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Uncompensated Care Cost: A Pilot 
Study Using Hospitals in a Texas 

County 

 

ALBERTO COUSTASSE, ANDREA L. LORDEN, VISHAL NEMARUGOMMULA, and KARAN P. 
SINGH 

 
Abstract 

 
The financial ramifications of uncompensated care cost (UCC) on the healthcare industry have 
been difficult to quantify. With the lack of a standardized definition of uncompensated care and 
the need to account for the uninsured, indigent, and immigrant populations, the authors identified 
$190 million of UCC from Southwestern border hospitals for emergency room treatment of 
undocumented immigrants and $934 million of uncompensated care charges for 23 hospitals 
in a Texas county, which translated to $353 million of UCC. Although lawmakers passed the 
Medicare Prescription Drug Improvement and Modernization Act (2003) to address the growing 
imbalance, the shortfall of funds highlights the growing crisis and need for policy intervention. 
______________________________________________________________________________ 
 
 
Numerous problems in the U.S. healthcare industry have been studied and reported in the 
literature (Chassin, Galvin, and the National Roundtable on Health Care Quality 1998; Institute 
of Medicine [IOM] 2002, 2004; Ashby 2002). Some of these concerns were addressed in 
President Clinton’s 1994 Healthcare Reform Proposal (White 1994; Bilheimer and Colby 2001). 
Although this initiative did not pass into law, it allowed the struggles of the healthcare industry 
to be publicly debated among scholars and healthcare professionals. One of the issues 
highlighted in the proposal was uncompensated healthcare costs (Gage and Regenstein 1999; 
Bilheimer and Colby 2001). 
 
In the present article, we detail the process of a descriptive study of uncompensated care (UC) in 
the United States using hospital data from Tarrant County, Texas, located in the Dallas–Forth 
Worth metroplex. We include the methods by which hospitals are paid for care provided, an 
estimation of real costs from Tarrant County hospital charges, and policy implications of UC. 
 
Definitions of UC vary greatly from hospital to hospital, community to community, and state to 
state (American Hospital Association [AHA] 2006). Ashby (2002) defined UC as the cost of care 
that is not paid directly by patients or insurers to hospitals and providers. The United States--
Mexico Border Counties Coalition (USMBCC) and MGT of America (2002) defined UC as the 
charges that providers are unable to collect for services provided. The USMBCC also described 
bad debt charges and charity care charges as two distinct types of uncompensated care USMBCC 
and MGT of America 2002). The AHA has combined hospital bad debt and charity care costs to 
estimate total hospital unreimbursed care provided to the medically indigent and underinsured. 
Although UC can include other unfunded costs of care, such as underpayment from Medicaid 



and Medicare, it should be noted that the AHA UC figures do not include Medicaid or Medicare 
underpayment costs (AHA 2006). Last, the Centers for Medicare & Medicaid Services, U.S. 
Department of Health and Human Services (CMS; 2005), defined UC as the uncollected and 
unrecoverable cost of services rendered to the uninsured and indigent population. Included is the 
cost of care, expressed in undiscounted hospital charges, provided to eligible recipients of state 
healthcare benefits less any reimbursement for those services by the state, Medicaid, or another 
payer. However, CMS also stated that UC does not include bad debt or payer discounts (CMS 
2005). 
 
Generally, UC data are expressed in terms of hospital charges. Nevertheless, charge data can be 
misleading, particularly when comparing different types of hospitals or hospitals with different 
payer mixes. For this reason, the AHA data on hospital UC have been expressed in terms of 
costs. The Association of American Medical Colleges (AAMC; 2005)--which represents 
approximately 400 major teaching hospitals and health systems, all 125 accredited U.S. 
allopathic medical schools, and 96 professional and academic societies--agrees with the AHA 
regarding inclusion of bad debt in the calculation of uncompensated care cost (UCC). 
 
