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I Draft Recommendations

For Global Revenues:

. Provide all hospitals with a gross inflationary increase of 3.37 percent, including an additional
0.20 percent to support revenue needs based on historical underfunding of inflation, and 0.06
percent allocated based on each hospital’s proportion of drug costs.

° Provide an overall increase of 3.65 percent for revenue (including a net increase to
uncompensated care) and 3.25 percent per capita for hospitals under Global Budgets, as
shown in Table 2. In addition, the staff is proposing to split the approved revenue into two
targets: a mid-year target and a year-end target. Staff will apply 49.73 percent of the Total
Approved Revenue to determine the mid-year target, and the remainder of the revenue will be
applied to the year-end target. Staff is aware that there are a few hospitals that do not follow
this pattern of seasonality and will adjust the split accordingly.

For Non-Global Revenues including psychiatric hospitals and Mt. Washington Pediatric Hospital:

e Provide an overall update of 3.17 percent for inflation and additional inflation of 0.20, and
apply a productivity offset of 0.80 percent for a total update of 2.57 percent.
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Stakeholder Comments
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B Comment Letters Received

Letters were received from:

1.
12.
13.
14.

ONOORWON -

Brook Lane

Mount Washington Pediatric Hospital (MWPH)
J. Kent McNew

Sheppard Pratt

Maryland HealthCare for All (MHCA)
Maryland Hospital Association (MHA)
Adventist HealthCare

Health Means Everything Consumer Alliance
(HME)

Frederick Health

John Hopkins Health System (JHHS)
MedStar Health

Carefirst

University of Maryland Medical System (UMMS)

Luminis Health

Comments generally focused on 8 areas:

1.
2.

3.

Monitor Inflation Throughout the Rate Year
Prospectively Adjust the UCC Provision in
Rates

Provide Additional Funding to Support Hospital
Readiness for H.R.1 and AHEAD

Distribute the National Demand Modifier Based
on Age-Adjusted Demographic Growth

Delay HOPE Implementation Pending Access
and Latent-Demand Concerns

Limit Hospital Revenue Growth and Update
Factor Increases

Align HSCRC methodologies with
AHEAD/CMMI

Discontinue the Productivity Adjustment for
Non-GBR Hospitals
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I 1. Monitor Inflation Throughout the Rate Year

« The Maryland Hospital Association (MHA) and its member hospitals expressed concern that economic volatility and current cost
pressures, including rising energy and labor costs, may not be fully reflected in current forecasts. MHA requested that the
Commission continue monitoring inflation throughout the rate year to ensure the inflation allowance remains adequate if actual
inflation exceeds projections. Luminis Health noted that recent Producer Price Index trends for energy and supplies appear to
exceed current S&P Global inflation projections. MedStar Health requested that the Commission consider suspending the
inflation catch-up methodology for FY 2027 and provide the full underfunded inflation amount, which MedStar estimated would
provide hospitals with an additional 0.25%. In contrast, CareFirst BlueCross BlueShield expressed concern regarding the
calculation of the 0.20% inflation catch-up adjustment, stating that the most recent FY 2025 data was not incorporated into the
corridor analysis. CareFirst recommended recalculating the inflation methodology using the most current available data and
reiterated prior concerns regarding the selected base year for the policy.

HSCRC Response: Staff review inflation with every quarter book that S&P publishes. The catch up methodology was specifically
designed to provide additional inflation beyond the risk tolerance guardrail of 0.25%. Should actual inflation come in higher than what
was funded and it trips the guardrail, Staff will provide additional inflation in line with the catch up methodology. Staff also think it is
important to note that the guardrail was lowered last year from 1% to 0.25% as part of the RY 2026 Update Factor Recommendation

and there were years where hospitals were overfunded, prior to the catch up methodology being put in place, that Staff did not remove
inflation.

