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List of Abbreviations 
ACA                         Affordable Care Act 

CAGR   Compounded Annual Growth Rate 

CMS                         Centers for Medicare & Medicaid Services 

CY                            Calendar year 

FFS                           Fee-for-service 

FFY                          Federal fiscal year, refers to the period of October 1 through September 30 

FY                            Fiscal year 

GBR                         Global Budget Revenue 

HSCRC                    Health Services Cost Review Commission 

MHAC   Maryland Hospital Acquired Conditions 

MPA                         Medicare Performance Adjustment 

PAU                         Potentially avoidable utilization 

QBR                         Quality Based Reimbursement 

RRIP    Readmission Reduction Incentive Program 

RY                            Rate year, which is July1 through June 30 of each year 

TCOC                      Total Cost of Care 

UCC                         Uncompensated care 
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Summary 
The following report includes a final recommendation for the Update Factor for Rate Year (RY) 2022. This 

update is designed to provide hospitals with reasonable inflation to maintain operational readiness, both 

during and after the COVID-19 response, and to keep healthcare affordable in the State of Maryland.  

 

This update factor generally follows approaches established in prior years for setting the update factors.  

Staff recognizes that the COVID-19 crisis continues to create significant uncertainty and will likely drive 

large short and long-term changes in the healthcare industry. This policy recommendation takes into 

account CARES funding that hospitals received from the Federal government. Staff plans to continue to 

work with all stakeholders to develop and adapt existing policies in specific ways to address the COVID-19 

crisis and its lingering effects on healthcare in the State of Maryland.  As with all HSCRC policies, the aim 

is equity and fairness for all hospitals and payers that balances the need to provide sufficient resources for 

operational readiness and necessary investment, while simultaneously ensuring affordability and slowing 

the growth of healthcare costs.   

 

At this time, the staff requests that Commissioners consider the following final recommendations: 

 

For Global Revenues: 

(a)     Provide an overall increase of 2.44 percent for revenue (including a net increase to 

uncompensated care) and 2.43 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. This recognizes an additional 0.20 percent for salary and 

malpractice cost pressures.  Staff does not believe this should be the normal policy.  However, as 

hospitals continue to grapple with the effects of the pandemic, staff feels the request is not 

unrealistic. 

Staff will apply 49.73 percent of the Total Approved Revenue to determine the mid-year target and 

the remainder of 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. 

Additionally, Staff recommends that the adjustment to consider the reconciliation of CARES 

Provider Relief Funds and HSCRC support for RY 2020 be included in the midyear target (as 

described in (e) below). 

(b) Provide all hospitals a base inflation increase of 2.34 percent and allocate 0.23 percent of 

the total inflation allowance based on each hospital’s proportion of drug cost to the total cost to 

more equitably adjust hospitals’ revenue budgets for increases in drug prices and high-cost drugs. 

(c)  Reduce the Demographic and Population adjustment from 0.16 percent, that was included 

in the Draft Recommendation, to 0.01 percent based on the Maryland Department of Planning  
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estimate. 

(d)  Increase the set aside to 0.25 percent by redistributing the decrease of 0.15 percent from the 

Demographic and Population reduction to the set aside for unforeseen adjustments.  Commissioners 

requested a reconciliation  of the set a side for RY 20 and RY 21  

(e)  Adjust rates effective July 1, 2021, over a 6 month window, to implement the reconciliation 

of CARES Provider Relief Funds (PRF) and HSCRC support for Rate Year 2020 as described in 

this recommendation.  The general impact of this proposal is that: 

●   For hospitals where the sum of actual charges and PRF Funding is less 

than their fiscal year 2020 approved Global Budget Revenue, the adjustment would 

add the shortfall, net of any preliminary amount already provided in the January 

1st, 2021 rate order, to their July 1, 2021 rate order. 

●   For hospitals where the sum of actual charges and PRF Funding is greater 

than their fiscal year 2020 approved Global Budget Revenue the adjustment would 

subtract from the lessor of the excess or the COVID corridor relief provided by the 

Commission (as defined in the body of this recommendation) from their July 1, 

2021 rate order. 

●   Staff recommends that the Commission guarantee RY 2021 Global Budget 

Revenues for hospitals and implement a similar reconciliation policy as outlined 

above to maintain financial stability for hospitals, given that the COVID pandemic 

continues to have an impact on health care delivery in RY 2021.   

(f) Initiate full rate reviews on all Maryland MedStar hospitals. 

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

(a)      Provide an overall update of 2.57 percent for inflation.  This includes an additional 0.20 

percent to gross inflation to help alleviate labor and cost pressures experienced by hospitals. 

(b)     Withhold implementation of productivity adjustment due to the low volumes hospitals are 

experiencing as the result of the COVID-19 pandemic. 

Introduction & Background 
 

The Maryland Health Services Cost Review Commission (HSCRC or Commission) updates hospitals’ rates 

and approved revenues on July 1 of each year to account for factors such as inflation, policy-related 

adjustments, other adjustments related to performance, and settlements from the prior year.  For this 

upcoming fiscal year, the HSCRC is considering the extraordinary circumstances of the COVID-19  
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response in the development of the update factor.  As in all of the HSCRC policies, this final 

recommendation strives to achieve a fair and equitable balance between providing sufficient funds to cover 

operational expenses and necessary investments, while still keeping the increase in hospital costs affordable  

for all payers.    

 

 In July 2018, CMS approved a new 10-year Total Cost of Care (TCOC) Model Agreement for Maryland, 

which began January 1, 2019. Under the new TCOC Model, the State committed to continue to limit the 

growth in hospital costs in line with economic growth, reach an annual Medicare total cost of care savings 

rate of $300 million by 2023 (“the Medicare TCOC Savings Requirement”), continue quality 

improvements, and  improve the health of the population.  It is worth mentioning that Maryland has already 

met the 5 year total cost of care savings requirement under the Total Cost of Care Agreement, but this 

progress must be sustained through 2023 as the savings requirement is not a cumulative test.    

 

To meet the ongoing requirements of the Model, HSCRC will need to continue to ensure after the COVID-

19 crisis abates that state-wide hospital revenue growth is in line with the growth of the economy.  The 

HSCRC will also need to continue to ensure that the Medicare TCOC Savings Requirement is met.  The 

approach to develop the RY 2022 annual update is outlined in this report, as well as staff’s estimates on 

calendar year Model tests.   

Hospital Revenue Types Included in this Recommendation 

There are two categories of hospital revenue: 

 

1.     Hospitals under Global Budget Revenues, which are under the HSCRC’s full rate-setting authority.  

The proposed update factor for hospitals under Global Budget Revenues is a revenue update.  A revenue 

update incorporates both price and volume adjustments for hospital revenue under Global Budget 

Revenues. The proposed update should be compared to per capita growth rates, rather than unit rate 

changes. 

2.     Hospital revenues for which the HSCRC sets the rates paid by non-governmental payers and 

purchasers, but where CMS has not waived Medicare's rate-setting authority to Maryland and, thus, 

Medicare does not pay based on those rates. This includes freestanding psychiatric hospitals and Mount 

Washington Pediatric Hospital.  The proposed update factor for these hospitals is strictly related to price, 

not volume. 

This recommendation proposes Rate Year (RY) 2022 update factors for both Global Budget Revenue 

hospitals and HSCRC regulated hospitals with non-global budgets. 

 

Overview of Final Update Factors Recommendations 

For RY 2022, HSCRC staff is proposing an update of 2.43 percent per capita for global budget revenues 

and an update of 2.57 percent for non-global budget revenues. These figures are described in more detail 

below. 
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Calculation of the Inflation/Trend Adjustment 

For hospitals under both revenue types described above, the inflation allowance is central to HSCRC’s 

calculation of the update adjustment. The inflation calculation blends the weighted Global Insight’s First  

 

Quarter 2021 market basket growth estimate with a capital growth estimate. For RY 2022, HSCRC staff 

combined 91.20 percent of Global Insight’s First Quarter 2021 market basket growth of 2.50 percent with 

8.80 percent of the capital growth estimate of 1.00 percent, calculating the gross blended amount as a 2.37 

percent inflation adjustment. The First Quarter 2021 market basket is updated and remains consistent with 

Fourth Quarter 2020 market basket growth. In addition to a base inflation amount of 2.37 percent, staff is 

recommending adding an additional 0.20 percent to help alleviate the labor and cost pressures hospitals are 

facing as a result of the COVID-19 pandemic.  The 0.20 percent was derived by taking half of the estimated 

savings from CY 2020 of approximately 0.40 percent.  Staff believes 0.20 appropriate because hospitals 

represent approximately 50 percent of the total cost of care.  

Update Factor Recommendation for Non-Global Budget Revenue 
Hospitals 

For non-global budget hospitals (psychiatric hospitals and Mt. Washington Pediatric Hospital), HSCRC 

staff proposes applying the inflation adjustment of 2.57 percent, this includes the additional 0.20 percent 

staff is proposing for GBR hospital to help with labor and cost pressures. The pandemic's effect on hospitals 

resulted in historically low volumes.  For this reason, HSCRC staff propose to withhold the productivity 

adjustment from this year’s gross blended inflation amount.  It is important to note that these hospitals 

receive an adjustment based on their actual volume change, rather than a population adjustment. HSCRC 

staff continues to include these non-global budget hospitals in readmission calculations for global budget 

hospitals and may implement quality measures for these hospitals in future rate years 

 

Table 1  

 

Update Factor Recommendation for Global Budget Revenue Hospitals 

In considering the system-wide update for the hospitals with global revenue budgets under the All-Payer 

Model, HSCRC staff sought to achieve balance among the following conditions: 
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● Meeting the requirements of the Total Cost of Care Model agreement; 

● Providing hospitals with the necessary resources to keep pace with changes in inflation and 

demographic changes; 

● Ensuring that hospitals have adequate resources to invest in the care coordination and population  

health strategies necessary for long-term success under the Total Cost of Care Model; 

● Incorporating quality performance programs; and 

● Ensuring that healthcare remains affordable for all Marylanders. 

As shown in Table 2, after accounting for all known changes to hospital revenues, HSCRC staff estimates 

net revenue growth (before accounting for changes in uncompensated care and assessments) of 2.36 percent 

and per capita growth of 2.35 percent for RY 2022. After accounting for changes in uncompensated care 

and assessments, the HSCRC estimates net revenue growth at 2.44 percent with a corresponding per capita 

growth of 2.43 percent for RY 2022. 

In order to measure the proposed update against financial tests, which are performed on Calendar Year 

results, staff need to split the annual Rate Year revenue into six-month targets. Staff intends to apply 49.73 

percent of the Total Approved Revenue to determine the mid-year target for the calendar year calculation, 

with the full amount of RY 2022 estimated revenue used to evaluate the Rate Year year-end target. HSCRC 

staff will adjust the revenue split to accommodate their normal seasonality for hospitals that do not align 

with the traditional seasonality described above. 

Net Impact of Adjustments 

Table 2 summarizes the net impact of the HSCRC staff’s final recommendation for inflation, volume, 

Potentially Avoidable Utilization (PAU) savings, uncompensated care, and other adjustments to global 

revenues. Descriptions of each step and the associated policy considerations are explained in the text 

following the table. 
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Table 2 

 
 

Central Components of Revenue Change Linked to Hospital Cost 

Drivers/Performance 

HSCRC staff accounted for a number of factors that are central provisions to the update process and are  
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linked to hospital costs and performance. These include: 

 

● Adjustment for Inflation: As described above, the inflation factor uses the gross blended statistic 

of 2.37 percent. The gross inflation allowance is calculated using 91.2 percent of Global Insight’s 

First Quarter 2021 market basket growth of 2.50 percent with 8.80 percent of the capital growth 

index change of 1.00 percent. The adjustment for inflation includes 1.45 percent for wage and 

compensation.  In addition to a base inflation amount of 2.37 percent, staff is recommending adding 

an additional 0.20 percent to help alleviate the labor and cost pressures hospitals are facing as a 

result of the COVID-19 pandemic. The 0.20 percent was derived by taking half of the estimated 

savings from CY 2020 of approximately 0.40 percent. Staff believes 0.20 is appropriate because 

hospitals represent approximately 50 percent of the total cost of care. Staff does not intend to make 

this a normal inclusion in our decision making, however, believe it is appropriate given the 

extraordinary circumstances the industry is facing. A portion of the 2.57 inflation allowance (0.23 

percent) will be allocated to hospitals in order to more accurately provide revenues for increases in 

outpatient oncology and infusion drugs. This drug cost adjustment is further discussed below. 

 

● Outpatient Oncology and Infusion Drugs: The rising cost of drugs, particularly of new 

physician-administered oncology and infusion drugs in the outpatient setting led to the creation of 

separate inflation and volume adjustment for these drugs. Not all hospitals provide these services 

and some hospitals have a much larger proportion of costs allocated.  To address this situation, in 

Rate Year 2016, staff began allocating a specific part of the inflation adjustment to funding 

increases in the cost of drugs, based on the portion of each hospital’s total costs that comprised 

these types of drug.   