Many of the data that CMS collects in hospital cost reports are tied to payment and the Medicare 
trust fund whose data CMS ensures are audited rigorously. Data on UC do not impact Medicare 
payment, and hence they are not audited. Furthermore, the most complete data-collection 
instrument utilized in the cost report is relatively new. Because hospitals are still adjusting to 
reporting UC data in a standard format, the UC data are less consistently reported to CMS than 
are data used to request payments (AHA 2006). 
 
With roots in housing the infirm and the poor, the hospital mission to provide care has evolved 
with technology, societal demands, levels of charity care, and the populations they serve. This 
includes the methods used to finance their mission. In passing the Emergency Medical Treatment 
and Active Labor Act (EMTALA; 1986), the government required all healthcare facilities 
providing Medicare or Medicaid services, regardless of the healthcare facility’s mission, to care 
for all in need of emergency medical assistance, regardless of abilityto pay or citizenship status 
(Health Policy Staff, Missouri Foundation for Health 2005). While EMTALA has been providing 
funding through the Medicare Prescription Drug Improvement and Modernization Act (MMA; 
2003) for qualified portions of the uncompensated emergency care, other sources of UC have 
grown (TrailBlazer Health Enterprises 2006). These sources include nonemergent care for the 
uninsured, underinsured, or indigent populations, and bad debt attributable to unwillingness by 
parties to pay bills or those applying for personal bankruptcy because of excessive medical bills 
(Buczko 1994; Brotman 1995; Himmelstein et al. 2006). 
 
The Kaiser Commission on Medicaid and the Uninsured (Hadley and Holahan 2004) reported 
the burden placed on U.S. hospitals by UC to be approximately $25.6 billion. Because this 
enormous financial burden impacts recipients of care, providers, and third-party payers, UC has 
remained a prevalent issue in the U.S. healthcare system. Recipients of healthcare services have 
contended with inflated healthcare charges, high insurance premiums, and other financial costs 
that have been identified as one of the main barriers in access to healthcare services (Carrillo et 
al. 2001). 
 



Identified Reasons 
 
The most commonly cited cause for UC is the use of healthcare services by the uninsured, 
underinsured, poor, and immigrant populations (Anderson 2006). Clearly, the financial burden 
placed on the healthcare system requires efficient use of its limited resources. However, this 
has been hindered by the lack of access to primary care by the uninsured, underinsured, and 
immigrant populations, and it has forced these populations to access primary healthcare through 
more costly emergency rooms (Centers for Disease Control and Prevention [CDC] 2005; Texas 
Hospital Association [THA] 2006). The politically controversial provision of healthcare to the 
immigrant population has also contributed significantly to UC. The immigrant population grew 
to 10.5 million authorized individuals in 2003, and the number of illegal immigrants, though 
hard to determine, has been estimated at over 10 million (Hoefer, Rytina, and Campbell 2006). 
Immigrants are often cited as a considerable drain on the healthcare system; however, 76% of the 
uninsured people are U.S. citizens (Code Red 2005). It is interesting that no significant relation 
has been identified between UC expenditures and a state’s percentage of noncitizen immigrants 
(Castel et al. 2003). Prior to this finding, California enacted Proposition 187, which required 
federally funded healthcare facilities to deny services to immigrants and report them to the 
government (Ziv and Lo 1995; Mailman 1995). Although the costs associated with urgent care 
management for trauma, burn treatment, and premature infant care have also been identified as 
contributors to increased UC because of their unpredictability and tendency to often exceed 
insurance limits, the impoverished population faces multiple and complex comorbidities, which 
have also led to significantly increased UC (IOM 2004; Anderson 2006). In fact, the economic 
burden created by the costs of a serious or prolonged illness is the single most common cause of 
family bankruptcy (IOM 2002). 
 
Funding 
 
Currently, hospitals are partially paid for providing healthcare services to the uninsured through 
funding mechanisms within the federal and state governments, and the majority of the funds 
comes from Medicaid. Under CMS, three mechanisms exist for hospitals to obtain payment. 
First, Disproportionate Share Hospital (DSH) funds are distributed according to federal laws 
requiring Medicaid to pay higher rates for hospitals serving a disproportionately large number of 
Medicaid and low-income patients. These funds come from CMS and match state Medicaid 
funds to offset hospitals’ expenses from these types of patients (CMS 2002, 2005). Second, 
Upper Payment Limit (UPL) is a financing mechanism used by Texas to provide supplemental 
payments to hospitals when patients have reached their insurance payment ceiling. Diagnosis 
Related Groups (DRGs) have defined their reimbursements to hospitals according to diagnosis or 
procedure and then risk-adjusted them by age, complications, coexisting conditions, or discharge 
status (CMS 2002; Texas Health and Human Commission 2006). 
 