In response to CareFirst's concerns with not using the most current year available data. Staff do not consider inflation to be complete
until 7 quarters of data have passed since the funded value was put into rates. Including a year that is incomplete adds an additional
reconciliation to be completed as part of the process and would add unnecessary complexity. Staff do think it is important to note that
while we don’t include the most current year’s actual inflation in the catch up methodology, we do include any catch up inflation that
was included in that year’s calculation.
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I 2. Prospectively Adjust the UCC Provision in Rates

 MHA, Adventist Health Care, John Hopkins Health System (JHHS), MedStar
Health, Luminis Health and the University of Maryland Medical System (UMMS)
requested that the Commission prospectively adjust the uncompensated care
(UCC) provision in rates by 0.69% for RY 2027 to reflect projected Medicaid and
Marketplace coverage losses resulting from federal policy changes. Additionally,
they noted that under current policy, increases in UCC would not be reflected in
rates until RY 2029, creating what Adventist described as an “operationally
untenable” two-year lag while hospitals are already experiencing increased bad
debt and charity care pressures.

HSCRC Response: The State is considering various alternatives to mitigate the effects of the loss of
coverage under Medicaid and Marketplace.
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I 3. Provide Additional Funding to Support Hospital Readiness for
H.R.1 and AHEAD

« MHA, Adventist HealthCare, JHHS, MedStar Health, Luminis Health and UMMS requested that the Commission
allocate an additional 0.30% to support hospital readiness for H.R.1 and the transition to AHEAD. Commenters
stated that hospitals will need to make significant investments in staffing, revenue cycle operations, Medicare cost
reporting, MS-DRG implementation, clinical documentation improvement, quality reporting alignment, and
technology system upgrades to operate under bifurcated payment and regulatory systems beginning in 2028.
Commenters also cited the administrative burden associated with assisting patients with Medicaid eligibility,
coverage retention, and enrollment disruptions resulting from federal policy changes. MedStar Health noted that
hospitals will be required to simultaneously manage differing payment, operational, and reporting requirements
under both the Total Cost of Care and AHEAD frameworks, while UMMS expressed concern that monitoring, rather
than proactively addressing, H.R.1-related impacts would leave hospitals responsible for bearing the financial risk
associated with a broad range of potential outcomes.

HSCRC Response: Hospitals received $25 million in one-time funding in RY2025 and $50 million in permanent funding
in RY2026 for AHEAD preparation. Permanent funding will remain in rates in perpetuity and get inflated each year
moving forward. Staff do not agree that additional funding related to AHEAD preparation is warranted at this time. In
addition, should HOPE get approved by the Commission, Hospitals are keeping all revenue that was at risk of a
clawback as part of the high value care plans and prior to that for PAU.
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I 4. Delay HOPE Implementation Pending Access and
Latent-Demand Concerns

« Adventist HealthCare requested that Commission delay implementation of the Healthcare Outcome
Payment Effort (HOPE) framework until latent-demand and access concerns are fully evaluated and
coordination with CMS is established. Adventist expressed concern that the current improvement-only
methodology could disadvantage already efficient, low total cost of care regions and stated that low
utilization in some areas may reflect unmet need rather than efficiency. Adventist also recommended
that Commission establish a framework to assess care access before implementing policies tied to
TCOC performance.

« Luminis Health supports the intent of the HOPE program. However, before any funds are withheld from
the update factor to support the program, additional detail is needed regarding how savings will be
measured, how clinical interventions will be evaluated and approved, and what guardrails will be
implemented to protect the integrity of the program.

HSCRC Response: While implementation of HOPE is being delayed with applications during FY 27 and
performance periods generally starting in FY 28, Staff do not view these concerns and continued care
transformation efforts as mutually exclusive. Staff believe these issues can continue to be evaluated and
coordinated with CMS concurrent with ongoing HOPE development and implementation activities. Concerns
with HOPE will be evaluated as the Commission reviews the HOPE recommendation..
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I 5. Distribute the National Demand Modifier Based on Age-Adjusted
Demographic Growth

« Adventist HealthCare & Frederick requested that the national demand modifier be distributed
proportionally based on age-adjusted demographic growth rather than evenly across hospitals
statewide. The Hospitals stated that the current methodology creates a disconnect between
the purpose of the adjustment and its distribution because hospitals facing significantly
different demographic pressures receive the same allocation. They emphasized that funding
intended to address aging population impacts should be directed toward regions experiencing
the greatest demographic growth. Luminis Health additionally expressed concern that
insufficient recognition of age-adjusted population growth during the AHEAD base period could
create long-term financial challenges for hospitals experiencing higher demographic growth.