In addition to the drug inflation allowance the HSCRC provides a utilization adjustment for these 

drugs. Half of the estimated cost changes due to usage or volume changes are recognized as a one-

time adjustment and half are recognized as a permanent adjustment. This process is implemented 

separately from this Update Factor so only the inflation portion is addressed herein. 

Starting in Rate Year 2021, staff began using a standard list of drugs based on criteria established 

with the industry in evaluating high-cost drug utilization and inflation. This list was used to 

calculate the inflation allowance as well as the drug utilization adjustment component of funding 

for these high-cost drugs. Rate Year 2022 continues this practice.   

While volume continues to grow for these drugs, staff analysis shows that the price per drug of the 

drugs covered has stabilized and the need for a higher inflation rate on this component of spending 

has been mitigated.  This trend was recognized in Rate Year 2021 through a lowering of the drug 

inflation factor from 10 percent to 6 percent. Data from the most recent period support a continued 

reduction in price trend, however, 2020 trends are likely distorted due to the COVID crisis so at this 

time staff is recommending no further reduction and continued use of a 6 percent trend for Rate 

Year 2022.   
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● Care Coordination / Population Health:  There were several grant programs aimed at Care 

Coordination and Population Health in RY 2021 hospital revenues.  These programs include: Long 

Term Care Grants, Medicare Advantage Program Grant Funding, Regional Partnership Funding for 

Behavioral Health, Regional Partnership Funding for Diabetes Prevention and Management. These 

funds were provided to hospitals on a one-time basis. For this reason you will see a line in table 2 

reversing out grant funding in RY 2021 of -0.33 percent. Regional Partnership funding for 

Behavioral Health and Diabetes Prevention and Management is part of a 5 year program.  Included 

in this adjustment is funding for the proposed Maternal Child Health initiatives, approved by the 

Commission at the May 2021 Commission meeting.  RY 2022 funding is expected to be 

approximately 0.14 percent.  

● Adjustments for Volume: The Maryland Department of Planning’s estimate of population growth 

for CY 2021 is 0.01 percent. For RY 2022, the staff is proposing to use the value of the Department 

of Planning CY 2021 growth estimate for the Demographic Adjustment in keeping with the prior 

year methodologies. 

● Low-Efficiency Outliers: The Integrated Efficiency policy outlines a methodology for determining 

inefficient hospitals in the TCOC Model. This policy will utilize the Inter-Hospital cost 

comparisons to compare relative cost-per case efficiency. This policy will also use Total Cost of 

Care measures with a geographic attribution to evaluate per capita cost performance relative to 

national benchmarks for each service area in the State. The above evaluations are then used to 

withhold the Medicare and Commercial portion of the Annual Update Factor for relatively 

inefficient hospitals, which will be available for redistribution to relatively efficient hospitals.  The 

amount under review for RY22 as determined by the Integrated Efficiency policy is approximately 

$19.9 million or a  -0.10 percent reduction from the update1.  This withhold is subject to revisions 

based on updated data and Commission approval. 

● Set-Aside for Unforeseen Adjustments: The set-aside for RY22 will be 0.25 percent.  This 

amount was determined by the 0.10 percent reduction outlined in the Integrated Efficiency policy.  

In addition, Staff recommends redistributing the 0.15 percent from the demographic adjustment to 

the set-aside. Staff will reconcile the spending of the annual set-aside for RY20 and RY21. The 

intention of the set-aside is to use these funds for potential Global Budget Revenue enhancements 

and other potentially unforeseen circumstances that may occur at hospitals.  

● Complexity and Innovation (formerly Categorical Cases): The prior definition of categorical 

cases included transplants, burn cases, cancer research cases, as well as Car-T cancer cases, and 

Spinraza cases.  However, the definition, which was based on a preset list, did not keep up with 

emerging technologies and excluded various types of cases that represent greater complexity and 

innovation, such as extracorporeal membrane oxygenation cases and ventricular assist device cases.   

Thus, the HSCRC staff developed an approach to provide a higher variable cost factor (100% for 

drugs and supplies, 50% for all other charges) to in-state, inpatient cases when a hospital exhibits 

 
1 These figures may change due to the release of the Final Integrated Efficiency policy.  Staff does not believe the 

impact will be significant.  
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dominance in an ICD-10 procedure codes and the case has a casemix index of 1.5 or higher.  Staff 

used this approach to determine the historical average growth rate of cases deemed eligible for the 

complexity and innovation policy and evaluated the adequacy of funding of these cases relative to 

prospective adjustments provided to Johns Hopkins Hospital and University of Maryland Medical 

Center in RY 2017, 2018, 2019, and 2020.  Based on this analysis, staff concluded that the 

historical average growth rate was 0.39 percent, which equates to a combined state impact of 0.10 

percent for the RY 2022 Update Factor.   

 

● PAU Savings Reduction: The statewide RY 2022 PAU savings adjustment is calculated based on 

update factor inflation and demographic adjustment applied to CY 2019 PAU performance. RY 

2022 PAU savings adjustment represents the change between RY 2021 and RY 2022. Previous 

years of PAU savings adjustments are not reversed out.  

● Quality Scaling Adjustments: HSCRC staff and hospital stakeholders expressed concerns about 

using CY 2020 data for the RY 2022 hospital quality pay-for-performance programs due to the 

COVID-19 public health emergency and data reliability and validity concerns.  These pay-for-

performance programs include: Maryland Hospital Acquired Conditions (MHAC), Readmission 

Reduction Incentive Program (RRIP), and Quality Based Reimbursement program (QBR).  HSCRC 

staff proposed to CMMI that the State should be allowed to re-use RY 2021 revenue adjustments 

and apply these adjustments for RY 2022.  This request was approved by CMMI.  For this reason 

you will see the reversal and new inputs for RY 2022 quality programs net to 0 in Table 2.   

Staff note that the recently released proposed rule for the Hospital Inpatient Prospective Payment 

System (IPPS) outlines that various components of the federal value-based purchasing program will 

not be included in the federal RY 2022 payment program due to data validity concerns.  Since this 

program is the analog to the QBR program, staff may revise its recommendation to align with 

federal guidance.  Any modifications to Quality revenue adjustments will be effectuated in January 

rate orders, as the final IPPS rule will not be promulgated until after the start of the State fiscal 

year.  Similarly, the IPPS rule outlined measure suppression policies for the Hospital-Acquired 

Condition Reduction Program (HACRP) and the Hospital Readmissions Reduction Program 

(HRRP), which are the analogs for the MHAC and RRIP, respectively.  As such, staff will 

potentially modify revenue adjustments for MHAC and RRIP in the January rate orders to align 

with the final IPPS rule.   

Central Components of Revenue Offsets with Neutral Impact on Hospital Financial 

Statements 

In addition to the central provisions that are linked to hospital costs and performance, HSCRC staff also 

considered revenue offsets with a neutral impact on hospital financial statements. These include: 

● Uncompensated Care (UCC): The proposed uncompensated care adjustment for RY 2022 will be  

              0.08 percent. The amount in rates was 4.41 percent in RY 2021, and the proposed amount for RY  
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2022 is 4.49 percent, an increase of 0.08 percent.  

● Deficit Assessment: The legislature did not propose a further reduction to the Deficit Assessment 

in RY 2022, and as a result, this line item is 0.00 percent. 

Additional Revenue Variables 

In addition to these central provisions, there are additional variables that the HSCRC considers. These 

additional variables include one-time adjustments, revenue and rate compliance adjustments and price 

leveling of revenue adjustments to account for annualization of rate and revenue changes made in the prior 

year. 

PAU Savings Updated Methodology 

The PAU Savings Policy prospectively reduces hospital global budget revenues in anticipation of volume 

reductions due to care transformation efforts. Starting in RY2020, the calculation of the statewide value of 

the PAU Savings was included in the Update Factor Recommendation; however, a PAU measurement 

report was presented separately to the Commission in March of 2019.  

 

For RY 2022, the incremental amount of statewide PAU Savings reductions is determined formulaically 

using inflation and demographic adjustment applied to the amount of PAU revenue (see Table 3).  This will 

result in a RY 2022 PAU savings reduction of -0.22 percent statewide, or $39,662,4732. Hospital 

performance on avoidable admissions per capita and sending readmissions estimated revenue determines 

each hospital’s share of the statewide reduction.  

 

Table 3 

Statewide PAU Reduction  Formula Value 

RY 2021 Total Estimated Permanent Revenue* A $17,981,594,280 

   

RY 2022 Inflation Factor** B 2.15% 

CY 2019 Total Experienced PAU $ C $1,844,766,206 

RY 2022 Proposed Revenue Adjustment $  D = B*C -$39,662,473 

RY 2022 Proposed Revenue Adjustment % E = D/A -0.22057% 

RY 2022 Adjusted Proposed Revenue Adjustment % F = ROUND(E) -0.22% 

RY 2022 Adjusted Proposed Revenue Adjustment $ G = F*A -$39,559,507 

Total PAU % H 10.43% 

Total PAU $ I = A*H $1,875,811,224 

Required Percent Reduction PAU J = G/I -2.11% 

*Does not include revenue from Grace, UM-Laurel, or freestanding EDs. 

** Inflation factor is subject to revisions related to updated data and Commission approval 

 
2 Actual PAU differs slightly (-0.02%) from what is shown in Table 2  based on updated Department of Planning data 

that impacts the demographic adjustment. 
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Consideration of Total Cost of Care Model Agreement Requirements & 
National Cost Figures 

As described above, the staff proposal increases the resources available to hospitals to account for rising 

inflation, population changes, and other factors, while providing adjustments for performance under quality 

programs. Staff’s considerations in regards to the TCOC Model agreement requirements are described in 

detail below.  

Medicare Financial Test 

This test requires the Model to generate $300 million in annual Medicare fee-for-service (FFS) savings in 

total cost of care expenditures (Parts A and B) by 2023. The TCOC Model Medicare Savings Requirement 

is different from the previous All-Payer Model Medicare savings requirement in several ways.  First, as 

previously discussed, Maryland’s Total Cost of Care Model Agreement progresses to setting savings targets 

based on total costs of care, which includes non-hospital cost increases, as opposed to the hospital only 

requirements of the All-Payer Model. This shift ensures that spending increases outside of the hospital 

setting do not undermine the Medicare hospital savings resulting from Model implementation. Additionally, 

the change to the total cost of care focuses hospital efforts and initiatives across the spectrum of care and 

creates incentives for hospitals to coordinate care and to collaborate outside of their traditional sphere for 

better patient care.   

 

Secondly, the All-Payer Model Savings Requirement was a cumulative savings test, where the savings for 

each year relative to the base period were summed to determine the total hospital savings.  The TCOC 

Model requires that the State reach an annual total cost of care savings of $300 million relative to the 

national growth rate by 2023, relative to a 2013 base year.  Thus, there must be sustained improved 

performance overtime to meet the new TCOC Medicare Savings Requirements.  The new TCOC Model 

contains specific annual Medicare Savings Requirements for each year.  Based on the CY 2020 estimated 

performance, staff calculates that Maryland hospitals have exceeded the TCOC Model’s annual savings 

requirement of $156 million for performance year two (CY 2020).  Final CY 2020 data is in the process of 

being reconciled and approved with CMS and will be released at a later date.  Similar to the All-Payer 

Model, there are TCOC growth guardrails.  Maryland’s Medicare TCOC growth may not exceed the 

national Medicare TCOC growth rate in any two successive years and Maryland may not exceed the 

national growth rate by more than one percent in any year.  Corrective actions are required if these limits 

are exceeded.   

Meeting Medicare Savings Requirements and Total Cost of Care Guardrails 

In past years, staff compared Medicare growth estimates to the all-payer spending limits, to estimate that 

Model savings and guardrails were being met. Due to the ongoing COVID-19 pandemic and the uncertainty 

and volatility of the current landscape, staff created an alternative approach to measure projected savings 

and compliance with the Total Cost of Care guardrails. Actual revenue resulting from RY 2021 updates 

affect the CY 2021 results. As a result, staff must convert the recommended RY 2022 update to a calendar 

year growth estimate. Table 4 below shows the current revenue projections for CY 2021 to assist in  
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estimating the impact of the recommended update factor together with the projected RY 2021 results. The 

overall increase from the bottom of this table is used in Table 5. 

 

Table 4 

 
 

Steps to explain Table 4 are described as below: 
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The table begins with actual revenue for CY 2020. 

   

       Step 1: The table uses global revenue for RY 2021 and actual revenue for the last six months for CY 

2020 to calculate the projected revenue for the first six months of CY 2021 (i.e. the last six months of RY  

2021).  

 

 

    Step 2: This step begins with the approved revenue for RY 2021 and reverses out the price variance from 

RY 2021 that was a result of the RY 2020 undercharge from the COVID-19 pandemic. The result is an 

adjusted RY 2021 GBR. The proposed update of 2.23 percent, as shown in Table 2, is then applied to the 

adjusted RY 2021 GBR amount to calculate the projected revenue for RY 2022. 