Texas and Tarrant County Hospitals 
 
Texas had a total of 520 acute care hospitals as of November 2006, of which 45% were owned 
by for-profit organizations, 30% were nonprofit organizations, and 25% were public hospitals. 
The payment of healthcare costs for the indigent population is allocated to the counties through 
the Indigent Health Care and Treatment Act (1989). This legislation directed counties to 



establish hospital districts, support public hospitals, or create a County-Based Indigent Health 
Care Program (CIHCP) to meet the county’s responsibility (Texas Health and Safety Code 
1985). Although the act is effective in establishing minimum standards of healthcare for indigent 
persons, it does not take into account the geographic, economic, and demographic differences 
that complicate the uniform delivery of healthcare across counties (Amarasingham, Pickens, and 
Anderson 2004). The difficulties caused by these circumstances are illustrated by the decision in 
September 2004 by Tarrant County to discontinue provision of nonemergency care to 
undocumented immigrants, a growing trend in Texas (Warner 2004). Given that Texas has the 
nation’s highest uninsured rate at 24.6% (Bishop & Associates 2002; U.S. Census Bureau 2006; 
Taxpayers Network 2008) and an illegal-immigrant population estimated to be more than 1 
million (Immigration and Naturalization Services Office of Policy and Planning [INS] 2000), 
Texas hospitals spent more than $9.2 billion in UC in 2004 (THA 2006). With the uninsured and 
underinsured populations driving the uncompensated trauma care costs to unmanageable levels 
(Strayhorn 2003, 2005) and 80% of those who lack insurance being employed full- or part-time 
(Hadley 2003; THA 2006), it is no surprise that a panel of state medical schools warned of an 
impending healthcare crisis as the ranks of the uninsured explode and urban public hospitals 
strain under the burden (Code Red 2005). In addition, it was revealed that 
more than 200,000 Tarrant County residents--or about 15% of the population--could not afford 
healthcare during illness (Barbee 2006). 
 
 
METHOD 
 
To identify uncompensated care, we used data from three sources: (1) the USMBCC and MGT 
of America 2002 report “Medical Emergency Cost of Uncompensated Care in Southwest Border 
Counties,” (2) the CMS report “Federal Reimbursement of Emergency Health Services 
Furnished to Undocumented Aliens: FY 2006” (CMS 2006), and (3) the 2004 Texas Hospital 
Association survey that the Center for Health Statistics within the Texas Department of State 
Health Services (THA 2004) compiled. We describe each of the data sets below: 
 
1. The USMBCC report was developed and compiled by a management research and consulting 
firm (MGT of America) in 2002 (USMBCC and MGT of America 2002). Having collected 
demographic, socioeconomic, and health data, which included the number of hospital and 
emergency room visits per 1,000 persons, we used a set of 19 metrics to construct an 
individualized statistical profile of the border counties. Seven counties, all in Texas, experienced 
difficulty in obtaining some data elements and had unverifiable data, leaving 17 of 24 counties 
with verifiable data. We used the following variables from the USMBCC report: county and 
state, total UC for hospitals, and estimated UC for hospitals because of undocumented aliens. 
 
2. The “Federal Reimbursement of Emergency Health Services Furnished to Undocumented 
Aliens: FY 2006” report was compiled by CMS (2006). In the present study, we based state 
inclusion criteria on a state’s either having an estimated illegal population of at least 250,000 
persons or sharing a border with Mexico. We used the following variables from the CMS 
report: estimated unauthorized resident population, state allocations based on percentage of 
undocumented aliens, number of apprehensions of undocumented aliens by state, and state 
allocations based on the number of state alien apprehensions (CMS 2006). 