HSCRC Response: Staff believe there is conceptual validity to this request. There is added
complexity with adding this change after results have already been shared with the industry. In
addition, the impact is relatively small. Staff agree to consider this enhancement as part of the
broader policy review during the transition to split global budgets under AHEAD.
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I 6. Limit Hospital Revenue Growth and Update Factor Increases

* The Maryland HealthCare for All (MHCA) and Health Means Everything
Consumer Alliance (HME) organizations expressed concern about the
cumulative impact of consecutive hospital revenue increases on Maryland
consumers and urged the Commission to limit update factor increases while
protecting access to affordable, high-quality care. Both organizations stated that
hospital revenue growth should not outpace broader economic and wage growth
and recommended treating the draft recommendation as a cap on potential
increases given ongoing affordability pressures facing Marylanders. CareFirst
also emphasized the importance of balancing hospital financial stability with
affordability for Maryland consumers. CareFirst noted that Maryland Medicare
hospital payments per capita grew faster than the national average in 2025 and
encouraged the Commission to prioritize performance under the AHEAD Model
savings tests when finalizing the update factor recommendation.
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I 6. Limit Hospital Revenue Growth and Update Factor Increases

HSCRC Response: Staff appreciate the comments provided by The Maryland HealthCare for All
(MHCA) and Health Means Everything Consumer Alliance (HME) organizations. The Update
Factor recommendation is a balance between fairness and equity for hospitals, payers, and
consumers. One of the tenets of the update factor determination is to contain the growth of costs
for all payers in the system and to ensure that the State meets its requirements under the Medicare
Agreement. Applied to all payers in the system, the update factor determination ensures that the
increases to hospital rates borne by all purchasers of hospital services, including consumers, is
reasonable and affordable. To ensure All-Payer affordability, Staff measures our projected update
against the GSP target of 3.58% in our contract and the actual GSP since 2014. For all years
measured, the All-Payer In State Hospital growth has been lower than the contract target and
actual GSP. Should the projected Hospital growth ever be expected to grow beyond the contract
target or actual GSP, staff would evaluate factors within the update to ensure continued
affordability.
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I /. Align HSCRC methodologies with AHEAD/CMMI

« UMMS encouraged the Commission to focus Staff efforts on aligning core
methodologies with CMMI and transitioning to AHEAD. Specifically, they
recommended prioritizing alignment, rather than divergence, on core issues
such as carve outs, volume, and quality, while focusing on methodologies that
represent the “core building blocks” for Commercial and Medicaid rate setting.

HSCRC Response: Staff agree with these comments. Over the next six months of the calendar year,
Staff will be working with stakeholders to align our current policies under AHEAD. There is a significant

amount of consideration that will be going into this development. We appreciate the early feedback
and ongoing support of stakeholders as we work to achieve alignment over the next several months.
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I S. Discontinue the Productivity Adjustment for Non-GBR Hospitals

MHA, UMMS, JHHS, Luminis Health, Brook Lane, Mt. Washington Pediatric
Hospital, Sheppard Pratt, and J. Kent McNew Family Medical Center requested
that the Commission discontinue the proposed 0.80% productivity adjustment for
non-GBR hospitals and provide specialty hospitals with the full 3.37% inflation
allowance included in the draft recommendation. They stated that specialty
behavioral health and pediatric providers face significant labor shortages, rising
operating costs, limited capacity, and low reimbursement rates while caring for
clinically complex and vulnerable patient populations. The letters expressed
concern that reinstating the productivity adjustment could further strain access to
care, staffing, and financial stability for providers that play a critical role in
Maryland’s healthcare system.
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I S. Discontinue the Productivity Adjustment for Non-GBR Hospitals