     

   Step 3: For this step, to determine the calendar year revenues, staff estimate the revenue for the first half 

of RY 2022 by applying the recommended mid-year split percentage of 49.73 percent to the estimated 

approved revenue for RY 2022.  Additionally, staff applied the reconciliation of CARES PRF and HSCRC-

support accrued in RY 2020 (as described in this report), as well as the estimated RY21 undercharge from 

the first half of CY 2021.  

 

      Step 4: This step shows the resulting estimated revenue for CY 2021 and then calculates the increase 

over actual CY 2020 Revenue. There are two increases shown in this section. The first one, 8.58 percent, is 

the estimated increase over CY 2020 revenue using the update of 2.44 percent. The second increase of 8.58 

percent is the estimated increase over CY 2020 revenue using an update of 2.43 percent, which is the update 

without a volume adjustment included. These amounts are the same based on the low demographic amount 

of 0.01 percent.  The 8.58 percent is used to estimate CY 2021 hospital spending per capita for Maryland in 

our guardrail calculation, which is explained later in this policy.  

 

Previous updates utilized Medicare fee-for-service growth estimates from the CMS Office of the Actuary.  

Due to the variability in the estimates from actual performance, staff moved to using actual national 

Medicare fee-for-service total cost of care growth from the previous calendar year in the RY 2020 update 

factor policy.  Total Cost of Care growth for the nation showed a significant decline in CY 2020, due to the 

COVID-19 pandemic. Staff did not feel that using a negative growth rate to measure our guardrail was an 

appropriate proxy to predict future trends.  As a result, staff created an alternative guardrail approach to be 

used in the RY 2022 update factor policy to determine and project Maryland’s CY 2021 guardrail position.  

Of note, staff do intend to revisit using actual national total cost of care growth from the previous year in 

future policy decisions.  

 

Staff’s approach to project the CY 2021 guardrail position utilized Medicare fee-for-service per capita data 

for Maryland and the nation.  To project CY 2021 growth in the nation, staff calculated the average trend 

from 2017 to 2019 and trended 2019 data forward two years so as to remove the confounding of COVID-19 

pandemic in CY 2020. This was calculated in four buckets (hospital part A, hospital part B, non-hospital 

part A, and non-hospital part B) and added together to calculate a total per capita estimate.  Staff used the  

 

same approach to estimate non-hospital part A and B for 

Maryland. To estimate CY 2021 hospital growth, staff 
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applied the CY 2020 growth of 8.58 percent, shown in Table 4, to CY 2020 growth because global budget 

revenues are a known data element.  The Maryland hospital growth estimate takes into account available 

hospital specific factors and the estimated RY 2021 undercharge settlement.  Table 5 below shows the 

results of this analysis.  Using this approach, Maryland is projected to be equal to the nation in CY 2021.  

This analysis assumes that Medicare growth equals All-Payer growth and does not include any prediction 

for pent-up demand or change in healthcare utilization patterns that may occur due the COVID-19 

pandemic.  

 

 

Table 5 

 
 

Staff also modeled the growth and compared it to economic growth in Maryland as measured by the Gross 

State Product.  The purpose of this modeling is to ensure that healthcare remains affordable in the State.  

Staff calculated the compounded annual growth rate (CAGR) for three years using the most updated State 

GSP numbers available (CY17-CY20). The 3-year CAGR calculation shows a per capita amount of 3.17 

percent. Staff then compared that number to the 3 year CAGR for Hospital Acute Charges using (CY18-

CY21). Staff was able to estimate CY 2021 charges using the proposed RY 2022 update factor.  The CAGR 

for hospital charge growth equated to 3.35 percent. Staff believes using a 3-year comparison of GSP to 

hospital charges provides a more accurate assessment of affordability.  The chart below shows this 

comparison. 

 

Table 6  
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Medicare’s Proposed National Rate Update for FFY 2022 

CMS released its proposed rule for the change to the Inpatient Prospective Payment System’s (IPPS) 

payment rate on April 27, 2021.  In the proposed rule, CMS would increase rates by approximately 2.80  

percent which includes a market basket increase of 2.50 percent, a productivity reduction of -0.20 percent, 

and a legislative increase of 0.50 percent. This proposed increase will not be finalized until August 2021 

and will not go into effect until October 1, 2021. This also does not take into account volume changes.  

 

Reconciliation of CARES Provider Relief Fund and 
HSCRC-support 
 

During the COVID crisis, hospitals have faced unprecedented challenges both in meeting the acute needs of 

COVID patients and in handling significant volume declines due to economic shutdowns and other 

ramifications of the COVID crisis.      

 

In fulfilling its mandate to ensure adequate funding to Maryland hospitals, the Health Services Cost Review 

Commission (HSCRC) made a number of policy accommodations to ensure hospitals remained financially 

stable during the crisis. Subsequent to HSCRC actions, the Federal Government also provided significant 

funding to all healthcare providers nationwide and hospitals were a major beneficiary of this funding.  As 

the HSCRC has noted previously, it will take federal funding into account when setting a hospital’s Global 

Budget Revenue (GBR) for FY 2022.  This is in line with the Commission’s mandate to consider all 

sources of funding when setting hospital rates.   

 

The simultaneous provision of these dual sources of funding requires the HSCRC to set a hospital’s GBR 

appropriately to avoid an overlap that would result in payers paying twice. For the current year, the 

resolution of an overlap is a key component in evaluating Maryland’s ability to comply with the total cost 

of care guardrails under the Maryland Total Cost of Care Model. At this point it appears that Medicare 

spending growth in Maryland for CY 2021 may exceed that of the nation. Therefore, staff is incorporating 

this policy within this Update Factor Recommendation, which is the primary vehicle for monitoring and 

helping assure compliance with these federal tests. 

 

Background & Timeline 

On March 19, 2020, the HSCRC issued a notice to hospitals that leveraged Maryland’s unique rate setting 

model to provide two financial accommodations in relation to the crisis. Specifically, the memo stated: 

1. “The HSCRC will permit hospitals to increase rate corridors up to the 10 percent threshold or by an 

additional 5 percentage points from their current charging position, whichever is greater” 

2. “To further accommodate any GBR revenue that may not be able to be billed in FY 2020 due to 

fluctuating volumes over the final quarter, HSCRC staff will suspend undercharge penalties and  
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allow hospitals to recoup those undercharges over the 12 months of FY 2021 as a one-time adjustment.” 

 

The first of these provisions provided immediate practical relief, to the extent feasible, given a desire to  

avoid excess charge increases to patients and providers and the second guaranteed hospitals 100% of their 

GBR over the long term, consistent with the revenue stability that is intended under a fixed revenue model. 

 

On April 10, 2020, the Federal Government passed the CARES Act, which established the Provider Relief 

Fund which appropriated $178 billion for hospitals and other healthcare providers nationwide.  This money 

was distributed over the next 9 months on various bases. Based on reporting received from the Federal 

Government the HSCRC believes Maryland regulated hospitals have received $1.262 Billion from all 

allocations made by the Federal Government through December 31, 2020. 

 

Recognizing that the State and Federal funding commitments were likely to overlap, on April 23rd the 

HSCRC issued notice to hospitals that “We will consider all available funding from these federal programs 

before determining eligibility for additional GBR funding to cover preparedness costs and lost 

revenue/undercharges”. This guidance was reinforced in a memo dated July 28th, 2020, that noted 

undercharges would be recovered net of CARES PRF Funds. 

 

On April 30, 2020, the Commission approved the Final Recommendation on COVID Surge Funding (the 

COVID Surge Policy, available here Final Recommendation on COVID Surge Funding). Under the policy, 

hospitals were eligible for additional funding to the extent COVID cases caused hospital volumes to exceed 

those established in a hospital’s GBR. This policy was effective March 1, 2020, until it was suspended by 

the Commission effective June 30, 2020, as COVID cases declined. No payments were due under this 

policy for this period. It was then re-instituted as of November 1, 2021 and is currently in effect. Amounts 

due to hospitals are calculated over the entire period the policy is active and therefore will not be available 

until the Commission elects to suspend the policy. 

 

On May 8, 2020, the Commission issued a memo expanding the corridor relief for inpatient only, patient 

care rate centers to 20 percent. This expansion was considered at the request of hospitals and is consistent 

with, but more generous than, Medicare’s policy under the Inpatient Prospective Patient System which 

included a 20 percent increase in reimbursement for entire Medicare inpatient COVID cases. 

 

As of June 30, 2020, for the completed fiscal year, actual hospital charges were $17.432 Billion versus an 

FY2020 final statewide GBR of $18.373 Billion - an undercharge of $941 Million. The HSCRC estimates 

that had the two COVID corridor expansions not been provided, the undercharge would have been $285 

Million larger for FY 2020 (i.e. payers paid an additional $285 Million in Q4 of 2020 than they would have 

had to if a fee-for-service system had been in place). 

 

Effective January 1, 2021, the HSCRC provided approximately $97 Million of funding to selected hospitals 

who had an undercharge, after considering PRF funds, for FY 2020 consistent with the Commission’s 

original commitment to fund the FY 2020 undercharges. This amount was added such that recovery will  

occur in the first 6 months of the calendar year. These 

amounts were intended as preliminary relief to hospitals 

https://hscrc.maryland.gov/Documents/April%2030%202020%20Public%20Meeting%20Materials.pdf
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with an undercharge and will be revised based on this recommendation in July 1, 2021 rate orders. 

 

Considerations not Addressed in this Approach 

In order to simplify the issues involved in this recommendation, the HSCRC is choosing not to consider two 

items: 

1. Undercharge amounts are all calculated based on charges without consideration to the differential 

adjustments received by most payers, which reduce the amount actually paid to hospitals. This is 

appropriate when considering policy-related amounts within the Maryland system as any recovery 

of undercharges in future periods would also be subject to the same differential. However, when 

considering undercharges versus external funding such as PRF funding it creates a slight mismatch 

as a hospital loses only approximately $0.95 cents per $1.00 of charges, but a hospital receives 

100% of relevant PRF funds. Staff elected not to adjust this phenomenon in order to simplify the 

calculations but would note that it means hospitals’ financial positions are likely slightly more 

favorable than discussed in this recommendation and exhibits. 

2. The only COVID-specific funding source staff considered in this recommendation is the PRF 

funding. Hospitals are able to receive temporary and permanent funding support through a number 

of other programs such as FEMA and the Medicare Advanced Payment Program. Staff did not 

consider these programs because the amounts are uncertain, relatively immaterial, and, in some 

cases, require repayment (i.e. only provide liquidity support).  

 

Final Recommendation and Public Comment 

In the February 2021 Commission meeting, staff recommended that the Commission resolve the overlap 

between PRF Funds and HSCRC rate relief for the 18 months ended December 31, 2020, by counting the 

PRF funds towards a hospital’s GBR and then adjusting, effective July 1, 2021, any resulting over or under 

charge (the Draft PRF Recommendation). Further detail on this proposal can be found in the Commission 

materials for the February 10th meeting. 

 

Nine Public Comment letters were received and are appended to the end of this recommendation. Four 

letters were supportive of the Draft PRF Recommendation (Johns Hopkins Health System, JLMcGee 

Consulting, CareFirst, and Leni Preston).  Four letters (MedStar, Holy Cross Health, Tidal Health, and 

Adventist HealthCare) argued that the Commission delay any action and raised a number of other technical 

issues with the Draft PRF Recommendation which will be addressed throughout this document and one 

letter (University of Maryland Medical System) supported an alternative approach described in the 

February Commission meeting, discussed further below, as well as argued that any settlement should be 

done at a hospital rather than system level. The Draft PRF Recommendation and the alternative approach 

were both described as being settled at a system level, i.e. combining the results of all hospitals in a system 

before determining the outcome.  After receiving additional information and stakeholder comment, staff 

made the decision to include the reconciliation of PRF funds in the RY 2022 Update Factor as described in  

 

 

this report.  
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Definition of Allocated PRF Funds 

Draft PRF Recommendation Allocation Approach and Comment Letters 

HHS distributed PRF payments to providers over the course of Calendar Year 2020 in multiple phases and 

on multiple bases with different organizations eligible for different distributions (a full timeline can be 

found here:  PRF Timeline).  Hospitals were not the only recipient of funds, and other organizations such as 

physician practices received funding; however, the HSCRC is only responsible for setting rates for 

Maryland’s regulated hospitals. Therefore, to reconcile GBR funding and PRF funding, it is necessary to 

determine how much PRF funding is relevant to the regulated hospital.   

 

In the Draft PRF Recommendation, staff proposed the following process to identify the relevant funding.  

(1) Capture the funding provided to the regulated hospital entity under the PRF3 

(2) Allocate that funding between regulated and unregulated portions of the regulated entity based on 

the revenue reported in the 2019 Annual Filing for the hospital 

(3) Count only the regulated allocation in assessing overlap with GBR Funding 

 

The process after this allocation only considers funding provided to the regulated hospital entity; the 

unregulated portion of PRF is excluded from further calculation. Staff notes this process excludes any 

funding received by the unregulated providers within the regulated entity. In other words, within the 

regulated entity, funding provided to the regulated provider is allocated to unregulated providers but the 

reverse is not true.  This approach, which likely understates the regulated allocation, is necessary because 

the HSCRC has no way to identify the providers within the unregulated reporting. 