 
3. The 2004 THA survey (THA 2004) was compiled by the Center for Health Statistics of the 
Texas Department of State Health Services and addressed charity care charges and financial data 
for acute care Texas hospitals. Further, the survey provided hospital data utilizing two formats. 
First, the annual survey of hospitals provided the state’s only comprehensive source of 
information on UC, beds and utilization, revenue, Medicare--Medicaid utilization, and types of 
hospital services. Second, the annual statement of community-benefits standards form collected 
charity care, government-sponsored indigent healthcare, and other community benefits 
information. From this study, we used the following variables: number of beds, hospital type of 
ownership, charity charges, bad-debt charges, and total UC charges (Texas Department of State 
Health Services 2005). 
 
We based the cost–charge ratios developed to estimate total uncompensated care costs on 
Friedman et al.’s (2002) model. Their model reflects hospital characteristics such as hospital size 
by the number of beds, whether the setting is rural or urban, hospital’s type of ownership, and 
whether each hospital is a teaching or nonteaching hospital. 
 
 
RESULTS 
 
The UCCs for hospitals in the 17 reported Southwestern border counties and estimated costs 
due to undocumented aliens in 2000 are presented in Table 1. The counties that reported the 
highest expenditures were San Diego County in California and El Paso and Hidalgo Counties in 
Texas, with costs because of undocumented immigrants of $76,185,000, $30,102,000, and 
$19,666,000, respectively. When we combined and analyzed the 17 counties by state, California, 
with only two border counties, led with the highest UCCs because of undocumented aliens 
($79,024,000). Of UC dollars, Arizona’s border counties had the highest percentage of UCC due 
to undocumented aliens (31.7%), whereas New Mexico’s border counties had the lowest 
(13.2%). On further examination of these four border states, New Mexico’s border counties spent 
the fewest estimated UC dollars ($45,430,000), whereas Texas’s border counties had the highest 
estimated UCCs ($393,265,000). 
 
Uncompensated emergency health services were partially paid through federal funds provided by 
the MMA (2003). We examined allocations to seven states that had an estimated 250,000 or 
more undocumented immigrants or that were Southern border states. These states included 
Arizona, California, Florida, Illinois, New Mexico, New York, and Texas. Although four of the 
five Southern border states met this population criterion, New Mexico estimated only 39,000 
undocumented immigrants within its borders. California and Texas estimated undocumented 
immigrant populations of 2,209,000 and 1,041,000, respectively. These states led with the 
highest reimbursement allocations ($52,677,852 and $24,824,647, respectively). Other funding 
dollars allocated on the basis of apprehended illegal aliens for Arizona were $40,901,975. This 
amount reflected 600,838 apprehensions by Arizona, followed by Texas with $22,166,241 for 
325,617 apprehensions. Illinois received no reimbursement for its 1,879 apprehensions 
(see Table 2). 
 



 
 

 
In Tarrant County, Texas, 23 hospitals provided acute, rehabilitative, and long-term care in their 
facilities during 2004. In all, 16 facilities provided acute care, and most of these facilities 
belonged to three integrated health systems. Health System 1 included six hospitals and one 
rehabilitation facility and was the dominant healthcare organization in Tarrant County. One 
public hospital; one children’s center, which acted as a referral center for the public hospital; and 
two rehabilitation systems with five private hospitals all existed in the county. There was also 
one stand-alone hospital belonging to another health system not present in Tarrant County (see 
Table 3). 
 
 
DISCUSSION 
 
Uncompensated emergency services have implications beyond the loss of hospital revenues. 
Healthcare costs and insurance premiums are rising, in part because of growing levels of UC. In 
turn, rising health insurance premiums threaten businesses’--particularly small businesses’--
abilities to offer employees affordable healthcare benefits. Although Medicaid is the primary 
funding channel for the indigent and uninsured, the partial payments, which can take months to 



process, do not do enough. In some instances, excessive unpaid medical bills for undocumented 
immigrants have forced local healthcare providers to reduce staff, increase rates, and cut back 
services (Code Red 2005; University of Texas System [UTS] 2006). Because the definition of 
UC is inconsistent in the literature and among agencies, the legislature’s ability to provide 
funding and create payment channels has been complicated. 
 