HSCRC Response:

Staff followed the formulaic approach in the development of the draft recommendation by
applying the productivity adjustment of -0.80% is in line with the proposed IPPS rule for FFY 27.
The productivity adjustment is a tool that aligns Medicare payment updates with broader
economic productivity trends, promoting cost control and efficiency in hospital operations. A
productivity adjustment is applied to hospitals under both IPPS and IPF PPS. HSCRC staff do
not set Medicare rates for non-GBR hospitals. The proposed update is included for
non-governmental payers. HSCRC staff understand that non-GBR hospitals are facing similar
cost pressures to GBR hospitals.VVolumes at these hospitals are still down relative to a 2019 base
and as these volumes declined they were removed based on a 100 percent variable cost factor.
These hospitals are a valuable resource in the Maryland healthcare ecosystem. It is important that
they have the ability to respond to the needs of the community and be available as a statewide
resource in specialty hospital care for pediatrics and psychiatric services.

Staff agrees to waive the productivity adjustment for RY 2027. Staff also believe that moving
forward exploration of productivity adjustment alternatives should be considered.
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Update Factor Discussion
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Table 2: Update
Factor Schedule

Balanced Update Model for RY 2027

Components of Revenue Change Link to Hospital Cost Drivers /Performance

Adjustment for Inflation (this includes 3.10% for Wages and Salaries)
- Additional Inflation Support
- Outpatient Oncology Drugs
Gross Inflation Allowance A

Care Coordination/Population Health
- Reversal of One-Time Grants
- Grant Funding RY27
- HOPE
- CTl Transition
Total Care Coordination/Population Health B

Adjustment for Volume
- Demographic /Population Standard Policy
- Demographic Policy Refinement - RY2026 Incremental Change
Total Adjustment for Volume C

Financial Methodologies & Other Adjustments (positive and negative)

Sum of D thruK

Sum of M thru O

Sumof A+B+C+L+P
(1+Q/(1+0.12%)

- Set Aside for Unknown Adjustments D
- Low Efficiency Outliers/Revenue for Reform E
- Complexity & Innovation F
- Full Rate Application & Capital Funding G
- Reversal of one-time adjustments for drugs H
- Reversal of Surge Funding (RY24-RY25 in RY26 rates) |
- RY26 Respiratory Surge Funding Estimate (9 month) J
- RY25 New Volume Policies K
Net Other Adjustments L=
Quality and PAU Savings
- PAU Redistribution M
- Reversal of prior year quality incentives N
- Current Year Quality Incentives 0
Net Quality and PAU Savings P=
Total Update First Half of Rate Year
Q=
R=
Components of Revenue Offsets with Neutral Impact on Hospital Finanical Statements
- Uncompensated care, net of differential S
- Deficit Assessment T
U=

Total Update First Half of Rate Year 27
Revenue growth, net of offsets =

Per Capita Revenue Growth W=

SumofSthruT

Q+U
(1+V)/(140.12%)

Weighted
Allowance
3.11%
0.20%
0.06%
3.37%

-0.15%
0.02%
0.21%
0.20%
0.27%

0.12%
0.03%
0.15%

0.40%
0.00%
0.16%
0.07%
-0.06%
-0.81%
0.19%
0.06%
0.00%

-0.02%

0.04%
-0.06%
-0.04%

All Payer Revenue
Increase {Millions}
$746.5

$48.1

$15.2

$809.8

-$36.9
$3.7
$50.0
$48.7
$65.5

$28.8
$7.9
$36.7

$96.1
$0.0
$37.5
$16.2
$14.7
-$194.3
$44.7
$14.7
$0.1

-$5.5
$9.7
-$15.0
-$10.7

$901.4

$4.8
-$47.6
-$42.8

Medicare Revenue
Increase {Millions}
$246.3

$15.9

$5.0

$267.2

-$12.2
$1.2
$16.5
$16.1
$21.6

$9.5
$2.6
$12.1

$31.7
$0.0
$12.4
$5.3
-$4.9
-$64.1
$14.7
$4.8
$0.0

$1.8

$3.2
-$5.0
-$3.5

$297.5

$1.6
-$15.7
-$14.1

Adjustments in Second Half of Rate Year
- Medicare Advantage Stabilization*
Total Adjustments Second Half of Rate Year X
Total Update Full Rate Year
Y