 

The industry raised several issues regarding this approach: 

1. Varying methods of reporting result in the revenue reported for unregulated business in the annual 

filing being significantly depressed for some hospitals. 

2. Varying corporate structures between hospitals impact the degree to which their unregulated 

business is reported in the HSCRC Annual Filing or within a corporate entity not subject to annual 

filing requirements. 

3. Federal guidance permits entities to move PRF funds between entities which commenters 

interpreted to mean that the allocation of funds used in this settlement should be at the total 

discretion of the hospital. 

 
3 Staff is now working with CMS and have obtained an authoritative list of funding under item (1) and expect to be 

able to maintain that data with CMS as additional funding is received or funding is returned.  This report will be used 

in determining any settlements and is reflected in the data in Appendix A. To date no Maryland hospital has returned 

funding to the Federal Government. 

 

https://www.hhs.gov/coronavirus/cares-act-provider-relief-fund/general-information/index.html%23timeline
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4. That only accounting for PRF funds and only allocating from regulated to unregulated results in an 

overly favorable outcome to hospitals. 

 

The HSCRC has limited reporting on entities outside the regulated entity and it is not feasible to use that 

reporting to allocate PRF funds. However, to be responsive to this issue, and the issue raised in item 1 

above, staff is recommending a revised allocation approach as described below under. 

 

The logical extension of item 3 is that the HSCRC cannot consider any PRF Funds for a hospital system 

because the hospital system could choose to allocate all the funds to another entity.  Under such an 

approach, Maryland rate payers would be 100% responsible for shortfalls under the GBR. Moreover, this 

policy presents equity concerns for small, independent Maryland hospitals who do not have out-of-state 

sister entities or extensive unregulated operations to potentially redistribute PRF funds. 

 

Further staff does not believe that this was the intent of the Federal guidelines.  The HSCRC’s authority 

allows the Commission to consider all sources of funding in assessing the viability of the regulated entities.  

Finally, the HSCRC is using the allocation approach outlined below to estimate the amount of PRF Funds 

relevant to setting regulated Maryland rates; it does not preclude the health system from using the PRF 

funds amongst its other entities. 

 

Definition of Allocated PRF Funds 

Allocated PRF Funds shall be calculated as follows: 

(1) Capture the funding provided to the regulated hospital entity under the PRF as reported to the 

HSCRC by CMS. 

(2) Allocate that funding between regulated and unregulated portions of the regulated entity based on 

(1) the percentage of revenue reported in the 2019 Annual Filing for the hospital and (2) the 

percentage of statewide revenue for the same period. 

(3) Use only the smaller of the two regulated allocations in the step above in assessing overlap with 

GBR funding. 

Staff believes that using the more favorable hospital-specific and Statewide regulated/unregulated split is a 

reasonable and equitable way to address the first two industry concerns noted in the prior section. The 

Allocated PRF Funds would be recalculated should a hospital return PRF Funding to the Federal 

Government in the future, but the imputed percentage that allocated funds are based on would remain the 

same. 

 

Staff acknowledges the commenters’ concerns that the original and the revised approach to this allocation 

will tend to result in a favorable allocation for hospitals.  However, staff believe a bias towards more 

generous funding to hospitals is appropriate in the crisis given the lack of information to allow a more  

 

 

rigorous calculation. 
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Settlement Period 

Current Recommendation 

Industry raised several concerns about the 18-month settlement period proposed in the Draft PRF 

Recommendation, specifically: 

1. GBRs are typically settled on a fiscal year basis and the HSCRC expressly waived the interim 

target for FY21, thus calculating that settlement through this window would be technically 

problematic. 

2. The COVID crisis is ongoing. 

3. The PRF allowed for spending and lost revenue through June 30, 2021. 

 

In recognition of these concerns, this final recommendation addresses only FY20. In the approach outlined 

below, staff considers all Allocated PRF Funds in assessing FY20 outcomes. However, since the new 

approach does not offset Allocated PRF funds beyond those needed for FY20 relief, it does not preclude the 

use of these funds in FY21 and therefore is not in conflict with the Federal program timing. 

 

Recommended Settlement Approach 

Overall Approach 

For hospitals where Allocated PRF Funds do not cover the hospitals’ actual GBR undercharge, this 

Recommendation has not changed. The hospital will still be permitted to recover the undercharge and any 

incremental net COVID expenses and funding under the COVID surge policy. 

 

Given industry concerns over the HSCRC recovering PRF dollars that could be used by a health system for 

another entity, staff has revised the recommended approach for hospitals who’s Allocated PRF Funds 

exceed their FY20 undercharge.  Whereas previously, the HSCRC would reduce on a one-time basis FY21 

GBRs equivalent to how much a hospital’s FY20 GBR was exceeded by hospital charges and Allocated 

PRF Funds, the proposed revision limits recoveries to the lessor of the relief provided by the Commission 

or the amount of extra funding. Staff believes this is consistent with the HSCRC mandate which is to 

consider all sources of funding in assessing hospital financial conditions. 

 

In addition, the staff is recommending that the calculation be resolved at a hospital level, although a system 

may choose to make any resulting adjustments across the system, at their discretion, subject to staff 

approval.   

 

The specific calculation would be as follows: 

 

1. If the sum of FY20 Actual Charges and Allocated PRF Funds exceed the FY20 GBR, remove from the 

hospital’s future rates the lessor of: 
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The amount of COVID Relief provided by the Commission. 

a. The amount by which actual FY20 Actual Charges + Allocated PRF Funds exceed FY20 GBR. 

2. If the sum of FY20 Actual Charges and Allocated PRF Funds is less than the FY20 GBR, add to the 

rates the amount of such shortfall. 

For this calculation: 

● COVID Relief Provided by the Commission is defined as the greater of zero and the sum of the 

following: 

I. Actual Q4 FY2020 (which coincides with the start of the pandemic) charges less FY2020 

rate order rates X Actual Q4 2020 Volumes X 1 plus Corridor relief percentage granted 

prior to COVID.    

II. COVID Surge Funding, for any period where the Surge Policy was in effect, which has 

been completed at the time the settlement is determined. 

III. Net incremental COVID expenses for FY20 as defined by staff. 

● Actual Charges are the charges reported by the hospital in their financial reports. 

● FY20 GBR is the final GBR as of June 30, 2020. FY20 rates are the rates calculated from that 

GBR. 

 

This approach is the same as the alternative approach described in the February 2020 Commission meeting 

except that (a) it is limited to FY20, (b) it is at a hospital level, (c) the Allocated PRF Funds calculation has 

been revised as described above and (d) the COVID Surge Funding and Net Excess COVID expenses are 

included as COVID relief.    Staff changed the handling of the items (d) because they believe that the 

Commission should not provide extra funding for these items to the extent that the System has remaining 

PRF Funding. 

 

Appendix A contains a calculation by a hospital of the amounts due to or from each hospital under this 

recommendation based on currently available data and before consideration of the COVID Surge Policy or 

net incremental COVID expense.  This estimate shows a net statewide increase of $46 million in rates to be 

applied on July 1, 2021.  However, since $97 million of preliminary relief was granted on January 1, 2021 

rate orders the actual year over year impact will be $51 million of recovery, which will be implemented 

over the last 6 months of the calendar year (as shown in Table 4). Note the amounts referenced above and in 

Appendix A are included for informational purposes and are not intended to reflect final settlement amounts 

which will be updated for the yet-to-be-determined information. 

 

Timing 

The rate adjustments described above would be calculated based on the available information and applied in 

the July 1, 2021, rate orders for recovery during the first 6 months of FY21.  To the extent that the amounts 

subsequently change because, for example, the hospital returns PRF Funding to the Federal Government or 

additional expense information becomes available, additional adjustments will be made in future rate 

orders. 
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Other considerations  

Staff believes this Recommendation addresses most of the comments raised in the comment letters 

received. Comments not addressed include: 

 

The pandemic crisis is ongoing and funds should not be removed now: Funds are being removed 

effective July 1, 2021, staff is assuming that the crisis will be substantially mitigated at this point. If this is 

not the case the Commission could delay these adjustments. 

 

Statute and GBR Agreements do not allow the HSCRC to treat PRF payments as revenue for 

hospital services as with other sources such as fundraising, state and local grants: Staff believe the 

statute allows consideration of all revenue sources in evaluating financial condition. 

 

Burden of COVID in a specific service area was extreme and conflicting guidance and lack of 

recognition for the burden of treatment will force reassessment of resources dedicated to care 

transformation under the TCOC model:  While staff acknowledges the burden of treatment and the 

enormous efforts hospitals have made, staff also notes that almost all care transformation requirements on 

hospitals have been delayed and that, given the large amount of funding available, Maryland hospitals both 

individually and collectively are in no weaker financial position now than they were before the crisis.    

Therefore, Staff sees no reason for the industry to change its approach to the long-term crisis of keeping 

healthcare affordable for all Marylanders. 

 

Staff should follow the HHS approach of quantifying and funding incremental expenses at a detail 

level and considering the entire system rather than relying on net impact on the annual filings:    

Based on a preliminary review of Annual Filings, staff believes that hospitals realized cost savings due to 

reduced volumes that generally offset incremental expenses. While staff does not have access to system-

level costs at the same level of detail, the assumption is that the same dynamic is true.  Staff does not 

believe that Maryland rate payers should reimburse hospitals for added COVID expenses without realizing 

the benefit of lower costs in other areas, given that the hospital’s revenue base is guaranteed regardless of 

volume.  Staff will be reviewing hospitals individually and allowing for expense recovery for hospitals that 

bore an expense burden disproportionate to their cost reductions. 

 

Future rate offsets should not be implemented because  (1) such future reductions may not be 

counted for the purpose of justifying CARES funding and (2) that the HHS terms that hospitals sign 

to receive CARES money referencing lost revenues and expenses “other sources are obligated to 

reimburse” prevent the HSCRC from revising rates beyond any COVID specific corridor 

expansions:  Given the cap on HSCRC recoveries in this final recommendation is limited to COVID relief 

provided by the Commission, staff believes the scenario described in 1 is no longer relevant.  In addition, 

staff notes, under this Recommendation, should the Federal Government recover funds from a hospital the 

hospital’s calculated settlement would be adjusted and the hospital would be entitled to recover funds  
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through the HSCRC based on the adjusted settlement. Staff does not believe the “other sources are  

obligated to reimburse” clause in HHS guidance refers to the HSCRC since the HSCRC is not a payer and 

does not reimburse any provider. To the contrary in Maryland, the HSCRC determines what payers are 

obligated to reimburse, and therefore it is impossible for the HSCRC to be in conflict with this clause. 

 

Stakeholder Comments 
HSCRC staff worked with the Payment Models Workgroup to review and provide input on the proposed 

RY 2022 update.   HSCRC staff received and reviewed comments from Maryland Hospital Association 

(MHA), Johns Hopkins Health Systems (JHHS), University of Maryland Medical System (UMMS,) 

LifeBridge Health, Luminis Health, MedStar Health, and CareFirst. Stakeholders expressed concern over 

the following aspects of the draft recommendation:  

 

Table 7  

 
 

Comment: Increase Inflation to Supplement Increased Labor and Cost Pressures 

 

MHA: Requested that core inflation be raised by 50 basis points. Maryland hospitals are facing real and 

significant cost inflation that is outpacing next year’s proposed allowance. As reflected in their 

attachments, the most recent data indicate 2021 cost per adjusted patient day growing 3.4% over 2020, or 

1% above HSCRC’s measure of RY 2022 inflation. We respectfully ask the Commission to raise the annual 

core inflation factor from 2.37% to 2.87%; 50 basis points is half of the running cost variance. 

JHHS: Stated that they believe that other components also need to be considered this year in light of the 

current economy.  JHHS has seen dramatic increases in the cost of agency labor in recent months and 

believe that these increased costs will continue for the foreseeable future.  Under the fixed revenue model of 

GBR, it becomes increasingly difficult to deal with these unanticipated cost pressures without some level of 

incremental rate authority.  They respectfully requested that the HSCRC take these rising costs into 

consideration in the approval of the FY 2022 Update Factor by adding additional funding to help cover 

these increases. 
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UMMS: UMMS respectfully requested the HSCRC consider the MHA proposal to increase the FY 2022 

inflation by 0.50%. It is unclear if the incremental staffing and contract labor cost increases will continue 

into FY 2023. As such, UMMS would be supportive of the HSCRC evaluating the need for the continuation 

of the 0.50% increase into FY 2023. 

LifeBridge Health: Consistent with a multitude of media outlet reports indicating a rapid and new 

escalation in inflation with prices for consumer goods and services increasing 0.8% in April, captured in 

the first quarter inflation index currently being utilized to develop the recommendation of 2.14%. 