In 2000, 23% of the UCC in Southwestern border hospitals (approximately $190 million) was 
allocated to treat undocumented immigrants for emergency medical services. Total UCCs for 
these hospitals were approximately $832 million, of which 47.3% were generated in Texas’s 
border counties, as shown in Table 1. In comparison with other states, California and Arizona led 
with the highest reimbursement for UC through CMS and the MMA (2003), with $66,641,038 
and $47,650,474, respectively. These figures were based on the percentage of the state 
population attributable to undocumented immigrant care and the number of illegal immigrants 
apprehended by authorities. Texas, with 3.6 times the number of illegal residents of Arizona, 
received only $46,990,888 (see Table 2). 
 
To further complicate the issue, states use their funds differently. Most states distributed their 
funds through the DSH program or the UPL system to funnel money to the hospitals with 
the largest load of indigent patients. In this way, these funds are handled more like a block grant 
than like premiums based on a per-member-permonth basis. The Indigent Health Care and 
Treatment Act (1989) allocated responsibilities for the care of indigent persons to the county 
level, and a proposal to amend the legislation is currently under review. Legislators have realized 
that many county hospitals provide UC for the surrounding counties. As some counties with high 
rates of UC can no longer afford to provide charity care for local needy residents, legislators are 
working to develop a financial formula to address the discrepancy among county hospitals. 
Further, policymakers have the opportunity to move in new and creative directions, such as 
developing rural healthcare cooperatives, using waivers under the Health Insurance Flexibility 
and Accountability initiative (Tobler 2003) to achieve a Medicaid buy-in, addressing the high 
percentage of the working class uninsured in Texas, and increasing the floor of eligibility criteria 
for indigent care (Amarasingham, Pickens, and Anderson 2004). UC not only is a problem for 
emergency rooms, but also has been identified in acute care, rehabilitation, and long-term 
facilities. This sample of hospitals provided UC at charges of $982,161,442, of which nearly 
$500 million originated in charity charges. The estimated real cost is approximately $353 
million, and although this number is an estimation of real costs, it demonstrates the magnitude 
of local UCC. Thus, it is important for hospitals to have well-defined policies and financial 
practices to cope with the impact illuminated by these numbers. 
 
In the examination of costs associated with uncompensated care in Tarrant County, we 
encountered difficulties, as UC charges were available, whereas the cost–charge ratios were 
proprietary for each hospital and therefore absent from all public sources. Although we estimated 
cost–charge ratios through the model provided by Friedman et al. (2002), this limitation in the 
available data indicates the need for additional research and analysis.  
 
Whether the volume of charity care is attributable to the inconsistent definition of UC or the 
presence of charity care in all healthcare settings is unclear. What is clear is that UC was found  



 



 
 



in nonprofit, for-profit, and public hospitals. With reported UC charges amounting to almost $1 
billion for one county in Texas, the anticipated costs must be significant for the rest of Texas and 
the United States. Undocumented immigrants, uninsured persons, underinsured persons, and 
impoverished persons have contributed significantly to UC. High costs and low levels of 
compensation are threatening the viability of emergency rooms and public hospitals around the 
nation. In the present study, we illustrated the escalating crisis created by uncompensated 
healthcare, with its multitude of financial, social, and health ramifications. Despite myriad 
complex issues associated with UC and the attempt by the MMA to address the growing 
imbalance, the shortfall of funds highlights the growing crisis and the urgent need for 
policymakers to intervene. 
 
Further research detailing the extent and composition of UCC is also needed. By identifying 
these costs, healthcare administrators can allocate available funds efficiently while addressing 
the need for additional funding. To develop more effective programs and policies to support the 
economic viability of the healthcare facilities that provide healthcare to the uninsured, 
underinsured, immigrant, and indigent populations, healthcare stakeholders need a solid 
foundation of accurate cost information. 
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