Z

VX
(14Y)/(1+0.12%)

3.57%
3.45%

$858.6

*MA Stabilization has a revenue neutral impact on proposed increase to revenues, staff are adding this for awareness due to the adjustment being new in CY27.




I Rcvenue Scenarios

Table 5: CY 2026 Global
Budget Revenue Estimate

Actual Revenue January - June 2025
Actual Revenue July - December 2025
Actual Revenue CY 2025

Step 1:

Approved GBR RY 2026

Actual Revenue 7/1/25-12/31/25
Approved Revenue 1/1/26-6/30/26
Projected FY25 GBR Compliance
Anticipated Revenue 1/1/26-6/30/26
Expected Revenue Growth 1/1/26-6/30/26
Step 2:

Final Approved GBR RY 2026

Reversal of Extraordinary One-Times

Final Adjusted GBR Base for RY 2026
Projected Approved GBR RY 2027
Permanent Update RY 2027

Step 3:
Estimated Revenue 7/1/26-12/31/26
(after 49.73% & seasonality)

Expected Revenue Growth 7/1/26- 12/31/26
Step 4:
Estimated Revenue CY 2026

Increase over CY 2025 Revenue
Per Capita Increase over CY 2025

A+B

11,856,401

11,469,777

23,326,178

24,029,465
11,856,401
12,173,064
0

12,173,064
6.13%

24,029,465
-92,257

23,937,208
24,792,532
3.57%

12,329,326
3.99%

24,502,390

5.04%
4.92%
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I CY 26 Guardrail Scenario 1: 2025 Trended forward at USPCC

Year-1 Trend

Scenario 1 Guardrail Projections

(2023 to 2026)

Maryland Target Impact
(includes savings)
YOY Growth 2026 9.2% 4.0%
Cumulative Growth 19.5% 19.0% -0.5%

Estimated CY 2026 Savings Run Rate

-$78 M dissavings

p¢ maryland

4 health services

cost review commission

18



I CY 26 Guardrail Scenario 2: 2025 Trended forward at USPCC

Year-1 Trend with IME adjustment

Scenario 2 Guardrail Projections

(2023 to 2026)

Maryland Target Impact
(includes savings)
YOY Growth 2026 9.2% 5.3%
Cumulative Growth 19.5% 22.2% +2.7%

Estimated CY 2026 Savings Run Rate

$271.7 M savings

*Includes cumulative impact of IME correction, not just 2026 impact.
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I Final Recommendations

For Global Revenues:

. Provide all hospitals with a gross inflationary increase of 3.37 percent, including an additional
0.20 percent to support revenue needs based on historical underfunding of inflation, and 0.06
percent allocated based on each hospital’s proportion of drug costs.

° Provide an overall increase of 3.57 percent for revenue (including a net increase to
uncompensated care) and 3.45 percent per capita for hospitals under Global Budgets, as
shown in Table 2. In addition, the staff is proposing to split the approved revenue into two
targets: a mid-year target and a year-end target. Staff will apply 49.73 percent of the Total
Approved Revenue to determine the mid-year target, and the remainder of the revenue will be
applied to the year-end target. Staff is aware that there are a few hospitals that do not follow
this pattern of seasonality and will adjust the split accordingly.

For Non-Global Revenues including psychiatric hospitals and Mt. Washington Pediatric Hospital:

e Provide an overall update of 3.17 percent for inflation and additional inflation of 0.20 for a total
update of 3.37 percent. Suspend the productivity adjustment of 0.80 percent for RY 2027.
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