Luminis Health: Luminis Health has experienced abnormally high personnel, contracted labor, and supply 

and drug costs over the past year. Pre-COVID inflation rates on fixed and variable costs for Luminis 

Health hovered at 4.1% year over year (FY2018-FY2020). However, during FY2021 our hospitals 

experienced inflation rates of 5.6%, which were driven by contracted labor (48% increase over FY2020) 

coupled with pharmaceutical and supply costs, which increased 17% and 10% over FY2020, respectively. 

Staff Response: Staff acknowledges the difficulties hospital’s have faced during the COVID-19 pandemic. 

It is our goal, when developing the update, to ensure the increase is fair and reasonable for the consumers in 

the State while maintaining the goals of the Model.  Staff appreciates the work that has been done, around 

the State, to meet Model tests for 2020. In light of indications from hospitals that they have faced added 

clinical wage pressure as they emerge from the COVID crisis, staff is recommending an increase in the 

inflation update of 0.20 percent in recognition of the special circumstances.  Staff has previously committed 

to reviewing 2021 expenses and providing additional funding for COVID-driven cost outliers, if the 

Commission elects to provide this additional inflation that will be considered an offset to any additional 

one-time funding that might otherwise have been provided for 2021.  For this reason, we recommend 

adding 0.20 percent to inflation which results in a gross inflation amount of 2.57 percent. The 

recommended update for RY 2022 increases as a result of these changes to 2.44 percent.  The guardrail 

position for CY21 is estimated to be equal to the Nation which staff believes is consistent with Model tests. 

Comment: Increase the Demographic Adjustment 

MHA: Requested inclusion of 16 basis points for age-weighted population growth, allowing a basic  
demographic adjustment. Under a capped revenue system, including a fair amount for service growth – 
beyond which hospitals are at risk – is a core tenet. Age-weighting alone would yield 0.59% growth, which 
the staff proposal has scaled back to projected overall growth of 0.01%. Adding 15 basis points is one-
fourth of the 0.59% age-weighted growth; this is equal to the prior year’s allowance. 

UMMS: Expressed its ongoing concern regarding the continued diminishment of the annual demographic 
adjustment and the significant variances that exist between the MD Department of Planning and CLARITAS 
population estimates each year. UMMS supports MHA’s recommendation to fully evaluate the 
demographic adjustment methodology and sources as new census population data become available over 
the next year. 

Luminis Health: Requested using an age-weighted demographic adjustment to reflect the higher costs of 
an aging population. They are confident that with these adjustments, we will continue to meet the Medicare 
Total Cost of Care target. Our success to date reflects the commitment of all Maryland hospitals to meet 
and exceed this goal. 
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Staff Response: The goal of the Demographic Adjustment is to provide all-payer funding for anticipated 
growth in line with the growth in the total Maryland population.  While staff does provide age adjusted 
growth to individual hospitals in order to differentiate hospitals that serve an older population and thus 
expect higher utilization rates, the HSCRC has always scaled the statewide Demographic Adjustment back 
to total population growth because a) the Medicare TCOC test is a per capita test, not an age adjusted per 
capita test and b) the funding thus far from the Demographic Adjustment and the Market Shift methodology 
have provided nearly all hospitals at least a 50% variable cost factor for changes in utilization. 

 

Table 8 

 

Given the success of the HSCRC volume methodologies, staff does not recommend departing from the 
current methodology of pegging the Demographic Adjustment to the Maryland Department of Planning 
statewide projections, especially as unnecessary, additional funding for age adjusted growth will likely 
result in price increases that will jeopardize the Commission’s ability to adhere to the TCOC guardrail tests. 
However, staff recommends redistributing the 0.15 percent to the set aside for unforeseen adjustments, 
increasing the set aside to 0.25 percent. 

 Comment: Eliminate Productivity Adjustment for Non-GBR hospitals 

MHA: We support HSCRC staff’s proposal to suspend the productivity adjustment for psychiatric and 
specialty hospitals.  

Staff Response: In addition to suspending the productivity adjustment for psychiatric hospitals and Mt. 
Washington Pediatrics staff also recommends increasing core inflation by 0.20 percent to help alleviate the 
labor and cost pressures that hospitals across the State are facing.  This change increases the inflation for 
hospitals not on global budgets to 2.57 percent. 

Comment: Reconsideration of CARES Act PRF Reconciliation 

 MedStar: MedStar Health continues to be extremely concerned with the HSCRC’s proposed 
“reconciliation” of CARES Act Provider Relief Fund support. Specifically, MedStar makes 3 major points:  
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1. “The HSCRC’s proposal is contrary to the Federal CARES Act and in excess of the HSCRC’s 

proper authority.” 

2. “The HSCRC’s proposal is contrary to sound healthcare policy.” 

3. “The HSCRC relies on a flawed methodology in calculating the impact of the corridor relief 

granted to Maryland hospitals.” 

Staff Response: Only MedStar raised concerns on this issue.  Staff’s responses are as follows: 

1. “The HSCRC’s proposal is contrary to the Federal CARES Act and in excess of the HSCRC’s 

proper authority.” 

 Staff does not agree with this comment. The HSCRC is simply taking into account available federal 

funding in setting its Maryland rates, which is consistent with  the Commission’s statutory mandate, and 

which is consistent with the Commission’s multiple notifications to hospitals that it would do so in 

providing the extraordinary relief of a GBR “guarantee” even before any federal funding was given. Staff is 

not dictating how hospitals use that funding. The HSCRC’s proposed approach places Maryland hospitals 

in a position analogous to that of fee-for-service hospitals in all other states and then evaluates federal 

funding in this context when determining Maryland funding. Staff believes this approach is consistent with 

federal policy and also fair to Maryland’s rate payers who should not be asked to shoulder more of the 

burden than payers in other states simply because of Maryland’s unique system that assures hospitals of its 

ability to meet all their reasonable financial requirements. 

 2.   “The HSCRC’s proposal is contrary to sound healthcare policy.” 

 Staff interprets MedStar’s comments to mean that because the proposed approach is not 100% volume-

based it is not sound policy.  Staff notes: (1) that Maryland hospitals have operated in, and benefitted from, 

a fixed revenue system since 2013;, (2) that federal CARES funding uses a similar approach whereby total 

potential funding is based on attaining pre-COVID revenue and, therefore, hospitals that lost less volume 

(i.e., less lost revenue) are entitled to retain less funding, all else being equal; and (3) that under the draft 

recommendation, after considering allocated federal funds, MedStar  is in the top 3 systems in the State 

both in total funding as a % of GBR, and dollars of funding received above the GBR.   While Staff 

commends MedStar for their efforts during the pandemic,, Staff believes that the proposed recommendation 

reasonably compensates them for those efforts.  

3.   “The HSCRC relies on a flawed methodology in calculating the impact of the corridor relief 

granted to Maryland hospitals.” 

 MedStar does not describe their specific concern in the public comment letter. Staff is responding based on 

an assumption about their concern derived from other conversations in which they have objected to Staff’s 

approach to calculating COVID Relief specific to the Drug and Supply Cost Centers.   Staff agrees that the 

methodology used to determine COVID Relief for Drugs and Supplies was a change from the HSCRC’s  
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typical approach to these centers.  However, as the circumstances during the period were clearly not typical, 

Staff believes that the methodology applied in determining the amount of COVID Relief in Drugs and 

Supplies was justified.  Staff also notes that it was consistent with the Global Budget Agreements signed by 

all hospitals.   Most importantly, Staff believes it was a reasonable approach to protect consumers from 

excessive rate increases during the pandemic, in contrast to rate increases that would be permissible under 

MedStar’s preferred approach.   Furthermore, no other hospital has raised any concerns with this 

methodology even though it was applied precisely the same way across all hospitals under a GBR 

arrangement.      

Based on the concern that Maryland payers and consumers may have been charged unreasonably high rates 

by MedStar hospitals during the pandemic, Commissioners approved an amendment to the final 

recommendation, which directs staff to open full rate reviews on all Maryland MedStar hospitals.   

Recommendations 
Based on the currently available data and the staff’s analyses to date, the HSCRC staff provides the 

following final recommendations for the RY 2022 update factors. 

 

(a)      Provide an overall increase of 2.44 percent for revenue (including a net increase to 

uncompensated care) and 2.43 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. This recognizes an additional 0.20 percent for salary and 

malpractice pressures.  Staff does not believe this should be the normal policy.  However, as 

hospitals continue to grapple with the effects of the pandemic, staff feels the request is not 

unrealistic. 

Staff will apply 49.73 percent of the Total Approved Revenue to determine the mid-year target and 

the remainder of 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. 

Additionally, Staff recommends that the adjustment to consider the reconciliation of CARES 

Provider Relief Funds and HSCRC support for RY 2020 be included in the midyear target (as 

described in e) below). 

(b) Provide all hospitals a base inflation increase of 2.34 percent and allocate 0.23 percent of 

the total inflation allowance based on each hospital’s proportion of drug cost to the total cost to 

more equitably adjust hospitals’ revenue budgets for increases in drug prices and high-cost drugs. 

(c)  Reduce the Demographic and Population adjustment from 0.16 percent, that was included 

in the Draft Recommendation, to 0.01 percent based on the Maryland Department of Planning 

estimate. 
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(d)  Increase the set aside to 0.25 percent by redistributing the decrease of 0.15 percent from the 

Demographic and Population reduction to the set aside for unforeseen adjustments.  Commissioners 

requested a reconciliation of the set a side for RY 20 and RY 21.  

 

(e)  Adjust rates effective July 1, 2021, over a 6 month window, to implement the reconciliation  

of CARES Provider Relief Funds (PRF) and HSCRC support for Rate Year 2020 as described in 

this recommendation.  The general impact of this proposal is that: 

●   For hospitals where the sum of actual charges and PRF Funding is less 

than their fiscal year 2020 approved Global Budget Revenue the adjustment would 

add the shortfall, net of any preliminary amount already provided in the January 

1st, 2021 rate order, to their July 1, 2021 rate order. 

●   For hospitals where the sum of actual charges and PRF Funding is greater 

than their fiscal year 2020 approved Global Budget Revenue the adjustment would 

subtract from the lessor of the excess or the COVID corridor relief provided by the 

Commission (as defined in the body of this recommendation) from their July 1, 

2021 rate order. 

●   Staff recommends that the Commission guarantee RY 2021 Global Budget 

Revenues for hospitals and implement a similar reconciliation policy as outlined 

above to maintain financial stability for hospitals, given that the COVID pandemic 

continues to have an impact on health care delivery in RY 2021.  

((f) Initiate full rate reviews on all Maryland MedStar hospitals. 

  

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

a)     Provide an overall update of 2.57 percent for inflation.  This includes an additional 0.20 

percent to gross inflation to help alleviate labor and cost pressures experienced by hospitals. 

b)     Withhold implementation of productivity adjustment due to the low volumes hospitals are 

experiencing as the result of the COVID-19 pandemic. 
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Appendix A: 
Note:  Amounts do not reflect rate relief granted January 1, 2021, so actual July 1, 2021 adjustment will be 

net of that relief 
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1. Includes (1) incremental net FY20 COVID-related expenses to be assessed by Staff and (2) COVID 

Surge Funding, for any period where the Surge Policy was in effect, which has been completed at the 

time the settlement is determined. 
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Appendix B: Public Comment Letters Re: 
Reconciliation of CARES Provider Relief Fund and 
HSCRC-support 
Staff received the below comment letters regarding the Draft CARES Fund Reconciliation that was 

presented at the February 2021 Commission meeting. 

JLMcGee Consulting 

Leni Preston, Independent Consumer Voice on Health Policy 

Adventist HealthCare 

University of Maryland Medical System 

Holy Cross Health 

CareFirst 

Johns Hopkins Health System 

MedStar Health 

Tidal Health 

 

 

 

 

 

 

 

 

 

 

 

 







Leni Preston 

Independent Consumer Voice on Health Policy 

Email: lenipreston@verizon.net  Cell: 301.351.9381 

 

24 February 2021 

 

Adam Kane, Esq., Chairman 

Health Services Cost Review Commission 

4160 Patterson Avenue 

Baltimore, MD  21215  

 

RE: CARES funding policy option 

 

Dear Chairman Kane: 

 

I appreciate the opportunity to comment on the draft CARES funding policy option.  I do so as 

the former chair of the Board of Directors of Consumer Health First and as a current and former 

member of several HSCRC workgroups, including the Consumer-Standing Advisory 

Committee. 

 

I wish to echo the points made in the comments submitted by Jim McGee and reinforce his 

emphasis on the need for "shared sacrifice."  To achieve that, with funding from the CARES Act, 

it is important that those dollars be factored into the reconciliation process with hospital rate 

setting.  

 

Therefore, I urge you to accept the recommendation of the HSCRC staff.  This is the only fair 

and equitable approach that will ensure that, in the end, consumers do not end up paying more 

than their fair share. 

 

Thank you for taking these comments into consideration as you deliberate this important issue.  

