for $140 million in charitable gifts held by DMC; assurances of resources 

necessary to police Vanguard’s performance; and, acknowledgement of the Attorney General’s 

authority to institute legal action to enforce Vanguard’s promises.  With these additional 

commitments, I conclude DMC will receive fair market value for its assets; Vanguard will have 

the means to carry out its promises; adequate means exist to hold Vanguard to its word; and, 

restricted charitable gifts held by DMC will be preserved for intended charitable purposes. 

I would like to thank DMC and Vanguard for their cooperation; Focus Management 

Group and AlixPartners, LLP, whose expert assistance was invaluable; and finally, the 

concerned citizens of Michigan, who placed their trust in my office to protect the public interest. 

Mike Cox 
Attorney General 

Mike Cox 
Attorney General
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The Purchase and Sale Agreement provides security for Vanguard’s performance.  At 

Closing, Vanguard must deliver to an escrow agent a Warrant Certificate having an aggregate 

value of $500 million for warrants issuable to Legacy DMC to purchase shares of common stock 

of Vanguard.  This Warrant Certificate is the security for the capital expenditures.  In simple 

terms, the Warrant Certificate secures Vanguard’s capital commitments by giving Legacy DMC 

an ownership interest in Vanguard if Vanguard defaults on its promises. 

If Vanguard consummates an initial public offering (IPO) of common stock while the 

Warrant Certificate is outstanding, Vanguard may deliver an unsecured promissory note payable 

to DMC in an amount equal to the remaining capital expenditure commitment in exchange for 

the Warrant Certificate.   

AlixPartners indicated that under the IPO scenario, Vanguard would have greater access 

to liquidity via the equity markets and the promissory note would offer equivalent or better 

security than the Warrant Certificate.    

2. Maintenance of Hospital Core Services

A key provision in the Purchase and Sale Agreement requires that for at least ten years 

after the Closing Date, Vanguard will maintain each of the hospitals as a general acute care 

hospital, or as a rehabilitation hospital in the case of the Rehabilitation Hospital of Michigan.33

Additionally, each hospital must provide certain core services.  These core services are shown in 

the following table: 

33 An exception to the requirement to maintain Hospitals allows for closure if reductions in state 
or federal funding and reimbursements discriminate against for-profits and cause the Hospital to 
suffer material declines in EBITDA.  Purchase and Sale Agreement Section 12.3(a).  17
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Conclusion:
The distribution formula for the regular DSH pool was created in the early 1990’s to identify and 
provide financial assistance to those Michigan hospitals that serve a “disproportionate share” of 
Medicaid and uninsured individuals. This current formula appropriately accomplishes that purpose 
and should be maintained.

The solution to Medicaid under funding and the increasing uncompensated care burden being 
placed on other hospitals is to find innovative ways to expand our Medicaid funding base and 
draw down additional federal matching funds -- not taking critical funding away from those safety 
net providers which have and will continue to shoulder a disproportionate share of the burden of 
providing services to this vulnerable population. 

Reality vs. Fiction

DSH is thoughtfully named...
Disproportionate share Hospital (DsH) payments: Special payments made to hospitals that have disproportionately 
large volumes of Medicaid and uninsured patients.

eq·ui·ta·ble  — adj
1. characterized by equity or fairness; just and right; fair
eXAmPle:

dis·pro·por·tion·ate  — adj
1. out of proportion; unequal
eXAmPle:

Source: Data from Health Management Associates
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Vanguard@DMC Children’s Hospital of M 6.50% $16,879,104.00 $  2,438,323.00

Vanguard@DMC  – Harper U. Hospital 7.95% $  4,788,350.00 $  2,979,757.00

Vanguard@DMC  –  Sinai-Grace Hospital  4.75% $  2,366,490.00 $  1,780,198.00
Vanguard@DMC  – Detroit Receiving 5.23% $  6,029,345.00 $  1,960,933.00

($1,808,593.00)

($14,440,781.00)
($4,068,421.00)
($ 586,292.00)

AND GETS 
HIT WITH A 

70% CUT

PART of
ONE SYSTEM
PROVIDES
24%

OF THE CARE 

Cut one system (DMC) $21 million

To give the remaining hospitals 
an average of $270 thousand 

IS THIS SOUND PUBLIC POLICY?!
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