 

Sincerely, 

 

 
 

Leni Preston 



 
March 11, 2021 

Adam Kane 
Chairman, Health Services Cost Review Commission 
4160 Patterson Avenue 
Baltimore, MD 21215 

Dear Chairman Kane, 

On behalf of Adventist HealthCare, thank you for the opportunity to provide comments on the HSCRC’s 
CARES Funding Policy Update presented at the February 10, 2020 meeting of the Health Services 
Cost Review Commission. 

Timing: 

In the February 10, 2021 presentation, the staff states the “intent is to provide final guidance for the 18 
months ended 12/31/20 shortly so hospitals can have certainty moving forward.” We believe that it is 
premature to issue final guidance as the pandemic, our response as well as the distribution and 
justification of use of the Provider Relief Funds is still on-going.  To date, we estimate that HHS has 
allocated just under $130B of the $178B of available funding including amounts for Phase 3 General 
Distributions which began in mid-December of 2020 and will continue into the first months of 2021.  
This leaves an additional $48B that may be allocated to providers between now and June 30, 2021.  
Additionally, in a 10/28/2020 FAQ, HHS states that “Providers do not need to be able to prove, at the 
time they accept a Provider Relief Fund payment that prior and/or future lost revenues and increased 
expenses attributable to COVID-19 (excluding those covered by other sources of reimbursement) meet 
or exceed their Provider Relief Fund payment.  Instead, HHS expects that providers will only use 
Provider Relief Fund payments for permissible purposes and if on June 30, 2021, providers have 
leftover Provider Relief Fund money that they cannot expend on permissible expenses or losses, then 
they will return this money to HHS.  HHS will provide directions in the future about how to return unused 
funds.  HHS reserves the right to audit Provider Relief Fund recipients in the future and collect any 
Relief Fund amounts that were used inappropriately.” Even with receipts thus far which are not 
complete, providers have through June 30, 2021 to demonstrate the use of these funds consistent with 
U.S.  Department of Health and Human Services (HHS) Terms and Conditions.   

Due to the incomplete financial picture that is currently available which will be complicated by ultimately 
crossing multiple rate years, we believe it would be difficult for the HSCRC staff to develop a fully 
informed final policy proposal at this time. 
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In addition to the timing considerations, we believe that there are inconsistencies between the proposed 
HSCRC policy and HHS application of CARES funds that may lead to unintended negative financial 
consequences for Maryland Hospitals.   

Revenue and Expense considerations: 

The HHS guidelines clearly state that the “Provider Relief Fund and the Terms and Conditions require 
that recipients be able to demonstrate that lost revenues and increased expenses attributable to 
COVID-19, excluding expenses and losses that have been reimbursed from other sources or that other 
sources are obligated to reimburse, exceed total payments from the Relief Fund.” While we recognize  
there is information the HSCRC staff has not yet had the opportunity to collect and analyze, we are 
concerned that the Policy update presented on February 10, 2020 meeting, may not have represented 
a full picture to the Commissioners that hospitals and health systems are experiencing related to both 
revenue and expense.  We feel that it is important to make the Commissioners aware that there are 
significant COVID related expenses that were not presented and looking at undercharges compared to 
the amount of CARES Act money received alone does not present a full picture of the financial impact 
of COVID on an organization.  It is critical to understand hospitals and health systems which have 
experienced higher COVID related volumes may have received more CARES funding, while not 
experiencing as much of an undercharge as other organizations, but those organizations are also likely 
experiencing greater expenses related to COVID which were not presented in the policy update.   

Organizational Structure and Use of Funds: 

While we understand the HSCRC only has jurisdiction over hospital rate setting, the pandemic has 
impacted all areas of the care delivery system and health systems have experienced lost revenues and 
expenses beyond Acute Care hospitals, while also needing to quickly deploy resources in 
unprecedented ways.  HHS and Congress have recognized the need for health systems to have 
flexibility in allocating both the General Distribution and Targeted funds received.  As such, the 
Consolidated Appropriations Act, 2021, permits that “For any reimbursement by the Secretary from the 
Provider Relief Fund to an eligible health care provider that is a subsidiary of a parent organization, the 
parent organization may, allocate (through transfers or otherwise) all or any portion of such 
reimbursement among the subsidiary eligible health care providers of the parent organization, including 
reimbursements referred to by the Secretary as ‘Targeted Distribution’’ payments, among subsidiary 
eligible health care providers of the parent organization….”  

The HSCRC staff propose the use of the FY 2019 RE Schedules to determine a regulated 
apportionment to use in a calculation to determine “Net Over/(Under) Funding.” We believe this could 
be potentially flawed for a couple of reasons.  First the HSCRC’s Annual Filing may not represent an 
organization or health system in its entirety.  Most, if not all, health systems have patient care related 
subsidiaries that are not reflected on one of its Annual Filings.  Because of the flexibility that HHS 
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allows health systems in the allocation for use of funds, we believe that this inconsistency could create 
a situation where the funds have been used and reported to HHS differently than how the HSCRC is 
evaluating the funds for application in rate setting and inadvertently disadvantage Maryland hospitals.  
It is important to note that providers are required by HHS to provide detailed reporting justifying the use 
of the funds and that reporting is subject to a Single Audit conducted under 45 CFR Part 75.  We 
recommend the HSCRC use the reports and the organization’s reported use and allocation of funds as 
submitted to HHS, which are already subject to audit and significant anti-fraud monitoring. 

Offsets to Future Rates: 

In its Funding policy update, the HSCRC Staff indicate amounts of HHS funds received in excess of its 
GBR undercharge (FY 2020 plus the first 6 months of FY 2021) plus the impact of COVID on expenses 
for the same period, be treated as “over-funding” and therefore be subject to a future rate reduction.  
We believe this view is flawed for a couple of important reasons: 

First, it would be inappropriate to assume the 18-month period is complete.  As mentioned earlier, the 
funds have not been fully distributed by HHS and the period for which a provider can justify the use of 
funds has not been completed, regardless of when the funds were received during the pandemic.  
Providers are recognizing HHS funds as revenue as they can demonstrate lost revenues or COVID 
expenses consistent with HHS guidelines, which may mean many organizations have a portion of total 
receipts recorded as a liability on their balance sheets.  If a provider does not have lost revenues or 
expenses to justify the use of those funds, it will be required to return those funds to HHS.  If between 
December 31, 2020 and June 30, 2021, the provider experiences further lost revenues and/or COVID 
related expenses, additional funds may be released into income to cover those amounts.  The HSCRC 
staff’s proposal does not appear to take into consideration the amounts received are intended by HHS 
to go through June 30, 2021 nor does it acknowledge providers will be required to return funds not used 
consistent with HHS guidelines. 

Second, we believe an approach which offsets future rates would unduly harm Maryland hospitals and 
may violate HHS terms and conditions.  HHS guidelines “require that recipients be able to demonstrate 
lost revenues and increased expenses attributable to COVID-19, excluding expenses and losses that 
have been reimbursed from other sources or that other sources are obligated to reimburse, exceed 
total payments from the Relief Fund.”  It is our interpretation that by reducing future rates to offset the 
“over-funding” as determined by the HSCRC, beyond any extraordinary corridor expansions granted in 
order to retain HHS funds as additional “lost revenue” would violate this requirement by reducing the 
amount that “other sources are obligated to reimburse.” We believe reducing rates for a reason and 
amount which is outside of normal policy would in effect be reducing the payers, both governmental 
and commercial, obligation to reimburse.  Additionally, we strongly believe that even if rate reductions 
were permissible to justify lost revenue, reducing future rates beyond the June 30, 2021 time frame 
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would preclude hospitals from claiming that lost revenue as the current guidelines stipulate in the notice 
of reporting requirements on the Provider Relief Fund website, funds must be expended no later than 
June 30, 2021.  For these reasons, we do not believe the HSCRC is able to consider CARES Act 
receipts in excess of lost revenues and increased expenses as reported to HHS as an “overcharge” 
and subsequently reduce future rates. 

We appreciate the opportunity to provide comment and we fully support the need for a well thought out 
policy on the use of Provider Relief Funds within the context of the Maryland system.  The impacts of 
the pandemic are still on-going and extremely fluid and there are still outstanding and complex factors 
which need to be considered in the HSCRC’s CARES Funding Policy.  For the reasons outlined above, 
we respectfully request  the HSCRC staff delay its final policy decision until further clarification and 
analysis can be conducted to ensure the HSCRC policy is consistent with HHS requirements and 
guidance, and we welcome further discussion with Commissioners and Commission staff regarding the 
complexities of the HHS terms and conditions for receipt and use of the Provider Relief Funds. 

Sincerely, 

 

 

Kristen Pulio 
SVP, Chief Revenue Officer 
Adventist HealthCare, Inc. 
 
cc:  Terry Forde, President & CEO, Adventist HealthCare, Inc. 
 James Lee, EVP & CFO, Adventist HealthCare, Inc. 

Katie Wunderlich, HSCRC Executive Director 
 Joseph Antos, Ph.D, HSCRC Vice Chairman 
 Victoria W.  Bayless, HSCRC Commissioner 

Stacia Cohen, RN, HSCRC Commissioner 
John M.  Colmers, HSCRC Commissioner 
James Elliott, M.D.  HSCRC Commissioner 

 Sam Malhorta, HSCRC Commissioner 
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Maria Harris Tildon 

Executive Vice President 

Public Policy & Government Affairs   

 

CareFirst BlueCross BlueShield 

1501 S. Clinton Street, Suite 700 

Baltimore, MD 21224-5744 

Tel.   410-605-2591 

Fax   410-505-2855 
  

 

 
February 24, 2021 
 
Adam Kane, Chairman 
Health Services Cost Review Commission 
4160 Patterson Avenue 
Baltimore, Maryland 21215 
 
Dear Chairman Kane: 
 
CareFirst appreciates the opportunity to comment on the “CARES Funding Policy Update.”  We 
recognize that hospitals and other providers continue to go above and beyond to take care of the 
community and we applaud actions by the HSCRC to support them in doing so.  We support the 
Draft Recommendation as proposed. 
 
HSCRC has been clear from the beginning that it is their intent for hospitals to utilize accountable 
federal support before rate dollars, and we understand that in order to maintain rate integrity, 
settle-ups should occur as close as possible to the Fiscal Years in which federal CARES support 
was provided.  Therefore, we believe that staff’s approach to begin the reconciliation now and 
make appropriate adjustments as more information and data are available is prudent. 
 
We understand the policy’s attempt to reconcile funding provided to hospitals for COVID-related 
expenses and lost revenue.  Staff is required to consider all sources of revenue and is looking to 
avoid double payment by considering the expanded rate corridors utilized as well as CARES 
funding from the federal government.  While the Staff’s proposal could have been more 
conservative by considering other non-rate support received by hospitals, we understand Staff’s 
decision to focus on CARES federal funding as it is both the largest and most trackable portion of 
non-rate support.   
 
While this is a complex topic, it is clear Staff has heard the desire from the industry to simplify its 
policy approaches.  Not only did Staff narrow its efforts to a scope of just COVID rate corridor 
expansion and CARES federal funding, Staff also proposed a standardized, logical approach to 
identifying regulated CARES funding.  We understand hospitals and health systems were 
provided funding from the federal government to cover both regulated and unregulated operations 
and there was no assignment of those dollars upfront.  Since it would require sophisticated, 
consistent cost accounting across the industry to identify all COVID-related expenses as either 
regulated or unregulated, Staff took an understandably simple approach that can be replicated in 
future reconciliations without added administrative burden on hospitals.  We support Staff’s use 
of historical revenue splits between regulated and unregulated as a means for determining the 
regulated portion of CARES funding. 
 
During a period in which many hospitals across the country struggled financially, as patient 
volume plummeted, Maryland’s hospitals were fortunate to have the flexibility and stability of the  
rate-setting system to ensure their financial statements remained healthy.  Rather than waiting 
for the federal government to intervene, HSCRC acted quickly and expanded rate corridors early  



CareFirst BlueCross BlueShield is an independent licensee of the Blue Cross and Blue Shield Association. ® Registered trademark of the  
Blue Cross and Blue Shield Association. ®´ Registered trademark of CareFirst of Maryland, Inc.  

on, leading to little interruption in either hospital’s top-line revenue or cash position.  Appropriately, 
this policy attempts to settle-up the few instances where HSCRC and the federal government’s 
combined support overestimated the actual impact COVID-19 had on hospitals during the 18-
month period ending December 31, 2020.   
 
It is important to remember that hospitals’ revenues represent expenses to the community.  Many 
other businesses and individuals struggled financially during 2020.  We have seen firsthand the 
impact COVID has had on our members and accounts and made many accommodations for our 
members and communities, including lengthened grace periods for premium payments, premium 
credits, waived co-payments for COVID-19 testing and treatment, waived co-payments for 
telehealth during the initial months of the pandemic, procurement of PPE for community providers, 
and extensive community support, to name just a few.  It is important to ensure that duplicative 
rate dollars for CARES Act support are quickly reconciled, in order to prevent any further burden 
on businesses, individuals, municipalities, and others who are paying the bills for hospital services 
in the State.   
 
The policy proposed by Staff removes the estimated $284 million overfunding from rates and 
appropriately shares the savings with the public.  In addition to the fully insured members we 
serve, more than half of CareFirst’s members are under administrative services only plans, 
meaning that CareFirst administers the benefits, but the account holds the risk and pays the bill.  
Therefore, reduced hospital rates would directly benefit employers that have suffered economic 
pressures brought on by the pandemic.   
 
Again, we thank you for this opportunity to share our support and thoughts regarding the “CARES 
Funding Policy Update.”  We understand there will still be industry participation in the discussion 
around identification of COVID-related expenditures and which hospitals were disproportionately 
affected.  We look forward to continued collaboration as this evolves. 
     
 
Sincerely, 
 

 
Maria Harris Tildon 
 
Cc: Joseph Antos, Ph.D., Vice Chairman 
 Victoria Bayless 
 Stacia Cohen, R.N. 
 John Colmers 
 James N. Elliott, M.D. 
 Sam Malhotra 
 Katie Wunderlich, Executive Director 
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Appendix C: Public Comment Letters Re: RY 2022 
Update Factor Recommendation 
Staff received the below comment letters regarding the Draft Update Factor Recommendation for RY 2022 

that was presented at the May 2021 Commission meeting. 

The Maryland Hospital Association 

Johns Hopkins Health System 

University of Maryland Health System 

LifeBridge Health 

Luminis Health 

MedStar Health 

CareFirst 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

May 19, 2021 

 

Adam Kane 

Chairman, Health Services Cost Review Commission 

4160 Patterson Avenue 

Baltimore, MD 21215 

 

Dear Chairman Kane: 

 

On behalf of the Maryland Hospital Association’s 60 member hospitals and health systems, we 

appreciate the opportunity to comment on the Health Services Cost Review Commission’s 

(HSCRC) rate year (RY) 2022 annual payment update. Hospitals acknowledge the careful 

consideration commissioners and staff are putting into determining the payment update.  

 

MHA members strongly urge the Commission to adjust the proposed rate update to 

account for the unprecedented and permanent inflation that is straining hospitals and 

health systems. We offer three recommendations. 

 

1) Raise core inflation by 50 basis points. Maryland hospitals are facing real and significant 

cost inflation that is outpacing next year’s proposed allowance. As reflected in the attachment, 

the most recent data indicate 2021 cost per adjusted patient day growing 3.4% over 2020, or 1% 

above HSCRC’s measure of RY 2022 inflation. We respectfully ask the Commission to raise the 

annual core inflation factor from 2.37% to 2.87%; 50 basis points is half of the running cost 

variance. 

 

2) Include 16 basis points for age-weighted population growth, allowing a basic 

demographic adjustment. Under a capped revenue system, including a fair amount for service 

growth – beyond which hospitals are at risk – is a core tenet. Age-weighting alone would yield 

0.59% growth, which the staff proposal has scaled back to projected overall growth of 0.1%. 

Adding 15 basis points is one-fourth of the 0.59% age-weighted growth; this is equal to the prior 

year’s allowance. 

 

3) Suspend the productivity adjustment for psychiatric and specialty hospitals. We support 

HSCRC staff’s proposal to suspend the productivity adjustment for psychiatric and specialty 

hospitals. 

 

Please see the attachment (pages 3-5, plus exhibits) for further articulation of these points.  

 

We state this position fully conscious of the Medicare guardrail. We firmly believe the guardrail 

will not be breached even with these changes. In any case, the palpable and lasting effects of the 

COVID-19 pandemic make the upward adjustments entirely justifiable if Marylanders are to 

continue to enjoy a robust hospital system. 



Chairman Adam Kane 

May 19, 2021 

Page 2 

 

 

 

MHA and our members appreciate your openness to input from the hospital field and we 

especially thank HSCRC for your understanding and remedial action during the unprecedented 

times brought on by COVID-19.  

 

We look forward to discussing the update at the May 25 meeting of the Payment Models Work 

Group and at HSCRC’s public meeting June 9, as we continue to work together on behalf of the 

people and communities we serve. 

Sincerely, 

 
 

Brett McCone 

Senior Vice President  
 

cc: Joseph Antos, Ph.D., Vice Chairman Stacia Cohen 

 Victoria W. Bayless Sam Malhotra 

 John M. Colmers Katie Wunderlich, Executive Director 

 James Elliott, M.D. Jerry Schmith, Principal Deputy Director 

 

Enclosure 
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SUPPLEMENT TO COMMENTS ON RY 2022 PAYMENT UPDATE 

   

 

Hospital Cost Inflation Will Outpace IHS Markit’s Hospital Market Basket 

 

All-payer, per capita hospital spending in Maryland is affordable. Hospitals face tremendous cost 

pressures that are not of their own making. Though some immediate COVID-19 cost pressures 

were relieved by federal provider relief funds and HSCRC action, the RY 2022 figure does not 

reflect true, permanent cost growth that will endure after the pandemic subsides. 

 

• Cost per equivalent inpatient day, reflecting net expenses, grew 3.4% for the eight 

months ending February 2021 compared to the twelve months ending June 2020. 

o This is more than 1% above projected rate year 2022 inflation of 2.37%, 

0.63% above 2.77% granted in 2021, and 1.3 % above IHS revised 2021 inflation 

figure of 2.09% 

o Cost per equivalent inpatient day for the same period grew 9.0% from the eight 

months ending February 2020 in rate year 2021 

• If 2021 cost growth is 1% above future inflation, even if half of the excess cannot be 

justified, 0.50% is reasonable. 

• Included in our next expense growth is a sharp increase in contract labor cost. Data 

gathered from Maryland hospitals reflect: 

o 2021 annualized contract labor costs of $486 million 

o 92% jump from $250 million in 2020 

o 129% explosion from $210 million in 2019. The increase from 2020 to 2021 is 

more than 1.2% of statewide hospital revenue. 

• As the labor market tightens, salaries and wages are rising. Hospitals are experiencing 

high levels of retirement, burn out and new nursing staff turnover requiring much higher 

base salaries. 

• Mandates and voluntary actions to raise starting wages to $15 per hour, especially in non-

hospital services, are forcing higher hourly wages for clinical and other support staff. 

• According to Qualivis data for traveling nurse demand, Maryland is the 7th highest in 

nursing demand.  

 

When federal provider relief funds and HSCRC actions conclude, margins will significantly 

decline as cost pressures remain. The statewide, unaudited hospital margin for the eight 

months ending February 2021 was 4.7%. This is largely thanks to HSCRC and federal 

interventions, combined with hospitals extraordinary cost management efforts. Excluding other 

operating revenue that reflects provider relief funds, net patient service margin was -4.3%. Cost 

pressures will not abate in 2022 as the temporary supports conclude. 
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IHS Markit’s 2022 inflation figure of 2.37% is inconsistent with the stark cost increases faced by 

Maryland hospitals. During the period 2014-2019, the “actual” market basket inflation was. 

2.1%, measured a year or two after the initial release. We analyzed HSCRC annual filing data for 

the same period and calculated weighted cost per unit of volume growth to be 2.65%. This is 

a conservative estimate. When we account for allowance for indirect cost it rises to 3.35%.  

 

IHS projects hospital malpractice expense to grow 1.8%. This may be valid as a national 

average, but it is much lower than what we see in Maryland. Maryland’s malpractice costs 

rose 59% from 2014 to 2019. (2020 data are not yet available) 

 

It has been several years since HSCRC reviewed the underlying inflation calculations. We 

strongly support a new review to thoroughly analyze the inputs to projected inflation. 

 

Add 0.15% for Age-Weighted Population Growth 

 

We appreciate the constraints of the Total Cost of Care Model, including the per capita growth 

limit. Due to the aging of the population, age-weighted growth, including a reduction for 

potentially avoidable utilization, is projected to be 0.59%. This amount is then scaled to 0.01% 

overall population growth as projected by the Maryland Department of Planning. Medicare 

beneficiaries, however, will grow by more than this figure. The annual payment update is 

uniform across all payers. So, if the Medicare population increases 0.59%, implicit per capita 

Medicare growth must be lower than the average. 

 

We welcome an assessment of the population growth data. The Maryland Department of 

Planning uses U.S. Census Bureau data where data are recorded only once every ten years.  

 

Medicare Guardrail Considerations 

 

HSCRC staff agree that Maryland and national spending per beneficiary growth for 2021 is not 

accurately predictable due to COVID-19. Despite the pandemic, Maryland must consider our 

Medicare Total Cost of Care guardrail when determining a reasonable 2022 payment update. The 

following points support a common goal – appropriately constraining per capita Medicare 

spending – yet allow for the extraordinary nature of the COVID-19 pandemic. 

 
1. We encourage HSCRC and the Center for Medicare & Medicaid Innovation (CMMI) to 

take a long view of the Model and savings targets. Maryland’s rate setting system 

provided the unique opportunity to stabilize rates during the COVID-19 pandemic. This 

will result in a two- to three-year volatile period as year-over-year global budgets reflect 

both under- and over-charges. The Model was designed to test per capita incentives over 

a longer period. 

• The attached slides reflect favorable Maryland performance when compared to a 

multi-year average of spending per beneficiary, in every year except 2017. 
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2. Like HSCRC’s view of hospital financial performance, CMMI should look at 2020 and 

2021 combined. Because Maryland’s total cost of care growth was below the nation in 

2020, the agreement allows for 2021 total cost of care to grow up to 1% more than the 

national rate. Like the rest of the country, Maryland’s hospitals focused on delivering the 

highest quality of care and protecting lives during the pandemic, not on generating 

savings. Yet Maryland did produce a small amount of total cost of care savings in 2020. 

This amount should be allowed to serve as a cushion for calendar year 2021 growth. 

 

3. The contract requires HSCRC to consider total cost of care, not just hospital costs, when 

setting hospital rates. However, non-hospital providers absorb no financial risk as a 

result of the annual constraint. In 2020, Maryland’s hospital spending per Medicare 

beneficiary declined 3%, while the nation declined 5.2%. Because the hospital base in 

Maryland did not decline as fast as the nation, we fully expect hospital spending to grow 

below the national rate in 2021. In the face of rising inflation under a capped system, 

Maryland hospitals should not bear the entire risk for non-hospital growth during this 

unique period.  

 

4. The year-over-year guardrails govern only Medicare spend per beneficiary. Maryland has 

consistently delivered all-payer hospital savings per capita. If HSCRC is concerned about 

the Medicare guardrail, an option would be to implement the Medicare Performance 

Adjustment Savings Component and deliver direct savings to Medicare in the form of 

lower payments.  

 

5. CMS’s Inpatient Prospective Payment System (IPPS) proposed rule provides for 

inpatient price growth of 2.8%, including one-time adjustments. CMMI should avoid 

short term volatility. However, proposed inpatient price growth, even if volumes do not 

rise, is greater than total Medicare revenue growth in Maryland.  
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May 19, 2021 

  

Katie Wunderlich 

Executive Director 

Health Services Cost Review Commission 

4160 Patterson Avenue 

Baltimore, MD 21215 

 

Dear Ms. Wunderlich: 

 

On behalf of the Johns Hopkins Health System (JHHS) and our 4 Maryland hospitals, we appreciate the 

opportunity to comment on the commission’s Draft Recommendation for the Update Factors for Rate Year 

2022. 

 

JHHS supports a healthy Rate Year 2022 update factor that will help hospitals afford continued investments 

in population health as well as the supporting the financial challenges hospitals are facing in the current 

economy. 

 

The staff recommendation follows the historic process for calculating the update factor balancing underlying 

inflation, changes in population, other individual hospital adjustments with the overall projected performance 

on the waiver test.  We believe that other components also need to be considered this year in light of the 

current economy.  JHHS has seen dramatic increases in the cost of agency labor in recent months and believe 

that these increased costs will continue for the foreseeable future.  Under the fixed revenue model of GBR, it 

becomes increasingly difficult to deal with these unanticipated cost pressures without some level of 

incremental rate authority.  We respectfully request that the HSCRC take these rising costs into consideration 

in the approval of the FY 2022 Update Factor by adding additional funding to help cover these increases. 

 

Thank you again for your consideration of this issue. If you have any questions, please feel free to contact 

me. 

 

Sincerely, 

 

Ed Beranek 
 

Ed Beranek 

Vice President, Revenue Management and Reimbursement 

Johns Hopkins Health System 
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May 19, 2021 

 

Re: Draft Recommendation for the Update Factor for Rate Year 2022 

 

 

Katie Wunderlich 

Executive Director, Health Services Cost Review Commission 

4160 Patterson Avenue 

Baltimore, MD 21215 

 

Dear Katie: 

 

On behalf of the University of Maryland Medical System (UMMS), representing 15 acute care hospitals and 

health care facilities, we are submitting comments in response to the Health Services Cost Review 

Commission's (HSCRC) Draft Recommendation for the Update Factor for Rate Year 2022. 

We appreciate the time spent by Commission Staff in developing and vetting this proposal with the industry. 

We would like to address two specific adjustments proposed in the balanced update and offer our support of the 

points outlined in MHA’s comment letter.  

 

An additional inflation amount should be provided to fund incremental  labor cost increases 

UMMS strongly supports MHA’s proposal to provide an incremental 0.50% inflation provision. Hospitals will 

continue to experience incremental expenses in FY 2022 due to the COVID pandemic. As outlined in MHA’s 

letter, hospitals are experiencing large increases in contract labor for nursing and other clinical staff due to 

shortages in permanent employees. Increased staffing ratios and supply and drug cost for COVID patients have 

also created cost pressures. Although these costs are expected to be lower in FY 2022 compared to FY 2021, 

UMMS hospitals are projecting contract labor expense in FY 2022 to be 45% higher than FY 2019 and FY 

2020. Similarly, UMMS is projecting salaries to be significantly higher (after removing the impact of inflation) 

than pre-COVID salary expense due to increased staffing ratios for COVID patients and higher base rates. 

Based upon UMMS FY 2022 cost projections, the 0.50% increase will not fully cover the incremental contract 

labor, salary, supply and drug cost, however, it will provide much needed relief. 

 

 

http://www.umms.org/


Katie Wunderlich 

May 19, 2021 

Page 2 

 

 
 

 

CARES Act funding has provided much needed support in FY 2021, but the elimination of this funding and an 

inflation provision that represents ‘business as usual’, while hospitals continue to experience new incremental 

costs is creating significant budget constraints that exceed a normal year. The annual reduction in Global 

Insights inflation of 0.24% for PAUs also continues to create difficulty for hospitals to fund annual merit 

increases, market adjustments and other normal inflationary cost. The combined impact of these items, plus a 

demographic adjustment of just .01% also stand to support this request. 

UMMS respectfully requests the HSCRC consider the MHA proposal to increase the FY 2022 inflation by 

0.50%. It is unclear if the incremental staffing and contract labor cost increases will continue into FY 2023. As 

such, we would be supportive of the HSCRC evaluating the need for the continuation of the 0.50% increase into 

FY 2023.    

We urge the Commission to consider the following points when evaluating the requested inflation increase: 

 TCOC savings have significantly exceeded Medicare Savings targets since the inception of the model. 

The additional amount requested for inflation would only have a minor impact to the aggregate savings 

amounts. 

 Maryland has not exceeded the national growth rate in the current term of the TCOC agreement. Even if 

the incremental inflation requested in FY 2022 caused the TCOC growth rate in Maryland to exceed the 

nation, it would not cause a triggering event. 

 Per capita growth, per Table 2 is expected to be 2.07%, well below the 3.58% all payer growth ceiling 

 

Demographic Adjustment should be revisited with the release of 2020 Census data 

UMMS would like to express our ongoing concern regarding the continued diminishment of the annual 

demographic adjustment and the significant variances that exist between the MD Department of Planning and 

CLARITAS population estimates each year. UMMS supports MHA’s recommendation to fully evaluate the 

demographic adjustment methodology and sources as new census population data become available over the 

next year.  

 

Innovation Policy funding levels are appropriate 

UMMS fully supports additional funding for innovation and complexity at University of Maryland Medical 

Center (UMMC) and Johns Hopkins Hospital (JHH). Each year, new treatments and therapies emerge from the 

research laboratories of Academic Medical Centers (AMCs) that have the potential to significantly improve 

survivability and the quality of life for people with diseases that were previously considered untreatable. During 

the COVID emergency, the AMCs saw a slight decline in volume due to the pause placed on elective 

procedures.  During the early part of FY 2021, however, the AMCs are experiencing significant increases in 
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these medically complex cases, which is now surpassing the decline experienced in the prior year. We fully 

support the 0.10% funding allocated to the AMC hospitals by the commission staff for RY 2022. 

 

Thank you for the opportunity to provide feedback. If you have any questions, please do not hesitate to contact 

me. 

 

Sincerely, 

 

Alicia Cunningham 

Senior Vice President, Corporate Finance & Revenue Advisory Services 

 

cc:  Adam Kane, Chairman   Sam Malhotra 

 Joseph Antos, PhD, Vice Chairman   Katie Wunderlich, Executive Director 

 Victoria W. Bayless     William Henderson, Principal Deputy Director  

 Stacia Cohen, RN     Jerry Schmith, Principal Deputy Director 

 John M. Colmers     Mohan Suntha, MD, MBA, UMMS Chief Executive Officer  

 James N. Elliott, MD     Michelle Lee, UMMS Chief Financial Officer 

  

 







  
  
May 19, 2021  
  
Mr. Adam Kane, Esq.  
Chairman  
Health Services Cost Review Commission 
4160 Patterson Avenue 
Baltimore, MD 21215 
  
Dear Chairman Kane,  
 
On behalf of Luminis Health, thank you for the opportunity to comment on the draft RY2022 Update 
Factor recommendation.  We appreciate the Staff’s thoughtful analysis and the Commission’s support of 
hospitals as we manage through the COVID-19 crisis.   
 
As we continue to battle the consequences of the COVID-19 pandemic, we are concerned that the 
inflation adjustment recommended in the policy doesn’t keep pace with the most recent Maryland 
hospital experience.  Similar to that of other health systems regionally and nationally, Luminis Health 
has experienced abnormally high personnel, contracted labor, and supply and drug costs over the past 
year.  Pre-COVID inflation rates on fixed and variable costs for Luminis Health hovered at 4.1% year over 
year (FY2018-FY2020).  However, during FY2021 our hospitals experienced inflation rates of 5.6%, which 
were driven by contracted labor (48% increase over FY2020) coupled with pharmaceutical and supply 
costs, which increased 17% and 10% over FY2020, respectively.   

These resources are necessary to provide safe, high-quality care to the communities we serve.  
Moreover, in order to invest in important care initiatives such as population health, SIHIS, and 
behavioral health, the update factor for RY2022 should align with the cost pressures experienced during 
the height of the COVID-19 pandemic.  

Additionally, we recommend using an age-weighted demographic adjustment to reflect the higher costs 
of an aging population.  We are confident that with these adjustments, we will continue to meet the 
Medicare Total Cost of Care target.  Our success to date reflects the commitment of all Maryland 
hospitals to meet and exceed this goal.    
 
Thank you again for the opportunity to provide comments as we continue our effort to transform our 
care delivery system.   
  
 
 
 
 
 



 
Sincerely,  
  

     
 
Sherry B. Perkins, Ph.D., RN, FAAN   Deneen Richmond, MHA, RN  
President, Anne Arundel Medical Center   President, Doctors Community Medical Center  
      
  
 Cc:  Joseph Antos, Ph.D., Vice Chairman 
 Victoria W. Bayless 
 James Elliott, M.D. 
 John M. Colmers 
 Stacia Cohen, RN, MBA 

Sam Malhorta 
Katie Wunderlich, Executive Director 
Jerry Schmith, Prinicipal Deputy Director 
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May 19, 2021 
 
Adam Kane, Chairman 
Health Services Cost Review Commission 
4160 Patterson Avenue 
Baltimore, Maryland 21215 
 
Dear Mr. Kane: 
 
Thank you for the opportunity to provide CareFirst BlueCross BlueShield’s comments on the “Draft 
Recommendation for the Update Factor for Rate Year 2022” which will be applied to hospital rates 
effective July 1, 2021.   
 
Due to various volume fluctuations and policy changes over the past nearly year and a half, HSCRC Staff 
encountered new challenges in setting the update factor for FY 2022.  We commend Staff for working 
through these issues and presenting an overall balanced approach to the RY 2022 update factor. We 
also appreciate the valiant efforts of hospitals and health care professionals in playing a major role in 
bringing Maryland, we hope, to the brink of navigating through the COVID-19 pandemic.      
 
We have consistently supported a formulaic approach to the annual update factor, and we appreciate 
that Staff, despite an unusual year, stuck with their principled calculation which promotes predictability, 
transparency, and objectivity in the process.  We believe the results presented in the Draft 
Recommendation of 2.23% revenue growth and 2.07% per capita growth in FY 2022 represent 
reasonable magnitudes and are not overly conservative.  While the recommendation demonstrates that 
this update actually drives an increase in hospital spending in CY2021 of 8.38%, we understand much of 
this is driven by CY2020’s decline in utilization.   
 
We find the Staff’s approach and result prudent and reasonable, and below, we offer our perspective on 
several points within the recommendation:  
 

1. Update Factor as a Savings Lever – In recent years, the Commission has concentrated their 
efforts to achieve system savings through the annual update factor.  To achieve success toward 
this goal, the Commission will need to take a reasonably conservative approach each year when 
addressing the update factor, since it has been described as the primary savings lever within the 
system.   System savings can be used to allow payers and purchasers of care to share in the 
return on investment from infrastructure costs that have been included in rates, and updated, 
since the inception of the All-Payer Model in 2014.  We recognize and appreciate the need for 
hospitals to have sufficient revenue to provide necessary hospital services and invest in 
improving population health across the State.  This requires a delicate balance which, given 
other factors included in this recommendation (such as the CARES settlement), we believe Staff 
has achieved for FY 2022. 
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2. Favorable CARES Settlement – while we support the settlement approach to CARES funding, the 
methodology is relatively favorable for hospitals, as (1) it only considers funding received 
through the CARES Act, excluding other potential sources of support made available to hospitals 
from the federal, state, and local governments, such as FEMA support, and the American Rescue 
Plan Act of 2021; (2)  it limits recoupment of funds to what was charged through COVID corridor 
expansion; and (3) it allows hospitals to use the more favorable of an individual hospital’s 
regulated to unregulated ratio OR the statewide ratio to allocate CARES funding to regulated 
services. 
 

3. Guaranteed FY2021 GBR – if the Commission guarantees FY 2021 GBRs, as was done for FY 
2020, hospitals will likely be able to recover residual undercharges in FY 2022 which will increase 
revenue over the proposed update.  If this occurs, while hospitals may be entitled to these 
revenues, it will impact charge growth in that year.  It remains to be seen whether this will be 
necessary or how much may be shifted from FY 2021 to FY 2022. 
 

4. Potentially Avoidable Utilization (PAU) Adjustment – we continue to support the PAU 
adjustment, which removes inflation on PAU volume remaining in the hospital.  We are 
encouraged that over the past year staff has endeavored to expand the scope of PAU to 
prevention indicators for pediatrics, and eventually potentially avoidable emergency 
department visits.  We also look forward to working with the Commission to further broaden 
the scope of PAU in the future.  As for the update factor, it makes intuitive sense to discontinue 
inflation on the avoidable utilization that remains in the hospital. 
 

5. Affordability and Guardrail Tests – we continue to believe a savings estimate vs. Medicare as 
well as an affordability comparison to State GDP are appropriate steps to take in considering the 
reasonableness of the result produced by the update factor formula.  We understand this year’s 
savings estimate had to be calculated differently given the differences between Maryland and 
the nation.  We support Staff’s plan to revert to using actual national total cost of care growth 
from the previous year in future policy decisions.  The alternative approach taken this year 
appears reasonable given the circumstances and yields marginal anticipated savings with the 
proposed update.   
 

6. Demographic Adjustment – finally, we continue to support Staff’s demographic and population 
growth adjustment, which annually is driven by the Department of Planning’s year-over-year 
growth estimate.  We understand this has historically been used in conjunction with the market 
shift adjustment to achieve a 50% variable cost factor for changes in utilization.  We consider 
this part of the formulaic calculation that has been developed and adhered to by Staff in recent 
years and we understand Staff has validated that hospitals have been more than adequately 
funded for volume changes under this methodology.   

 
Overall, our comments above demonstrate that the update factor incorporates several elements that 
are favorable for hospitals (guaranteed revenues in FY2020 and FY2021 and favorable CARES settlement 
policy), yet still manages to land in a reasonable place generating anticipated savings.  Staff has 
presented in various public meetings and workgroups on the financial condition of hospitals, 
demonstrating the GBR and the HSCRC’s rate accommodations throughout the pandemic have enabled 
them to maintain both strong balance sheets and income statements.  We understand the pandemic 
continues and so too do its associated costs; however, we believe hospitals are well positioned entering 
FY2022 with the proposed update.   
 
Thank you again for this opportunity to comment on the Draft Update Factor Recommendation and we 
thank Staff for expediting necessary policy change and pivoting on policy, as necessary, in recognition of  
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the unprecedented need for health care services during the pandemic.  We appreciate the efforts of 
Staff to ensure savings and affordability for Marylanders and we look forward to working with you to 
that end.   
 
Sincerely, 

 
Maria Harris Tildon 
 
Cc: Joseph Antos, Ph.D., Vice Chairman 
 Victoria Bayless 
 Stacia Cohen, R.N. 
 John Colmers 
 James N. Elliott, M.D. 
 Sam Malhotra 
 Katie Wunderlich, Executive Director 
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